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Executive Summary

Twenty-twenty-five promises to

be a challenging vear. Although
many companies and investors

still firmly believe sustainability

1S a key commercial driver, they
face an increasingly complex
environment, from trade disputes
that may transform supply chains
to policy uncertainties that increase
unpredictability. Despite challenges,
we believe most companies and
investors will stay the course on
sustainability in the year ahead.

Geopolitical disruptions, a volatile policy environment,
increasing climate change impacts, and trade disputes
are some of the key challenges that global companies will
navigate in the year ahead. Businesses will also grapple
with needing to adjust to rapidly changing compliance
and disclosure expectations.

President Donald Trump’s second term is likely to
reshape many environmental regulations, and companies
will follow closely the evolving developments in Europe,
as the European Union comes under increasing pressure
to lift the regulatory burden on companies to increase
competitiveness.

Despite a complex operating environment, companies
will continue investing in the energy transition and
sustainability, from decarbonization of supply chains
and sustainable product development to community
engagement, because they know it builds resilience.

After years of setting goals,

running projects, and preparing
disclosures, many companies now see
sustainability as an integral part of
doing business.

Companies are also ready to embed sustainability deeper

into operations. The rapid emergence of AI will help here,
as companies turn to the technology to supercharge their
sustainability initiatives.
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As part of this new phase, companies have started

to assess sustainability risks, dependencies, and
opportunities in a more structured way through
transition planning, particularly for climate, nature,
and human rights. This helps them prioritize actions
with the highest potential to create value and minimize
risks. Companies understand that they are pursuing
these actions because it makes business sense, not just
sustainability sense.

Companies will think carefully about
how to effectively communicate, but
for many, their sustainability work
will continue at a steady pace. The
2025 Annual Trends Report covers key
accelerators and corporate responses
across ten trends. Based on extensive
research and interviews with subject
matter experts, we point out and
interconnect the critical developments
for each trend and recommend high-
level actions for companies to consider
1N response.
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TREND 1

Responding to climate change:
Working to stay on track for 1.5°C

Emissions records continue to be set, bringing new urgency for action as countries revise
their climate pledges in preparation for COP30. Still, surging renewable energy investment
and corporate climate transition planning are poised to accelerate decarbonization.

Key accelerators Action recommendations
Emission records put global warming - Use double materiality and scenario
on a 3.1°C trajectory analysis to map high-risk and high-
However, renewable energy opportunity energy transition areas.
investments are surging > Develop and embed a forward-
COP29 clinched deal on transition looking and financially quantified
finance transition plan to allocate capital for
Still, many country climate pledges decarbonization.
fall short of net zero - Explore including avoided emissions in
Carbon markets have work to do your organization’s carbon accounting.
The corporate response - Double down on energy efficiency

innovations to offset the rising power

Companies embrace climate transition , ,
demands of emerging technologies.

plans to implement decarbonization

Avoided emissions are entering the
corporate GHG accounting lexicon

Surging power demand takes aim at
climate targets
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TREND 2 [ O ]
Valuing human capital: Q
L—]

Diversity initiatives in the spotlight

In 2025, human capital management will remain influential at companies, many of whom
will tie executive compensation to human capital metrics. However, public mentions may
decrease.

Key accelerators Action recommendations
Diversity initiatives continue to face - Link executive compensation to
headwinds, particularly in the U.S. human capital metrics connected to
After steady gains, women workplace broader business objectives.
advancement is slowing > Maintain a culture of open dialogue by
Employee loneliness and motivation providing training and emphasizing
1ssues cause concern norms for respectful discussions.

Companies that manage human capital
issues well are likely to see benefits

Organized labor continues to make its
presence felt globally

The corporate response

Companies increasingly tie
compensation to human capital
metrics

As societal polarization reaches
the work floor, companies change
workplace approaches

I Back to contents
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TREND 3

Integrating ESG:
Sustainability progress continues

Despite an ESG backlash in parts of the world, companies and investors will continue to
pursue sustainability action in 2025. Increasingly inquisitive consumers and regulators will
make false green claims a business risk.

Key accelerators Action recommendations

ESG backlash in the U.S. continues - Focus on accuracy when assessing and

TREND 4

Safeguarding natural systems:
Action begins to multiply

Corporate efforts on nature, biodiversity, and preventing deforestation are beginning to
multiply. As regulatory pressure rises and natural disasters highlight corporate dependency
on nature, even more companies are likely to act.

Key accelerators Action recommendations

Global deforestation continues, while - Use the Task Force on Nature-related

ESG evolves in Europe and Asia as
economic landscape shifts

Global greenwashing enforcement
accelerates

Consumers want sustainable products
but are sometimes skeptical of green
claims

disclosing sustainability impacts.

- Ensure sustainability technology

investments align with standards and
applicable regulations.

- Leverage sustainability data systems

to identify cost-effective clean
technology investments.

wildlife populations struggle

Emerging nature-related policies and
regulations face uncertainty

Progress made on Indigenous rights at
COP16 even as conservation funding
deal slows momentum

Nature-related disclosure and action

Financial Disclosures (TNFD) as a
guilde to report on biodiversity, water,
and forest-related performance.

Enhance transparency on exposure to
deforestation-related risks and be more
proactive in combating these risks.

Establish relationships with

The corporate response

Companies continue to speak less
explicitly on ESG

Companies review targets and focus on
operationalizing sustainability

Successful mergers and acquisitions
increasingly depend on ESG
performance
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requirements for corporates are
growing

Indigenous Peoples and local
communities through formally
recognized and legally binding
arrangements.

The corporate response

Companies expand nature-related
disclosures, but concrete actions must
improve

Corporate no-deforestation policies
and efforts have room to expand

Community engagement increasingly
embedded 1n corporate nature
strategies

I Back to contents 6




TREND 5 TREND 6 ®
Streamlining sustainability disclosure: %% Building sustainable and resilient supply chains:

) . . Q ®
Standards continue to expand and converge Dual pressures reshuffling supply chains

The global march towards mandatory sustainability disclosures continues. Twenty-twenty- Growing trade tensions and increased regulatory focus on Scope 3 emissions will see
five will see further convergence in standards underpinning disclosure regulations and a companies reshuffle their supply chains to regions with low geopolitical risk and robust low-
stronger focus on sectors and topics. carbon and sustainability credentials. Companies will increasingly join forces to do so.
Key accelerators Action recommendations Key accelerators Action recommendations
Mandatory sustainability disclosure - Transition sustainability data - Countries prepare for the likelihood of - Track trade developments that could
requirements advance worldwide management from manual tools to protracted trade disputes materially affect your organization
Convergence of frameworks simplifies dedicated ESG data platforms. - Increasing tensions trigger a reshuffle and c.:onsid.er when .risj,ks warrant
corporate disclosure > Expand the quality and quantity of global supply chains cons1dera.t1on of shifting to new
: : : o . geographies.
Disclosure requirements are of assured sustainability data and - Countries look to secure access to
increasingly sector- and topic-specific benchmark sustainability disclosures critical minerals - Enhance efforts to disclose and reduce

against industry leaders. Scope 3 emissions by working with

Regulations drive the need for more Expanded carbon pricing accelerates

and higher-quality data > Engage stakeholders to understand supply chain decarbonization zigfsﬁefs and joining forces with
The corporate response and ensure alignment with their - Regulation, extreme weather, and labor '
sustainability disclosure priorities. disputes impact supply chains - Pilot digital product passports (DPPs)

Companies increasingly invest in
software to enhance data quality and The corporate response
collection

in line with emerging regulations.

Companies adapt supply chains as
Companies respond to investors trade tensions rise

seeking sustainability disclosures Companies increasingly join forces to

Despite progress, companies need to decarbonize supply chains
be better prepared for sustainability

_ Digital product passports help
audits

companies boost supply chain
transparency
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Enabling sustainable production and consumption:
Consumers drive action

TREND 7 ©
In 2025, consumers, investors, and regulators are likely to pressure companies to lower
their plastic and chemical pollution. Companies will step up sustainable product and
process innovation and waste reduction initiatives. Sustainability-conscious consumers will
continue to favor sustainable products.

Key accelerators Action recommendations

Governments aim to curb plastic waste > Dedicate time and resources to

through local mandates and taxation accelerate the adoption of low-carbon
Consumer appetite for sustainable technologies in your production
products continues amid inflationary DPTOCESSES.
CONCEILS - Strengthen product sustainability
Waste keeps growing while recycling and disclosures on operational
rates remain low environmental impact.

The corporate response > Consider sharing your organization’s

innovative product and process

Industrial firms increase green . - . .
production sustainability practices with other

, companies to facilitate faster uptake.
Corporate action to reduce, reuse, and

recycle material is still evolving

Sustainable packaging innovations
flourish despite companies changing
goals
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TREND 8

Applying technology to sustainability:
Exploring new frontiers A\S Q

In 2025, companies will continue to explore how to leverage new technologies, such as
artificial intelligence (AI), augmented reality (AR), virtual reality (VR), and digital twins, to
boost sustainability performance.

Key accelerators Action recommendations
ATl’s energy appetite may be met by a - Develop and implement a responsible
mix of low- and high-carbon power Al strategy that helps ensure the
sources ethical use of Al

ATI’s ethical challenges trigger a range N

Identify areas where AI can
of governance proposals

drive sustainability performance
Improved artificial and virtual reality improvements and innovation, while
push operations into the digital realm weighing how to best manage its high

The corporate response energy demands.

- Assess the applicability of digital twins

Companies roll out AI applications and . GRS
to improve sustainability performance.

Al risk guidance

Al continues to drive sustainability
benefits

AR and VR technologies improve
worker training and customer
interactions

I Back to contents 8




TREND 9

Respecting fundamental rights:
Seizing the spotlight

Regulatory and legal efforts to protect fundamental rights and enforce ethical business
conduct are likely to grow in 2025. Meanwhile, global clean energy shifts highlight human
rights issues, further emphasizing the need for a just transition.

Key accelerators Action recommendations

Fundamental rights regulation
intensifies

- Proactively engage Indigenous
communities affected by your
organization’s activities. Give them
real influence and ensure benefit
sharing.

Fundamental rights disputes are
increasingly settled in court

Human rights issues are scrutinized as
the energy transition gains steam - Conduct comprehensive human rights
due diligence to identify potential

The corporate response - .
energy transition-related risks.

Growing Indigenous equity initiatives

give voice to communities - Establish human rights grievance

mechanisms tailored to the
circumstances of your operations and
supply chains.

Private sector record on human rights
varies

- Review potential human rights issues
1n your supply chains.
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TREND 10

Navigating the evolving political landscape:
Improvisation skills required

Twenty-twenty-four was a politically unpredictable and action-packed year. In 2025,
companies will closely follow political shifts on sustainability and trade policies, as regional
outcomes become better understood.

Key accelerators Action recommendations

The 2024 election wave is transforming
the global sustainability landscape

- Regularly assess the impacts of
climate-related policy and regulatory
changes on your company’s
decarbonization efforts.

U.S. Administration likely to reshape
environmental and sustainability

policies > Evaluate, invest, and participate

in a broad range of climate action
opportunities.

Courts are increasingly shaping
sustainability action

A surge in global trade disputes - Establish a responsible policy
interferes with business operations engagement strategy to positively
shape future sustainability-related
policy.

The corporate response

U.S. companies rethink their
communications

Political changes impacting
decarbonization

Companies increasingly try to shape
government sustainability policies

I Back to contents 9
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Key accelerators

Despite rising emissions threatening
climate goals, there is hope

that surging renewable energy
investments will help put the world
back on track. Amidst mixed
country-level climate action,
international negotiators at COP29
clinched a deal to triple climate
finance to developing countries by
2035 and establish a global carbon
market under UN auspices.
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Emission records put global warming on a
3.1°C trajectory

Greenhouse gas (GHG) emissions continue to rise globally.
In October 2024, the World Metrological Organization
announced that globally averaged surface concentration
of CO,, methane, and nitrous oxide rose to new records

in 2023.! Meanwhile, the UN Environment Programme’s
latest Emissions Gap Report, which found that while

1t 1s still possible to limit global warming to 1.5°C,
countries’ current policies are projected to result in 3.1°C
of warming.? The report also said that if the world is to
preserve the 1.5°C goal, countries must cut GHG emissions
by 42 percent and 57 percent from 2019 levels by 2030 and
2035, respectively.

With emissions rising, climate change
continues to accelerate

As emaissions continue to rise, climate change is
accelerating (see Figure 1). According to the European
Union’s (EU) Copernicus Climate Change Service, 2024
was the warmest year ever and the first year where global
temperatures breached 1.5°C over a calendar-year period.’
As a result, the world’s oceans, which absorb much of
the Earth’s excessive heat, are warming at record levels.
In each of the first six months of 2024, daily sea surface
temperatures set record highs before falling below record
levels in July.* Such records will have real-world impact.
The Planetary Health Check’s 2024 report found that
climate change has already breached the boundary at
which dangerous environmental changes will occur.®

TREND 1 RESPONDING TO CLIMATE CHANGE

From an economic perspective, the world may experience
a global income reduction of 19 percent up to 2050 (equal
to $38 trillion in damages per year) because of climate
change, according to the Potsdam Institute.®

Figure 1: Annual global temperature
anomalies relative to pre-industrial

averages
| \h\"ﬂ"

+1.5°C
+1.0°C

+0.5°C

OOC | | | | | | | | | |
1950 1970 1990 2010 2024*

*Provisional estimate for 2024 based on 10 months
(January to October)

Annual global temperature anomalies between 1940 and 2024
compared to pre-industrial averages.

Source: Copernicus Climate Change Service

I Back to contents 11
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However, renewable energy investments are
surging

Despite rising emissions, there are signs of strengthening
climate action. In 2023, global renewable energy

capacity additions grew by a record 50 percent year-on-
year to more than 500 gigawatts (GW), according to the
International Energy Agency.” Capacity i1s projected to
only continue to grow, with the International Energy
Agency (IEA) forecasting that global capacity will be

2.7 times higher than 2022 levels in 2030, exceeding
country pledges by close to 25 percent.? Surging clean
energy investments are making this growth possible.
BloombergNEF found that energy transition investments
grew 17 percent in 2023 to a staggering $1.77 trillion.°
Future projections suggest such growth will continue,
with the IEA estimating that total clean energy
investment in 2024 will reach $2 trillion, surpassing fossil
fuel investment for the second year in a row.°

COP29 clinched deal on transition finance

Even before it started, COP29 was a subject of controversy.
Given the UN climate conference was again held in a
large o1l and gas producing country, COP29’s stature was
diminished in global climate circles, with Climate Week
NYC gaining in prominence and leading executives and
organizations skipping Baku.'"'? Disagreements led some
to call for future COP reform like changing how COP host
nations are selected.’

After two weeks, it seemed that the climate negotiations
1n Baku would end the same way as COP15 in
Copenhagen, where negotiations collapsed.

TREND 1 RESPONDING TO CLIMATE CHANGE

However, at the final moment, parties agreed to triple
climate finance to developing countries from $100 billion
to $300 billion annually by 2035."* The other notable
achievement to come out of COP29 was the finalization
of standards (Article 6.4 of the Paris Agreement) for a
central carbon market under the UN. Now eyes turn

to 2025’s COP30 in Brazil where countries will submit
updated nationally determined contributions (i.e.,
national emissions reduction targets) aligned with
limiting global warming to 1.5°C in advance of the
conference.

Still, many country climate pledges fall short
of net zero

Outside the multilateral space, climate action progress
at the country level was mixed. On one hand, Brazil

set a more aggressive climate goal targeting emissions
reductions of up to 67 percent by 2035, and the EU
adopted regulations on fluorinated gases and ozone-
depleting substances that are expected to reduce the
bloc’s emissions by 500 million metric tons of CO,-
equivalent by 2050.> 1 On the other hand, some countries
faced judicial decisions that found they were not doing
enough to reduce emissions. These included the UK,
where the High Court decided the previous Conservative
government’s plan to achieve net zero by 2050 did not
provide sufficient explanation on risks associated with
relying on future technology development, while the
Constitutional Court in South Korea ruled that country’s
Carbon Neutral Act did not sufficiently protect citizen
rights.!”>18

‘] Back to contents 12




Carbon markets have work to do

After facing significant controversy in recent years, the
voluntary carbon market (VCM) contracted for the second
year 1n a row 1n 2023, with transaction volume and

value decreasing by 56 percent and 61 percent from 2022,
respectively.’” The VCM stabilized but did not grow in
2024 with a market size of $1.4 billion, the same as 2023.2°

This performance was attributed by some market
participants to the increasing scrutiny facing the VCM
such as a Science Based Targets initiative review of
third-party studies that found that some types of carbon
credits do not deliver “intended mitigation outcomes.”*
Various efforts were made to bolster VCM integrity. These
include guidelines from the International Emissions
Trading Association outlining how companies should use
carbon credits to support Paris-aligned climate goals and
the approval of the first Core Carbon Principles-labeled
carbon credits by the Integrity Council for the Voluntary
Carbon Market, which launched the principles to identify
carbon credits that deliver verifiable climate impact.?*?3
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The corporate response

AS companies gear up to meet
decarbonization targets, climate
transition plans and emissions
accounting are poised to play key

roles in corporate climate strategies.

Simultaneously, growing power
demand means companies must
innovate.
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Companies embrace climate transition plans to
implement decarbonization targets

Of the world’s 2,000 largest publicly traded companies
by revenue, 1,176 are known to have net zero goals. With
ambitions defined, companies are now shifting to the
actions needed to achieve them.** Many are turning to
climate transition plans (CTP). CTPs outline a company’s
decarbonization strategy, climate governance, and
approach to climate policy advocacy.?® They differ from
climate-related disclosures in that they are forward-
looking rather than backward-looking. They are also
focused on financially quantifying climate-related risks
and opportunities. A June 2024 study found that more
than 25 percent of the companies disclosing information
with CDP in 2023 published 1.5°C-aligned CTPs, a 44
percent increase over 2022.2° A further 36 percent of
companies disclosed that they intend to develop a CTP in
two years.

Help is on the way for companies who have not
developed CTPs yet. In June 2024, the International
Sustainability Standards Board (ISSB) announced that it
would work to streamline the numerous frameworks and
standards for CTPs by integrating materials developed
by the Transition Plan Taskforce into its Sustainability
Knowledge Hub and develop supporting educational
materials.?” Others are preparing to grade CTPs. Early in
2024, Moody’s launched its Net Zero Assessment, which
scores corporate decarbonization pathways and their
associated governance mechanisms for investors.?®

TREND 1 RESPONDING TO CLIMATE CHANGE

Avoided emissions are entering the corporate
GHG accounting lexicon

In the time since the GHG Protocol launched, companies
have become intimately familiar with Scope 1, Scope

2, and Scope 3 GHG emuissions accounting. While these
scopes outline a company’s direct and indirect emissions,
they do not capture the emissions a company avoids via
more efficient processes, so-called avoided emissions.
Recognizing this shortcoming, the World Resources
Institute first highlighted the need to develop a standard
accounting process for these emissions back in 2013.%°
Progress has been slow in the decade since, partially

due to the complexity of calculating them, however,
momentum 1s starting to build.

U.S. power company PG&E became one of the first
companies to specifically reference avoided emissions
when it announced goals “to enable customer emissions
reductions” in its 2022 Climate Strategy Report.3° It
then outlined progress against these goals 1n 1ts 2024
Corporate Sustainability Report.’! PG&E 1s not alone. In
February 2024, French environmental management firm
Veolia launched goals to avoid 18 million tons of CO,
emissions by 2027.32 Others outside the U.S. and Europe
are reporting on avoided emissions. Indian renewable
energy firm ReNew Energy disclosed its FY2023-24
avolded emissions alongside Scope 1, Scope 2, and Scope
3 emissions in 1ts Annual Integrated Report.*® While
momentum builds, there are some who see avoided
emissions as an unnecessary distraction from Scope 3
emissions accounting that are difficult to accurately
calculate without making broad assumptions.3*

‘] Back to contents 14




Surging power demand takes aim at climate
targets

Worldwide electricity demands are growing, often
spurred on by emerging technologies like Artificial
Intelligence (AI) and cryptocurrency mining as well as
the increasing electrification of energy systems (e.g.,
for electric vehicle charging and building heating).
According to the IEA, electricity demand from data
centers, Al, and the cryptocurrency sector may double
by 2026, while electricity as a share of final energy
consumption grew to 20 percent in 2023 and will likely
rise to close to 30 percent by 2030.3°
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In the U.S. alone, utilities expect 128 GW 1n new
energy demand by 2029 as data center loads grow.3¢
Some utilities are extending the closure dates of fossil
fuel plants in light of demand growth. Duke Energy
announced 1in October 2024 that 1t would operate an
Indiana coal plant until 2038, three years beyond its
previous 2035 goal to close all coal facilities.®

A delayed energy transition could put corporate
decarbonization goals at risk. Microsoft’s 2024
Environmental Sustainability Report noted that its GHG
emissions increased by 29.1 percent as a result of its
investments in energy intensive Al and supporting data
centers.?® Microsoft is not sitting idly.

TREND 1 RESPONDING TO CLIMATE CHANGE

In September 2024, it established a supplier
decarbonization team to help reduce the Scope 3
emissions generated by its AI and cloud computing
activities.®® With rising emissions, many tech companies
are turning to nuclear power, spurring a renaissance in a
technology that was falling out of favor.

Microsoft itself announced in September 2024 that it

was working with Constellation Energy to reopen Three
Mile Island to power its data centers.*® At a smaller scale,
Amazon and Google are investing in the development

of small modular reactors with the hopes that they can
provide ever more power for their data center activities.**?

‘] Back to contents 15




Action recommendations

Companies keen to respond

to the climate change trends
outlined above should consider
the following actions:
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Evaluate which elements of your business are most
at risk and most likely to benefit from the energy
transition, using double materiality and scenario
analysis to prioritize action.

Develop a comprehensive, financially-quantified, and
forward-looking climate transition plan that outlines
your organization’s decarbonization strategy, climate
governance, and climate policy advocacy approach,
and which accounts for the Just Transition-related
impacts of your climate action.

Embed your climate transition plan within your
organization’s financial planning process to ensure
that it is accounted for within wider business strategy
and informs the company’s future capital and
operational expenditures.

Explore including avoided emissions in your
organization’s carbon accounting and disclosing the
results. If pursuing avoided emissions accounting,
establish a baseline from which to calculate avoided
emissions from your products and services, gather the
required data for these calculations, and seek external
assurance for them where possible. Note that avoided
emissions contribute to achieving emissions reduction
targets.

Pursue innovative strategies to reduce energy
consumption and related emissions in the face of
the rising power demands of emerging technologies,
whether through energy efficiency measures or by
opting for low-carbon energy sources like renewables
and nuclear power.

TREND 1 RESPONDING TO CLIMATE CHANGE

“Over ten thousand companies

have now set net zero goals. The

next priority for these companies is
fisuring out how to deliver those goals
in a way that delivers value. Climate
transition plans are a critical part of
that, and vital for communicating
strategy to investors and meeting
increasing regulatory requirements.”

Paul Simpson | OBE, Consulting Partner, ERM

“It 1s time for companies to start

taking climate adaptation seriously
and to figure out how they will
operate 1n a warming world where
climate norms are upended. These
discussions are not happening

at the scale needed, especially as
cglobal temperature rises are already
eclipsing the 1.5°C goal of the Paris
Agreement.”

Ricardo Zibas | Regional Head of Climate Change and
Corporate Sustainability (LAC), ERM

> Back to contents
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TREND 2

- Valuing human
capital
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Key accelerators

In the ever-shifting workplace,
diversity initiatives face pushback
that could stall progress at a time
of slowing workplace advancement
for women. Companies are also
managing a growing employee
loneliness and motivation crisis that
1S starting to affect productivity.
Still, growing evidence that strong
human capital management
translates to strong corporate
performance should give companies
solace.
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Diversity initiatives continue to face
headwinds, particularly in the U.S.

A primarily U.S.-focused backlash to corporate diversity
initiatives that began to grow in 2023 continued in

2024. Just a few years ago, companies made public
pronouncements about diversity, committed to goals,
and established policies. While not one single event
accelerated the backlash, the diversity landscape 1s

such that conservative activist Robby Starbuck has had
success at pressuring companies to drop their diversity
initiatives. Evidence of this began to appear in June 2024
when Tractor Supply announced 1t was eliminating its
diversity roles and its current diversity goals, continuing
through November 2024 when Walmart disallowed the
use of terms like diversity and limited the ability of
third parties to sell L.G.B.T.Q.-themed items that could
be marketed to children.*>* Companies also faced
judicial pressures. In December 2024, Nasdaq’s board
diversity rule was invalidated by the Fifth U.S. Circuit
Court of Appeals after the U.S. Securities and Exchange
Commuission went beyond its congressionally authorized
power.* This ruling was preceded by a U.S. District

Court ruling that Southwest Airlines must face a racial
discrimination lawsuit over an old program to award free
flights to Hispanic college students.*® These developments
all come at a time when Black worker advancement is
stalling at public U.S. companies. Between 2021 and 2023,
the share of Black workers at S&P 100 companies declined
from 17 percent to 16.8 percent.¥

TREND 2 VALUING HUMAN CAPITAL
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After steady gains, workplace Figure 2: Years for U.S. women to achieve senior leadership parity with men
advancement of women is slowing

Workforce gender diversity progress has also
slowed after earlier gains. Over the past ten years,

the share of women in managerial roles in the

U.S. has barely risen, shifting from 37 percent in

2015 to 39 percent in 2024.*® While there 1s more

progress at higher levels such as for VP roles

and the C-suite where the share of women rose

from 27 percent to 34 percent and 17 percent to

29 percent, respectively, women are not close to

parity with men. Globally, women labor force

participation grew slowly, rising from 63.5

percent 1n 2023 to 65.7 percent 1n 2024.*° Just Parity for Parity for

as in the U.S., Won.len globally are st.rugghng t(? white women Today women of color
make inroads at higher levels. Despite composing °

1t 48
50 percent of entry-level positions globally, 22 years years

women hold only 25 percent of leadership
positions.

There are also signs that the gender pay gap
may not close without structural changes.
While the pay gap has closed significantly over
the last four decades in North America and
Europe, the narrowing of the last 20 years may
be mostly attributed to the retirements of older
worker cohorts, who had higher gaps, rather
than targeted action by companies.*® The story

is much the same globally. In 2024 (as in 2023),
women made 83 cents for every dollar earned by

their male counterparts.” The number of years it will take white women and women of color in the U.S. to achieve senior leadership parity with men.

Source: Lean In
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https://cdn-static.leanin.org/women-in-the-workplace/2024-pdf

Employee loneliness and motivation issues
cause concern

Beyond workforce composition, well-being issues risk
employee burnout globally. According to a 2024 Gallup
study, 20 percent “of the world’s employees experience
daily loneliness,” a figure that rises to 25 percent of fully
remote workers.>? The same Gallup study also found that
23 percent of employees globally are engaged at work,
matching 2022’s record high but still enough to cost the
global economy $8.9 trillion in lost productivity annually.

Other factors are negatively affecting employee well-
being. These include constant virtual meetings, with
Americans tripling the time they spend in them 1in recent
years.>> Workers in Singapore face similar challenges,
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with 52 percent of hybrid or remote white-collar workers
reporting that they spend more than six hours a week in
virtual meetings.>* Virtual meetings are prevalent even
for those who work in the office; such workers spend 25
percent of their time in them.>

Workers in Asia face a similar productivity dilemma,
appearing busy rather than doing impactful work.
According to a 2023 global survey, workers in India,
Japan, and Singapore are spending more time on
“performative work” like presenting achievements rather
than making decisions compared to workers in any other
country.®® Another factor is an inability to disconnect
from work. A 2024 study found that 42 percent of all UK
workers including 66 percent of those making six figures
or more worked while vacationing.®’

Companies that manage human capital issues
well are likely to see benefits

Companies do not have to sit 1dly while employee
well-being declines. There 1s increasing evidence that
companies that manage human capital issues well will
benefit. A 2024 University of Oxford study found that

the top 100 companies in Indeed’s Work Wellbeing Score
survey financially outperform companies in the S&P 500,
Nasdaqg Composite, and Russell 3000.°® Also, 1in 2024, MSCI
found that the cumulative returns of the companies with
the highest social scores (which includes human capital
management) on MSCI’s ESG Ratings outperformed their
lowest-rated peers across Asia Pacific, Europe, and North
America.”® And companies have even more at stake than
market performance. Another 2024 study found that
employees who enjoy what they do are 49 percent less
likely to consider joining another company than those

TREND 2 VALUING HUMAN CAPITAL

who are unhappy.®® There are other, less immediately
clear, benefits too. For instance, companies spending
$1 on childcare benefits can generate between $0.90
and $4.25 worth of increased productivity and reduced
turnover, meaning such benefits pay for themselves.

Organized labor continues to make its presence
felt globally

After staging a resurgence in 2023, organized labor
continued to shape global workplaces in 2024. Perhaps
the most notable U.S. labor development of 2024 was
the one-day dockworker strike along the U.S. East and
Gulf Coasts.®? Although its actual impact was limited,

it showcased the potential of future strikes to halt
significant portions of global supply chains. Outside the
U.S., a general strike in Guinea paralyzed businesses after
a trade union leader was arrested over dubious claims
of participating in an unauthorized protest.®s In South
Korea, an ongoing strike of junior doctors has triggered
a crisis that is making it difficult for people to access
medical services.®* The strike, which was driven by a
government plan to raise medical school enrollment

by 2,000 annually beginning in 2025, shows no signs of
resolution even as public patience runs thin.®

‘] Back to contents 20




The corporate response

Worldwide, organizations are
incorporating human capital
metrics into executive compensation
plans and figuring out how best to
manage societal polarization within
their workplaces.
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Companies increasingly tie compensation to
human capital metrics

In what may sound contradictory at a time when

many companies are ending diversity-linked executive
compensation incentives, companies are increasingly
linking human capital metrics to leader compensation.t®
In North America, 70 percent of S&P 500 companies

and 75 percent of TSX 60 companies link executive
compensation with human capital metrics. In Asia,

60 percent of companies across seven countries do the
same.®” Numbers are even higher in Europe, where 83
percent of companies across nine major indices tie human
capital metrics to executive compensation plans. Another
study of S&P 500 companies found year-over-year upticks
in companies linking compensation to metrics for talent
development, employee satisfaction, employee turnover,
and company culture between FY21 and FY23.%8

This movement is driven by the growing evidence

that sound human capital management translates to
financial success, plus the belief among staff that greater
responsibility for human capital leads to better outcomes.
For example, a 2024 survey found that 88 percent of
C-suite executives, 83 percent of managers, and 76
percent of workers favor having at least 25 percent of
thelr compensation tied to human capital metrics.®®

TREND 2 VALUING HUMAN CAPITAL

As societal polarization reaches the work floor,
companies change workplace approaches

In recent years, it has become common for many
companies to speak out on social issues. While this

is changing (see Navigating the evolving political
landscape), organizations must still navigate tricky
topics internally. As society becomes more polarized,

it is increasingly difficult for companies to frame their
response. Further, employees often express political views
in the workplace. A February 2024 Gallup poll found that
45 percent of U.S. employees discussed politics with a
coworker, while a July 2024 survey from Monster found
that 67 percent of U.S. employees did so.”> "' If companies
do not successfully navigate these evolving dynamics,
they risk creating tensions between employees with
divergent viewpoints that could reduce productivity and
lead to turnover among disaffected workers.

In this environment, companies are looking for ways

to prevent internal schisms. A survey of Asian, North
American, and European companies found that 97
percent restricted employee activism by, for example,
controlling petitions and public comments in 2023,
compared to just 46 percent in 2019.”? Instead of limiting
difficult discussions, other companies are trying to spur
them in the hopes that they will drive organizational
resiliency. These include Gap Inc., General Mills,
Siemens, and The Hartford, all of which have programs
that encourage employees to discuss sensitive political
1ssues in the hopes that they learn from one another
and develop conversational skills that translate to their
everyday jobs.’s 747576
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Action recommendations

Companies keen to respond

to the human capital trends
outlined above should consider
the following actions:
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- Link executive compensation to human capital

metrics such as employee engagement and retention
rates that are connected to wider business objectives.
When doing this, ensure that the metrics used are
sufficient to motivate executive human capital action
and are communicated to stakeholders throughout the
organization to foster trust and accountability.

Foster an inclusive workplace and maintain a culture
of open dialogue by emphasizing norms for respectful
employee discussions and by establishing and

training employees on conversation guidelines for
sensitive social topics. Rather than limiting discussion,
encouragement under clear rules can facilitate mutual
understanding and bolster organizational resilience.

TREND 2 VALUING HUMAN CAPITAL

“Effective human capital
management requires more than
metrics and dashboards to build

a cohesive and high-performing
workforce. Leaders must also gain
deeper 1nsights into the nuanced
and often intangible social dynamics
that data often misses - such as
interpersonal trust, shared values,
and cultural cohesion. As the risk
from societal polarization grows,
addressing these challenges 1s
essential to sustain unity and

cultivate organizational resilience.”

Zain Rizvi | Associate Partner, Change & Transformation,

ERM
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Key accelerators

Environmental, social, and
governance (ESG) backlash
continues to hinder corporate
sustainability efforts in the U.S.,
while companies in Europe face
uncertainties of their own. At the
same time, global regulators are
pursuing greenwashing with new
laws and enforcement actions
designed to improve transparency
and accountability in corporate
sustainability claims and address

rising skepticism over these claims.
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ESG backlash in the U.S. continues

The U.S. corporate world faces mounting scrutiny over
ESG efforts. Notably, companies are urged to align their
positions with the views of political activists, many of
whom are increasingly well-resourced. For example, a
conservative U.S. political activist with a $1 billion trust
announced plans in 2024 to support groups critical of
“woke” companies and financial institutions.”” Politicians
are paying more attention to corporate actions too.

In August 2024, a group of U.S. state treasurers asked
the Business Roundtable to retract a 2019 statement
highlighting the importance of considering all
stakeholders, not just shareholders, for business success.
Legal actions are on the rise as well.”® In November
2024, 11 U.S. states sued the big three asset managers -
BlackRock, Vanguard, and State Street - claiming they
violated state antitrust laws by engaging in climate
activism.”” At the federal level, the Federal Reserve
Board withdrew from the Network of Central Banks and
Supervisors for Greening the Financial System (NGFS)
in January 2025.8° In 1ts withdrawal announcement,

the Federal Reserve Board cited the broadening scope

of the NGFS, which aims to support the transition

to a sustainable economy by mobilizing finance and
enhancing the financial system’s capacity to manage
climate-and environment-related risks, beyond its remit
as the reason for the move.

Investors operating in the U.S. are also facing scrutiny
from state legislatures and policymakers using state
contracting or regulatory authority to influence how
they consider ESG factors.®! However, this slowed in 2024.
According to a study from November 2024, four anti-ESG

TREND 3 INTEGRATING ESG

bills and two resolutions passed in 2024, compared to 23
and six, respectively, in 2023. The same study noted that
concerns about costs have also weakened many enacted

anti-ESG laws.®?

Since December 2024, the six largest U.S. banks
(JPMorgan Chase, Citigroup, Bank of America, Morgan
Stanley, Wells Fargo, and Goldman Sachs) have all quit
the Net-Zero Banking Alliance, moves that were at least
partially motivated by concerns over ESG backlash.®s
The Net-Zero Asset Managers initiative has also faced
exoduses, with exits by BlackRock and Northern Trust
Asset Management in January 2025 following a larger
group of firms including State Street Global Advisors,
Invesco, and Pacific Investment Management Company
that left in 2024.%

ESG evolves in Europe and Asia as economic
landscape shifts

Europe and Asia have largely avoided the type of anti-
ESG sentiments impacting investments.? For example,
Morningstar reports that in Q3 of 2024 there was

$2.8 trillion invested in European funds classified as
sustainable compared to only $352 billion in the U.S.%¢
Meanwhile, the sustainable bond market in East Asia
grew by 29.3 percent in 2023, compared to the 21 percent
global average.®

In the European Union (EU), leaders have debated

how to strike a balance between ESG and economic
competitiveness. European Commission President
Ursula von der Leyen has proposed introducing
Ommnibus legislation in 2025 to consolidate the Corporate
Sustainability Reporting Directive (CSRD),

I Back to contents
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the EU Taxonomy Regulation, and Corporate
Sustainability Due Diligence Directive (CSDDD) to
eliminate redundancies while maintaining the content

of the law.?® The EU is expected to publish the Omnibus
by February 26, 2025 in an effort to minimize regulatory
barriers and member country pushback by shifting scope,
timelines, and compliance requirements for the three
sustainability rules under one regulation.?®

Global greenwashing enforcement accelerates

While political scrutiny has increased, regulators are
taking on “greenwashing.” In February 2024, New

York sued the Brazilian meat processing giant JBS

for misleading the public about its environmental
1mpact and ability to reach net zero emissions by

2040.°° In September 2024, Australia fined Vanguard
$12.9 million for misleading claims about an ESG
investment product.®® In March 2024, a South Korean
NGO filed complaints against industrial giants SK

Group and POSCO Group for allegedly double counting
emissions reductions from renewable energy.”?> In August
2024, South Africa’s advertising regulator ruled that
TotalEnergies advertisements promoting its commitment
to “sustainable development” were greenwashing.”s
Investors also see greenwashing as an increasing risk,
with 85 percent calling it a growing problem in a 2024
survey of global investment decision-makers.**

New greenwashing laws aim to improve the reliability of
companies’ sustainability claims. A 2020 EU Commission
report found that 53 percent of environmental claims on
EU packaging were vague, misleading, or unfounded.®
After publication, the EU set about developing a law to
prevent misleading packaging claims.
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This work culminated in March when the EU passed the
‘Empowering Consumers Directive’ (ECD), banning claims
such as “biodegradable” and “climate neutral.”?® The EU’s
proposed ‘Green Claims Directive’ would complement the
ECD by setting more specific standards to substantiate
green and sustainability claims.”” Additionally, Canada
strengthened i1ts consumer rules 1n June 2024 to require
testing to verify claims about a product’s environmental
or social benefits.”® Regulators are also moving to prevent
investment greenwashing, including guidance from an
EU financial regulator on what funds can call themselves
sustainable and a UK rule that combats greenwashing in
finance by ensuring communications with clients is clear
and factual.®® 100

Consumers want sustainable products, but are
sometimes skeptical of green claims

New laws to combat greenwashing aim to build consumer
trust in sustainable claims at a time when many value
green products but are sometimes skeptical of corporate
sustainability efforts. A survey from October 2023
covering 17 international markets indicated that 33
percent of surveyed consumers do not trust sustainability
logos.'* Another survey found that close to a third

of consumers in 13 countries believed organizations

were greenwashing their sustainability efforts, with

that number rising to 52 percent in 2024.192 Skepticism
varies by geography, with a 2024 survey finding that

EU consumers are up to 25 percent more doubtful of a
brand’s sustainability claims than non-EU consumers.%

Despite skepticism, consumers consistently value
green products. For example, a September 2024 survey
showed that 70 percent of online shoppers in the Asia-

TREND 3 INTEGRATING ESG

Pacific region consider sustainability a top priority.'%
Another 2024 survey of consumers in the U.S. and major
economies in Asia and Europe found that about 60
percent are more concerned about climate change in
2024 than two years ago, and that 76 percent say living
sustainably is important to them.!®> Investors face similar
pressure to deliver sustainable solutions. A 2024 survey
of nearly 5,000 retail investors revealed that 87 percent
support investment firms encouraging companies to
address climate change and advocating for government
action.'0¢

‘] Back to contents 25




The corporate response

Amid growing scrutiny, some
companies are pulling back on
ESG. Despite such adjustments,
sustatnability remains a key driver
of business performance, with
many companites continuing to
invest in sustainability technology
and valuing ESG performance in
mergers and acquisitions.
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Companies will continue to speak less
explicitly on ESG

Political pressure, stricter rules about sustainability
claims, and skeptical consumers are pressuring
companies to be more precise in their ESG
communications. In response, many businesses are
adjusting their messaging to clarify strategies and
outline sustainability progress. A 2024 report found that
incidents of misleading environmental claims decreased
by 12 percent from 2023 to 2024, although the number
of high-risk cases (defined by the consequences, extent

of the impact, and the intent behind the claim, such as
accidental or not) increased by 30 percent.'”” However,
this communication shift has also led to “greenhushing,”
where companies intentionally share less about their
sustainability efforts. Another 2024 report found that 58
percent of UK and U.S. companies were under-promoting
and under-disclosing ESG progress.'® Companies -
particularly in the U.S. - are also talking about ESG less.!®
Data shows that fewer S&P 500 companies mentioned
“ESG” on earnings calls in the fourth quarter of 2023 (see
Figure 3) than any time since 2019.11

Figure 3: ESG mentions on earnings calls at S&P 500 companies reached a five-year low

at the end of 2023
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Greater scrutiny has pushed some companies to

reframe their ESG strategies and targets, which often
means tightening them. In April and December 2024,
respectively, Unilever and Coca-Cola scaled back
packaging goals and other ESG targets, while in March
2024, Shell dropped its 2035 carbon intensity goal and
changed its 2030 target from a 20 percent reduction

in carbon intensity to a 15-20 percent reduction.! 12 113
Perceptions vary about what such changes signify. Some
have seen goal restatements as a sign that companies are
putting short-term gains over long-term value, while
others have noted that many leaders have not limited
their sustainable aspirations and that their revised goals
are still more ambitious than similar peer goals and
represent a shift in focus to what really matters rather
than doing everything at once.

Companies review targets and focus on
operationalizing sustainability

Despite ups and downs, companies continue to value
sustainability and the benefits it brings, whether it be
growth opportunities, cost reductions, or better access

to capital. A 2024 study from the European Central

Bank found that the average interest rate for the top
quarter of polluting companies was 0.14 percent greater
than for those in the bottom quarter.'** They found an
even larger gap in interest rates of 0.2 percent between
companies with and without emissions reduction goals.
Sustainability also helps drive profitability. A 2024 survey
of 5,000 top executives across 22 industries and countries
revealed that companies that embedded sustainability
into their operations saw 16 percent higher revenue
growth and were 52 percent more likely to exceed their
peers’ profitability.'™®

///,
| —— SUSTAINABILITY

\\\\\> NSTITUTE Annual Trends Report 2025

Given sustainability’s importance to the bottom line,
many companies have increased or plan to increase
sustainability spending. A January 2024 survey of
companies across 15 countries found that 52 percent
planned to increase sustainability spending last year,
up from 33 percent in 2023.1%¢ Another 2024 survey of
200 U.S. executives showed that 83 percent planned to
boost their sustainability budgets over the next two
years.'” Lastly, in a September 2024 survey, 54 percent
of CEOs indicated that sustainability is a higher priority
now than a year ago, while only 23 percent said 1t is less
important.t®

Successful mergers and acquisitions
increasingly depend on ESG performance

Another indication of companies’ growing appreciation
of sustainability risks and opportunities is the
increasing importance of ESG factors in mergers and
acquisitions (M&A). A 2024 survey found that 72 percent
of organizations chose not to go ahead with a purchase
because of ESG issues, up from 49 percent in 2022. The
survey also showed that dealmakers’ understanding of
ESG 1s improving, with 57 percent saying they use clear
metrics to measure 1t, compared to 39 percent in 2022.1*°
There are other indicators of ESG’s growing importance
to M&A. A 2024 report noted that ESG-driven deals are
likely to increasingly drive the M&A market, putting a
premium on ESG data. The report also featured a quote
from a senior U.S. executive who warned that buyers
may cancel M&A deals if “critical ESG information is not
provided or unavailable.”’?° Many companies are willing
to pay more for a business with better ESG performance.
Globally, 43 percent of dealmakers said they would pay

TREND 3 INTEGRATING ESG

a 1-5 percent premium for companies with high ESG
maturity, while 12 percent would pay an extra 6-10
percent, according to a 2024 survey. In the Americas, 19
percent of respondents said they would pay a 6-10 percent
premium, the highest of any region.™!
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Action recommendations

Companies keen to respond to
the ESG trends outlined above
should consider the following

actions:
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Game out the impact of taking a stance on ESG issues:
Ask: If we commit to X and tell the world, what
response do we imagine? How will we manage the
consequences?

Focus on accuracy. Conduct assessments (such as
materiality and lifecycle) to better understand the
impacts of products and sustainability issues on your
business and then clearly communicate the results of
these assessments with your stakeholders.

When making investments in technology to collect,
measure, and report on sustainability, prioritize
systems that align with well-recognized standards and
applicable regulations (such as CSRD and ISSB), which
can be integrated with existing software systems, and
that can be scaled across the organization or business
expansions. Scalability and ease of use is critical when
companies make acquisitions or expand.

For clean technology investments, leverage data
systems to identify investments that are cost-
effective and improve the company’s sustainability
performance. Methodologies and analytical tools such
as scenario analyses and using marginal abatement
curves can help identify the most impactful projects.

TREND 3 INTEGRATING ESG

“Companies must create conditions
for ESG accountability inside

their organizations if they want to
achieve their goals and derive value
from them. Doing so will require
translating accountability from the
corporate level to the operational
level to ensure execution occurs and
progress 1s made.”

Mathias Lelievre | Regional CEO (EMEA), ERM

> Back to contents

28




29

“’/[\ Back to contents

SAFEGUARDING NATURAL SYSTEMS

TREND 4

Ing

Annual Trends Report 2025

INSTITUTE

ERM
SUSTAINABILITY

Safeguard

TREND 4

,///,‘
\

\
|

5



Key accelerators

Global deforestation and
biodiversity loss are accelerating
and exceeding sustainable
targets, while wildlife populations
continue to decline. Despite efforts
like the European Union’s (EU)
deforestation regulation and the
progress made at COP16 to address
the nature crisis, regulatory
pushback, funding gaps, and the
mounting impacts of climate
change are hindering progress.
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Global deforestation continues, while wildlife
populations struggle

Nature and biodiversity loss continues to accelerate
globally. In 2023, 6.37 million hectares of forest were
lost around the world, blowing past the 4.4-million-
hectare limit needed to eliminate deforestation by 2030
and the equivalent of releasing 3.8 billion metric tons
of carbon dioxide into the atmosphere.’?> The Amazon
1s experiencing unprecedented forest destruction and
biodiversity loss. A surge in forest fires in the basin,
combined with drought and intense heat, reached

a record level in July 2024, threatening to push the
rainforest ecosystem to the point of collapse, which
could come as soon as 2050 if disturbances continue to
compound.!?s 124

The world’s biodiversity is also not faring well. One
notable 2024 study found that between 1970 and 2020, the
average size of monitored wildlife populations declined
by 73 percent, with freshwater population declines (85
percent) most pronounced.™®

Emerging nature-related policies and
regulations face uncertainty

In response to fast-moving changes, countries are turning
their attention to policies and regulations to stem
declines, with the EU the most prominent. As nature-
related policies and regulations gain traction globally,
they have been met with both support and opposition.
Proponents argue the measures are essential to halting
and reversing nature and biodiversity losses, combating
climate change, and ensuring economic development,
while critics argue that the measures may impose

TREND 4 SAFEGUARDING NATURAL SYSTEMS

economic burdens, restrict land use, and lead to conflicts
with local industries.

For instance, the EU’s Nature Restoration Law and
European Union Regulation on Deforestation-free
Products (EUDR) have been praised for their ambitious
goals but also criticized for their potential business
impacts.’?>?” The EUDR, which prohibits the sale of goods
within the EU that are produced using commodities

from deforested land across seven sectors, including
cocoa, palm oil, rubber, and wood, has faced criticism
from government officials and business groups around
the world.?”® They argue that the EUDR’s compliance
timeline is too short and will require significant resources
to prove that each step of a company’s supply chain is
free of ingredients linked to deforestation. This pushback
led the EU to delay the law until the end of 2025 to give
companies and governments more time to prepare.?

Progress at COP16, but setbacks slow
momentum

At the 16th UN Biodiversity Conference (COP16) in

Cali, Columbia, delegates expressed cautious optimism
as they celebrated key achievements such as the
creation of a permanent space and work program for
Indigenous Peoples and local communities under Article
8(j) of the Convention on Biological Diversity and the
establishment of the Cali Fund.®® Companies that benefit
from digital sequence information on genetic resources
will contribute a percentage of their profits to the Cali
Fund, which will support Indigenous Peoples and local
communities in biodiversity-rich countries.
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Delegates also acknowledged the significant challenges
that await efforts to meet ambitious biodiversity targets.
Prior to COP16, over 130 companies signed a statement
urging governments to embrace more ambitious policies
to halt and reverse nature loss by 2030.13! This company
statement was partly driven by the $942 billion gap
between current biodiversity finance and future funding
for preservation initiatives such as addressing habitat
loss and species extinction (see figure 4).1%> Despite
urging, negotiations at COP16 ended with no consensus
reached among parties to mobilize $200 billion annually
in conservation funding by 2030.'%°

COP16 was not the only major nature-related event of
2024. The Global Nature Positive Summit 2024 in Sydney
brought together over 1,000 global leaders to discuss
nature positive action.’®* Summit outcomes included

the launch of Australia’s “Nature Positive Matters,”
establishing a network of leaders from the private sector
who will work with the Australian government on a
program of work that strengthens nature-related action

including reporting and investment as well as embedding

nature into decision making.'s®

Nature-related disclosure and action demands
come into focus for corporates

Nature-related disclosure continued to be front in center
in 2024. In July, the Global Reporting Initiative (GRI) and
the Taskforce on Nature-related Financial Disclosures
(TNFD) announced a joint interoperability mapping
resource for nature-related disclosure.*®* Companies can
use the resource to simultaneously report on nature-
related risks and impacts under the Global Reporting
Initiative and TNFD and avoid double reporting.
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Figure 4: Current annual biodiversity finance flows vs biodiversity conservation
funding needs by 2030

$ billion (real 2023)
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Over $1.15 trillion per year is needed by 2030 to restore and maintain biodiversity, with a current finance gap of $942 billion.

Source: Biodiversity Finance Factbook
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The European Financial Reporting Advisory Group
(EFRAG) and TNFD also published a joint mapping
resource, providing companies with standardized
guidance on identifying, measuring, and reporting

thelr impact on biodiversity and their reliance on
nature.’ Furthermore, the TNFD launched its first set of
Additional Sector Guidance for eight economic sectors,
along with guidance for financial institutions.'*® Both
guidelines are designed to help businesses and financial
institutions identify and manage nature-related risks.

Alongside disclosure, nature transition plans are also
gaining momentum. For companies to meet their nature-
related targets, they will need to make substantial
changes to their business practices and develop extensive
long-term management plans. That 1s where nature
transition plans come in. These strategies provide a
coherent structure for organizations to adjust their
business models and value chains and manage nature-
related dependencies, impacts, risks, and opportunities.
To support companies and financial institutions in
developing and disclosing a transition plan, the TNFD
published a November 2024 discussion paper that
outlines draft guidance for how companies should pursue
transition planning and disclose a transition report.t*°
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The corporate response

Corporations are beginning to meet
the call for greater transparency

by increasing nature-related
disclosures. Still, many have not
implemented substantial strategies
to protect and restore nature, with
limited numbers taking concrete
steps to actualize these strategies.
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Companies expand nature-related disclosures,
but concrete action must improve

As pressure from governments and stakeholders grows,
companies are expanding their nature-related disclosures.
In the year after the Global Biodiversity Framework (GBF)
was adopted in December 2022, companies disclosing
biodiversity information to CDP grew by 43 percent,
while those disclosing water and forest information grew
by 23 percent and 10 percent, respectively.'** Companies
are also including nature-related disclosures in their
sustainability reports. A 2024 World Business Council

for Sustainable Development study found that of 181
multinationals, the percentage referencing the TNFD in
their public reports more than doubled, rising from 22
percent 1n 2023 to 52 percent 1in 2024.'*%

Despite an upward disclosure trend, corporate action

has room to grow. At COP16, Nature Action 100, a

global investor-led initiative to address nature and
biodiversity loss, announced the results of its first
benchmark assessment of corporate nature progress.#?
Of the 100 companies assessed, most are still in the early
stages of addressing their nature-related impacts and
dependencies. While most companies (68 percent) disclose
ambition statements to protect nature, fewer (1 percent)
have taken concrete steps to support those ambitions,
such as conducting a double materiality assessment.
Corporate action 1s also lacking when it comes to
recognizing and protecting the rights of Indigenous
Peoples and local communities who play crucial roles in
biodiversity conservation, restoration, and stewardship.
Less than one-third of companies assessed met at least
one of the five benchmark metrics for respecting and
upholding the rights of these groups.
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Corporate no-deforestation policies and efforts
have room to expand

The EUDR is driving significant corporate action to
address deforestation, yet it faced criticism for perceived
shortcomings and implementation challenges and was
ultimately postponed by a year. Although the law was
postponed, the urgency behind it remains, as many
companies still need comprehensive policies to address
deforestation. A Ceres benchmark of the deforestation
policies of 53 global companies with exposure to
deforestation-linked commodities found that while most
had a no-deforestation policy, only 18 had a company-
wide, no-deforestation policy that covers all the
commodities subject to the EUDR.*3

Many financial institutions also can improve. A February
2024 report revealed that of the global financial
institutions with the highest portfolio exposure to
deforestation, the majority (55 percent) do not have a
deforestation policy. Because of this, investors are now
pressuring financial institutions to enhance transparency
and accountability regarding their deforestation
exposures and intensifying calls for regulatory
intervention.*

Even with room to improve, companies are increasingly
implementing deforestation strategies. For instance, JDE
Peet’s committed to a deforestation-free supply chain
for coffee, tea, and other commodities by 2025.1* General
Mills committed to no deforestation across its palm,
cocoa, and fiber packaging supply chains by 2025 and
released responsible sourcing principles for these same
commodities.!#®
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Community engagement increasingly
embedded in corporate nature strategies

Protecting natural systems will require more than
regulations and policy changes; it also demands active
and meaningful engagement with Indigenous Peoples
(IPs), local communities (LL.Cs), and other stakeholders.
Corporate engagement with these groups is typically not
well defined in standard business procedures, nature-
related or otherwise. Recognizing the situation, the
TNFD released guidance in September 2024 for effective
company and financial institution engagement with
IPs, LCs, and other affected stakeholders to help assess,
manage, and disclose nature-related impacts, risks, and
opportunities.'*

Some companies are already ahead of the curve regarding
IPs and LCs engagement. For example, TC Energy created
a Reconciliation Action Plan which focuses on fostering
meaningful, long-term relationships with Indigenous
groups.'*® Thelr approach includes cultural awareness
training for employees and initiatives that offer
educational opportunities, employment, and business
partnerships for Indigenous communities. Similarly,
Longreach Maris, an asset management firm, launched
an 1nitiative under its Innovative Reconciliation Action
Plan to support Indigenous fishers in Australia.* The
program provides access to wild-caught fishing rights
and quotas for species like mud crab and abalone,
supporting economic independence and sustainability
for First Nations communities while respecting cultural
practices and traditional knowledge in the fishing
industry.t>°
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Action recommendations

Companies keen to respond
to the nature and biodiversity
trends outlined above should

consider the following actions:
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— Disclose biodiversity, water, and forest information in

your organization’s public reports, using the Task force
on Nature-related Financial Disclosures (TNFD) as a
guide.

Enhance transparency on your organization’s
exposure to deforestation-related risks and be more
proactive in combatting these risks. This could include
regular reporting, adopting stringent deforestation
screening practices, and supporting and partnering
with businesses that prioritize practices that limit
deforestation.

Establish strong relationships with Indigenous Peoples
and local communities through formally recognized
and legally binding arrangements. These agreements
should honor traditional knowledge, ensure the
equitable sharing of conservation benefits, and commit
to respecting and upholding the rights of these groups
who play critical roles in biodiversity conservation

TREND 4 SAFEGUARDING NATURAL SYSTEMS

“Companies are increasingly realizing that
they need to engage affected stakeholders to
better understand their nature-related impacts
and dependencies, discover opportunities,

and mitigate risks - particularly within the
value chains of certain commodities. Engaging
stakeholders beyond traditional parties like
customers and regulators requires - as a
starting point - commodity-aligned affected
stakeholder mapping. Ultimately, this will
strengthen corporate alignment with TNFD’s
LEAP recommendations, help companies assess
and manage risk, and build trust with local
communities.”

Erika Washburn | Principal Technical Consultant, ERM

“Once companies have completed the first steps
in determining their nature-related impacts
and dependencies in the disclosure context,
their attention will likely turn to target setting
and mitigation plans. Companies should aim to
interpret nature-related risk and opportunity
in the broader operational context of their
business to ensure that goals and targets result
in meaningful progress without introducing
additional business risk.”

Carly Sibilia | Principal Technical Consultant, ERM
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Key accelerators

Global momentum for mandatory
sustainability reporting surged

in 2024, with International
Sustainability Standards Board
(ISSB) adoption spreading widely
and sector-specific regulations
emerging in key industries.
Enhanced collaboration among
disclosure standard setters to
simplify reporting requirements
1S further reinforcing momentum,
while the development of digital
taxonomies underscores the need
for companies to collect, measure,
and report on high-quality data.
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Mandatory sustainability disclosure
requirements advance worldwide

Twenty-twenty-four strengthened the foundation

for mandatory sustainability disclosure to become a
worldwide reality. The European Union (EU)’s Corporate
Sustainability Reporting Directive (CSRD), California’s
climate disclosure rules (which have been delayed by

a year), and similar regulations have received much
attention.” However, growth in mandatory reporting
requirements extends far beyond North America and
Europe. The ISSB published two standards in 2023 that
are now used by many countries globally: S1 (general
sustainability-related disclosure) and S2 (climate-specific
disclosure). About 57 percent of global GDP is now
covered by countries working to adopt the standards.'*?
Nigeria became the first African country to adopt the
ISSB standards in March 2024.1% The same month,
Japan released an ISSB-aligned disclosure standard.**
After China’s major stock exchanges published their
own sustainability requirements in February without
mentioning ISSB, the country’s Ministry of Finance
released a draft, voluntary framework aligned with ISSB
1In May that aims to underpin a mandatory disclosure
framework by 2030.15% 1%

In the U.S., the Securities and Exchange Commission
climate-related disclosure rule will almost certainly be
shelved under the new U.S. administration.”” Further
change may emanate from the EU, where countries
including France and Germany have expressed
reservations about the CSRD’s scope amid fears that it
could stifle economic growth. These reservations have
driven the development of the EU Omnibus to streamline
EU sustainability regulations (see Integrating ESG).

TREND 5 STREAMLINING SUSTAINABILITY DISCLOSURE

Many reporting regulations take a climate-first approach.
For example, the South Korean Financial Services
Commuission announced in April 2024 that 1t would
introduce mandatory climate-related disclosure, while
non-climate related disclosures will be voluntary.'*8
Similarly, India’s central bank will require lenders to
disclose climate-related financial risks by April 2025.1°

Convergence of frameworks simplifies
corporate disclosure

To make reporting easier for companies, standard setters
and regulators worked to simplify reporting in 2024.

For example, the International Financial Reporting
Standards (IFRS), which oversees ISSB, and the Global
Reporting Initiative (GRI) have been working together

to identify disclosures relevant to both standards.'*® CDP
has also helped companies meet sustainability disclosure
obligations by aligning CDP’s reporting tools with the
IFRS and GRI as well as with the Task Force on Nature-
Related Financial Disclosures (TNFD) and the European
Sustainability Reporting Standards (ESRS) under CSRD.!®!
Mapping between CDP’s questionnaire and the ESRS E1
climate standard is also expected 1n early 2025.1%? Lastly,
in September 2024, the IFRS published guidance to help
companies voluntarily apply the ISSB standards, while
GRI launched a service in July 2024 to help companies
report under CSRD.163 164

Disclosure requirements are increasingly
sector and topic-specific

In 2024, regulators published various guidelines to
address sustainability reporting gaps in important sectors
and topic areas. Although the EU postponed sector-
specific CSRD standards to June 2026, other countries
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Figure 5: Timeline of key sustainability regulations and standards in the coming years

@® 1SSB
ISSB established

® CSRD/ESRS

Proposal by EU
Commission

2021

"Pending

Publication of CSRD

® sEC

SEC updates proposed rules;
finalization of rules delayed to
2024

@® 1SSB
ISSB issues IFRS S1 / S2 for
implementation

® CSRD/ESRS

Adoption of first set of standards
by EU Commission; CSRD enters
into force

CA SBs
Measures signed into law

CA SBs
CARB must develop and pass
regulation for disclosure

AB 1305: Disclosure requirements
on information about marketing/
sale or purchase/use of carbon
offsets begin

@ I1SSB

Ongoing consultation for
additional standards to be
developed over time.

@ CSRD/ESRS

Undertakings already in scope

for the Non-financial Reporting
Directive (NFRD) report in 2025 on
2024 data

® CA SBs

SB 253: Disclose prior FY Scope
3 GHG emissions (annually
thereafter)

® sEC”

LAF: Disclose FY2026 Items
1502(d)(2), 1052(e)(2), 1504(c)
(2); Item 1505 Scopes 1 and 2
emissions; XBRL tagging

Accelerated filers (AF):
FY2026 S-K, S-X; XBRL tagging

® CSRD/ESRS

Listed small and medium
enterprises (SMEs) report on 2026
data

@ sEC”
AF: Disclose FY2028 Item 1505
Scopes 1 and 2 emissions

SRC: Disclose FY2028 Items
1502(d)(2), 1052(e)(2), 1504(c)
(2); Ttem 1505 Scopes 1 and 2
emissions

® CSRD/ESRS

In-scope third-country
undertakings report on 2028
data

2022

® CSRD/ESRS
Adoption of CSRD Proposal by
EU Parliament and Council

@® 1SSB
IFRS S1 / S2 drafts released for
public opinion

®sEcC
SEC released proposed rules
for comment

2025

@ CSRD/ESRS

Deadline for Member States to
transpose the CSRD into national
law

@ 1SSB
Standards effective for reporting
periods on or after January 1, 2024

® sEC*
SEC finalizes and implements rule;
Rule stayed indefinitely

Past and upcoming sustainability regulations
and standards.

Source: ERM
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2026

® CSRD/ESRS
Large undertakings not in scope
for the NFRD report on 2025 data

Expected adoption of limited
assurance standards by
Commission

@ sec’

Large, accelerated filers (LAF):
Fiscal Year (FY) 2025 climate-
related risk disclosures (S-K, S-X)

CA SBs
SB 253: Disclose prior FY Scope
1 and 2 GHG emissions with
3rd party assurance (annually
thereafter)

SB 261: Disclose climate-related
financial risk report (biennially
thereafter)
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® CSRD/ESRS

Expected adoption of reasonable
assurance standards by the
Commission

@ sec”

AF: Disclose FY2027 Items 1502(d)
(2), 1052(e)(2), 1504(c)(2); Item 1505
Scopes 1 and 2 emissions

Smaller reporting companies
(SRC): FY2027 S-K, S-X; XBRL
tagging

STREAMLINING SUSTAINABILITY DISCLOSURE

@ sec’

LAF: Limited
assurance
required for
FY2029 disclosures
(Reasonable
assurance for
FY2033)

CA SBs
SB 253: 3rd
party assurance
level increased
for Scope 1 and
2 emissions
(from limited to
reasonable);
3rd party
assurance
required for
prior FY Scope 3
emissions

continue to issue sector-specific guidance.'® For example,
Malaysia’s securities regulator published sustainability
reporting guidance in 2024 for small and medium-sized
businesses in five key sectors.’*® Efforts will continue in
2025 to develop new sector- and topic-specific standards.
GRI, which published mining sector standards in
February 2024, will publish financial services, textiles,
and apparel sector sector disclosures in 2025.% Over

the next two years, IFRS will also develop biodiversity/
ecosystems- and human capital-related standards and
update the Sustainability Accounting Standards Board
(SASB) standards.e®

Regulations drive need for more and higher-
quality data

Regulatory requirements are driving demand for both
more and more reliable data, putting pressure on
companies to improve their reporting systems. IFRS
introduced a taxonomy in April 2024 to digitally tag
sustainability-related financial disclosures.’® In August
2024, the European Financial Reporting Advisory Group
released a digital taxonomy for CSRD, while the European
Securities and Market Authority is translating the
taxonomy into law."”° Furthermore, GRI is developing a
digital sustainability reporting taxonomy.”! Assurance
standards are also emerging, further raising the need for
high quality data. In November 2024, the International
Auditing and Assurance Standards Board (IAASB)
published a new standard for sustainability assurance.'’?
At the country level, the Australian Auditing and
Assurance Board i1s developing assurance standards
based on the IAASB guidelines for Australia’s mandatory
climate reporting regulation.s
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The corporate response

Companies are working to improve
sustainability data management.
Many are investing in advanced
technologies to improve reporting
quality. Investors are also driving
demand for better disclosures as
well as watching how companies
align with global sustainability
goals and prepare for stricter audit
requirements.
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Companies increasingly invest in software to
enhance data quality and collection

Companies are working to cope with growing
sustainability disclosure data demands. Nearly half
of companies still use spreadsheets to manage their
environmental, social, and governance (ESG) data —
potentially introducing risks of human error.'”

In a 2024 survey, 55 percent of companies that will report
in line with CSRD say they expect to face data quality
and consistency challenges. Data challenges extend
beyond CSRD.” A February 2024 Salesforce survey of
business professionals across a broad range of sectors and
geographies found that only 27 percent reported having
access to high-quality sustainability data.'’®

To overcome data-related hurdles, companies are
investing more in data systems and other technologies.
In the same Salesforce survey, 65 percent of respondents
said they plan to increase funding for sustainability
data collection and management in the next two years.
A November 2024 IBM survey of global business leaders
revealed that 88 percent of companies are planning to
invest more in sustainability information technology.'””

A range of technology providers have begun offering
solutions to help companies meet sustainability reporting
obligations. In August 2024, Microsoft launched a new
ESG reporting product aimed at helping companies report
on standards and regulations.'”® Sitmilarly, IBM improved
its ESG data platform by adding features such as ESRS-
aligned questions that companies can respond to in order
to help comply with CSRD reporting requirements.'”®

TREND 5 STREAMLINING SUSTAINABILITY DISCLOSURE

Investors seek stronger, more comparable,
sustainability disclosures

Better sustainability data and disclosures help
shareholders make more informed decisions about
theilr investments while ensuring they meet their own
sustainability disclosure obligations. A 2024 Workiva
survey found that 89 percent of investors believe that
sustainability reporting will help them make more
informed investment decisions.!®°

Accordingly, investors actively sought improved
sustainability disclosures throughout 2024. For example,
after Shell rolled back several of its climate targets, the
asset manager of Norway’s $1.7 trillion sovereign wealth
fund asked the oil and gas major to clarify the alignment
of its climate strategy with the Paris Agreement.!% 182
Furthermore, the head of global stewardship at BNP
Paribas announced in June 2024 that the investor is
considering voting against companies that do not
conduct adequate double materiality assessments under
the CSRD.'"®® The New York City Comptroller reached
agreements in 2024 with JPMorgan Chase, Citi, and
Royal Bank of Canada to report on their financing ratio of
low-carbon energy to fossil fuels and pressured Bank of
America, Goldman Sachs, and Morgan Stanley to provide
similar disclosures by filing shareholder resolutions at
their annual general meetings.!®*
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Investors also helped improve disclosure guidance. In
October 2024, The Impact Disclosure Taskforce, which
includes some of the world’s largest investors, released
disclosure guidance to help companies better report their
contributions towards the UN Sustainable Development
Goals (SDGs), with the aim to increase financing to

firms with strong disclosures.'® Additionally, investors
have been asking governments to improve disclosure
mandates. Before Climate Week NYC 2024, over 650
investors with more than $33 trillion in assets under
management (AUM) called on governments globally to
mandate climate transition plans, among other policies,
to mitigate climate change.’®® In October 2024, investors
representing over $3.5 trillion in AUM signed on to a
letter from the Asia Investor Group on Climate Change
calling on South Korea’s Financial Services Commaission
to adopt mandatory sustainability and climate disclosure
by 2026.187

Despite progress, companies need to be better
prepared for rigorous sustainability audits

Many companies are not equipped to respond to the
assurance requirements included in many sustainability
disclosure regulations. Only 29 percent self-report they
have the policies, skills, and systems in place to provide
adequate sustainability assurance, according to a 2024
survey.'® Despite this finding, it is still an improvement
compared to 2023 when only 25 percent of companies
sald they were prepared. Some larger companies are
making more progress on assurance. A 2024 survey of 181
multinationals found that most sustainability reports (85-
95 percent) produced between 2021 and 2024 had some
level of external assurance.'®
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Overall, there has been only a modest move from limited
assurance to more rigorous reasonable assurance,

where the auditor atffirms information is correct by
conducting additional testing and verification. The

2024 multinationals survey also found that 16 percent

of companies used combined limited and reasonable
assurance in 2024, up from 12 percent in 2021. Companies
are also expanding the amount of data they assure.

A review of 250 sustainability reports from S&P 500
companies conducted in 2024 found that assured social
data rose from 22 percent in 2023 to 32 percent in 2024.1°°

TREND 5 STREAMLINING SUSTAINABILITY DISCLOSURE
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Action recommendations

Companies keen to respond to
the sustainability disclosure
trends outlined above should

consider the following actions:
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- Transition your organization’s sustainability data

management from manual tools like spreadsheets to
dedicated ESG data platforms to enhance the accuracy
and efficiency of your sustainability disclosure
processes and ensure regulatory compliance.

Increasingly expand the quality (moving from limited
to reasonable) and the quantity of your organization’s
assured sustainability data. Establish policies

and procedures clearly stating how sustainability
information is collected, measured, and utilized

and the relevant responsibilities of team members.
Companies should have documentation to certify
processes and policies are followed and ensure their
data systems align with their procedures, as this will
make 1t easier to create a transparent audit trail that
verifies the company’s progress.

Benchmark your organization’s sustainability
disclosures against industry leaders and implement
best practices such as clearly laying out goals and
aligning sustainability and financial reporting

to improve disclosure quality and ensure these
disclosures align with leading assurance standards.

Actively engage with investors, regulators, and
other stakeholders to understand their sustainability
disclosure priorities and adapt your organization’s
disclosures to ensure they align with these priorities.

TREND 5 STREAMLINING SUSTAINABILITY DISCLOSURE

“As soon as a company 1nvolves
auditors in 1ts sustainability disclosure
process, it triggers a different level of
interest from the financial side of the
organization. Increasing interest helps
put what is material for the business
and for sustainability on the same axis,
enabling more aligned decision making
internally.”

Victoria Cross | Consulting Partner, ERM

“There 1s an ongoing shift in
sustainability disclosure operating

models. Disclosure activities used to

be primarily driven by sustainability
teams. Now, with regulations like the
CSRD raising the bar on reliability and
usefulness, companies are repurposing
their financial reporting infrastructure
for sustainability, expanding the
resources and agency available for
disclosure activities.”

Johann Weicht | Consulting Partner, ERM
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Key accelerators

Global trade reached new heights
in 2024, but rising trade tensions
create uncertainty regarding the
path forward. At the same time,
critical mineral competition among
countries 1s rising, and many
countries are taking regulatory
and other action designed to
decarbonize supply chains In the
background, extreme weather
events and labor disputes continue
to disrupt global supply chains.
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Countries prepare for the likelihood of
protracted trade disputes

Global trade is expected to reach a record high of

$33 trillion in 2024.°* However, tensions have shaken
confidence in international trade. Former U.S. President
Joe Biden continued to impose tariffs on China
throughout 2024, including by enacting higher tariffs on
Chinese solar inputs and electric vehicles in December.'®?
The Trump Administration is expected to ramp up tariffs
as well, having promised to enact a 25 percent tariff on
goods from Mexico and Canada and an additional 10
percent tariff on goods from China.”* China is expected
to respond by imposing tariffs or export restrictions

of their own.” For example, in January 2025, China
proposed banning the export of battery cathode and
lithium processing technologies.’*> Other countries are
also increasing trade barriers. For example, Indonesia
announced tariffs of up to 200 percent on a wide range
of Chinese goods in July 2024,"°% while India announced
tariffs of 12-30 percent on some Vietnamese and Chinese
steel products in September 2024.1%7

TREND 6 BUILDING SUSTAINABLE AND RESILIENT SUPPLY CHAINS
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Increasing tensions trigger a reshuffle of
global supply chains

Trade tensions are reorienting global supply chains
(see Figure 6). Many developed countries want

to bring manufacturing closer to home to bolster
economic opportunities and national security, creating
opportunities for nearby emerging economies. Mexico,
for instance, wants to be a major player in U.S. supply
chains.'®® This 1s happening, with the U.S. buying more
from Mexico than from China in 2023, the first time in
twenty years.'®”

Reshoring may be good for companies’ sustainability
performance. New business relationships offer the
chance for companies to reset. New suppliers may be
based in countries with stronger human rights and
environmental performance and be easier to monitor.
Better sustainability performance could help companies
meet supply chain due diligence expectations.

Along with reshoring and nearshoring, countries are
looking for new supply partners. For example, Russia has
responded to sanctions from the U.S., European Union
(EU), and others over its invasion of Ukraine by shifting
much of its trade with advanced economies to China and
emerging economies.?°

Trade between China and Latin America grew from

$18 billion in 2002 to $450 billion in 2022.2°* To further
accelerate this growth, in November 2024, Chinese
President Xi Jinping opened a new $1.3 billion deep-
water port in Peru that China hopes will lead to further
Latin American trade growth.?®?

Figure 6: International trade shifted in 2024 as trade tensions increased

Global interdependence trends are shaped by geopolitical and economic factors

Increasing trade dependence

Annual change

Decreasing trade dependence

Dependent

Depending on

Annual change

Dependent Depending on
Russian Federation  China 3.7%
Brazil China 2.1%
Russian Federation  India 1.8%
Malaysia United States 1.7%
Viet Nam United States 1.4%
Republic of Korea United States 1.2%
Japan United States 1.0%
United States Mexico 0.4%
European Union United States 0.3%
United Kingdom United States 0.2%

Russian Federation  European Union -5.1%
Australia Japan -2.4%
Philippines China -2.4%
Thailand Japan -1.3%
Republic of Korea China -1.1%
Brazil European Union -0.6%
United Kingdom China -0.6%
Viet Nam China -0.6%
China European Union -0.5%
United States China -0.4%

Source: UNCTAD estimates based on national statistics.

Note: The dependence of an economy on another is calculated as the ratio of their bilateral trade over the total trade of the dependent economy.
Annual change is calculated as a four-quarter average of this ratio relative to the same period in the previous year. Data for Russian Federation

includes estimates.

Shifts in trade dependencies between countries from Q3 of 2023 — Q3 of 2024

Source: UN Trade & Development
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Countries look to secure access to critical
minerals

As the energy transition accelerates, countries are looking
to secure the critical minerals they need to decarbonize.
The International Energy Agency predicts that under
governments’ stated energy and climate policies, demand
for critical minerals will double between 2023 and 2030.2%
Chinese companies dominate the market for many
critical minerals, making it hard for companies elsewhere
to compete.?** In response, governments are expanding
efforts to bolster their critical minerals capacities. The
EU’s Critical Raw Materials Act — which entered into
force in May 2024 - sets goals for extracting, processing,
and recycling important raw materials, including critical
minerals. Meanwhile, other governments have focused on
providing funding to boost critical minerals projects.

The U.S. allocated $412 million in loans and investments
toward critical mineral mining and processing projects in
emerging economies in 2024 and has committed to using
the Defense Product Act to support Canadian critical
mineral projects.?? In October 2024, the UK announced
that critical mineral importers can now receive funding
from the country’s export credit agency.

Governments are also collaborating to secure their supply
chains.??® Fourteen countries and the EU formed the
Minerals Security Partnership to promote responsible
supply chains.??” Outside of securing supplies for domestic
use, Gulf states are investing in critical minerals mining
to take advantage of surging demand and to diversify
their economies away from oil and gas.?%®
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Expanded carbon pricing accelerates supply
chain decarbonization

Supply chains are also being reshaped by government
efforts to cut emissions. The EU has led by extending its
cap-and-trade system 1n January 2024 to ships entering
EU ports, mandating the use of sustainable aviation fuel
(SAF) for a portion of airplane fuel starting in 2025, and
adopting the Carbon Border Adjustment Mechanism
(CBAM) for imports of various carbon-intensive products
for 2026.2°° In October 2024, the UK announced details

of its own CBAM, and has adopted a mandate requiring
SAF usage for some flights.?!%2!! Qutside Europe, India

is rolling out nearly $14 million in financing to retrofit
ships to run on green hydrogen and provide green-
hydrogen shipping fuel infrastructure at ports.?? South
Africa passed its first climate law in July 2024, which will
eventually set emissions caps on high-emitting sectors,
including transportation.?®

Regulation, extreme weather, and labor
disputes impact supply chains

Global supply chains continue to face disruptions.
According to one September 2024 analysis, supply chain
disruptions increased by 30 percent in the first half of
2024. The analysis found that new sustainability laws
drove some of these disruptions, including the German
Supply Chain Due Diligence Act, Canada’s Modern
Slavery Act, the EU’s Corporate Sustainability Reporting
Directive (CSRD) and Deforestation Regulation, and

new PFAS regulations.?* Extreme weather in 2024, such
as heat waves in Africa and North America, forced
manufacturers to shut down, while flooding in India and
China inundated roads and muddled supply chains.?

TREND 6 BUILDING SUSTAINABLE AND RESILIENT SUPPLY CHAINS

A continuing drought in Panama limited the size of
ships that could use the Panama Canal. Labor strikes
also negatively impacted supply chains.?® A strike at
Boeing impacted the aerospace supply chain by slowing
production and creating financial strain on Boeing’s
suppliers as the company cut costs.?’” Brief strikes related
to freight in Canada and at U.S. ports highlighted how
critical supply chain infrastructure can be threatened
by labor disputes.?’®?° Furthermore, shipping firms
increasingly avoided the Suez Canal due to conflicts in
the Middle East.
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The corporate response

Companies are adapting to shifting
trade policies and supply chain
challenges by shifting production
locations. Meanwhile, there is
growing emphasis on reducing
Scope 3 emissions and adopting
digital product passports to
enhance transparency and promote
circular economy practices.
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Companies adapt supply chains as trade
tensions rise

As threats of tariffs and protectionism rise, businesses
are likely to face supply chain challenges. In a November
2024 financial filing, Stanley Black & Decker warned
that tariffs could reduce their pre-tax income annually
by $200 million.??° Fearing financial risk, companies
have lobbied to protect access to markets, with many
reportedly asking the Trump administration to hold off
on its plans to implement steep tariffs on U.S. imports.??!
Outside the U.S., German automakers called on the EU
and China in October 2024 to avoid tariffs on Chinese
electric vehicles.?”? When they cannot stop tariffs,
companies are finding ways to avoid them. In August
2024, the shipping giant AP Mgller-Maersk noted that
retailers and manufacturers were placing orders earlier
to avoid higher tariffs expected during the Trump
administration.??

To reduce longer-term risk, companies are shifting
supply chains. China’s share of U.S. imports peaked at

22 percent in 2018 before falling to 11.5 percent by June
2024. Expected tariffs under the Trump administration
are accelerating this shift.?** In November 2024, U.S.
shoemaker Steve Madden announced it would reduce
goods made 1in China by 40 percent in the coming
year.’”® On the other hand, Chinese companies are now
producing and shipping more goods through Mexico and
Vietnam to circumvent tariffs and supply chain shifts.??¢

Companies outside the West and China are also adapting.

For example, Brazil is selling more grain to Egypt to
counteract grain shortages there created by the Russian
invasion of Ukraine.?”

TREND 6 BUILDING SUSTAINABLE AND RESILIENT SUPPLY CHAINS

Companies increasingly join forces to
decarbonize supply chains

Companies are accelerating efforts to measure, reduce,
and disclose Scope 3 emissions, which are on average
26 times greater than a corporation’s Scope 1 and 2
emissions.??® Corporate disclosure of upstream (such as
the production and transportation of inputs for goods and
services) Scope 3 emissions grew by eight percent and
downstream (including transport, usage, and disposal of
products) disclosure grew by six percent between August
2023 and August 2024. However, progress is uneven
across countries. As of October 2024, 32 percent of listed
companies in the U.S. disclosed at least some of their
Scope 3 emissions, compared to 45 percent of companies
listed outside the U.S.?%°

Companies are also joining forces to drive Scope 3
emission reductions. Members of the Zero Emissions
Maritime Buyers Alliance, an alliance of approximately
40 companies that includes Amazon and Ikea, will invite
shippers to bid on the first contract for ships using
near-zero emissions fuels in early 2025.2%° In the fashion
sector, brands such as Bestseller, Gap Inc., H&M Group,
and Mango launched the Future Supplier Initiative in
June 2024 to offer financing and technical support to
help suppliers reduce emissions.?’* Companies are also
developing initiatives to drive emission reductions.

The multinational logistics firm DP World announced

a program in December 2024 for cargo importers to

offset emissions by using lower-carbon fuels in its
European shipping network.?®?> Earlier in the year, the
U.K. supermarket Asda launched a program with HSBC to
offer preferential sustainability-related financing to 250
of the company’s suppliers that take steps to disclose and
reduce emissions.?%3
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Digital product passports help companies
boost supply chain transparency

To improve supply chain transparency, there are growing
efforts to create digital product passports (DPPs).>%*

These digital documents contain useful product details
such as origin and manufacturer information on
environmental performance. European companies are
leading, partly due to new requirements like the EU’s
Ecodesign for Sustainable Products Regulation and
Batteries Regulation.?®>23%¢ Both require DPPs for specific
EU products beginning in 2027.2%

Several companies are already experimenting. For
example, in 2022, H&M Group added digital tags with
information on the manufacturing, care requirements,
and recycling instructions for its Men’s Essential
Collection.?®® Tesco is also piloting DPPs for its F&F
fashion brands.?®® Also in the fashion space, the
Trace4Value project is developing a pilot for fashion
brand DPPs, while the group Universo Mola and the
company CAV+S launched the first DPP for textiles in
Latin America in July 2024.24%24 In automobile supply
chains, Volvo issued the first digital battery passport for
an electric vehicle in 2024 for its EX90 SUV in preparation
for required reporting in 2027.>*> DPPs can also be an
important tool to promote a circular economy. AMITA
Corporation, Marubeni Corporation, the Japan Circular
Economy Partnership (J-CEP), and Circularise announced
the completion of a DPP pilot in January 2024 to track the
characteristics of two types of plastic bottle caps so that
the caps can be properly recycled.?*3
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Action recommendations

Companies keen to respond

to the supply chain trends
outlined above should consider
the following actions:
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- Track trade developments that could materially affect

your organization and consider when trade-related
risks warrant consideration of shifting production to
new geographies.

Enhance efforts to disclose and address Scope 3
emissions by working with your suppliers to track
upstream and downstream impacts and joining forces
with peers to drive reductions across your supply
chains.

Pilot DPP initiatives in line with emerging regulations
and collaborating with peers and industry bodies to
scale impact, especially for high-priority products like
batteries, textiles, and packaging.

TREND 6 BUILDING SUSTAINABLE AND RESILIENT SUPPLY CHAINS

“Digital product passports are poised
to transform responsible sourcing by
enabling regulators, the public, and
other stakeholders to quickly assess
a product’s sustainability credentials
throughout its lifecycle.”

Alice Valvoda | Partner, ERM

“The nearshoring and/or offshoring
of once distant supply chains to
countries and regions with higher
sustainability standards than those
they left can be an opportunity for
companies to enhance sustainability
performance. Starting from a clean
slate also gives companilies more
control over the suppliers they
engage, enabling them to select high
performers.”

Olaf Schatteman | Global Service Leader (Sustainable
Products and Supply Chain), ERM
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Key accelerators

Progress stalled on a UN Plastics
Treaty, leaving countries like
Germany and India to advance
their own plastic taxation and
producer responsibility measures
to curb waste. Meanwhile, global
plastic waste generation continues
to grow. E-waste 1s also increasing,
fueled in part by the AI boom

as well as the ongoing challenge
presented by inadequate recycling
systems for electronics.
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Governments aim to curb plastic waste
through mandates and taxation

Single-use plastic production continues to rise despite
longstanding regulations and reduction pledges. In
March 2022, UN Member States adopted a resolution to
end plastic pollution and finalize a legally binding treaty
by 2024 (the UN Plastics Treaty). However, recent talks
in Busan, South Korea, failed to produce an agreement
due to divisions between countries who want plastic
production and consumption to continue at high levels
and countries who are pushing for reductions.?** Treaty
negotiations to address these conflicting priorities will
continue in 2025.

Although the UN Plastics Treaty remains delayed, many
countries and local governments are enacting their

own measures to curb plastic waste. In 2025, Germany
will join Portugal, the Netherlands, and the United
Kingdom in imposing plastics taxation, aiming to reduce
the improper disposal of single-use plastics.?* The tax
requires manufacturers to contribute to a fund that
offsets the costs of non-recycled plastic waste collection,
cleaning, and disposal in public spaces.

Extended producer responsibility (EPR) is also gaining
traction as part of a strategy to shift accountability

for a product’s lifecycle, including its disposal, to
manufacturers. India, one of the first countries to
launch an EPR scheme in 2011, developed a new set of
requirements that will go into effect in April 2025.24
Under the initiative, manufacturers must incorporate at
least 30 percent recycled content into plastic products
and ensure a designated percentage of the plastic is
successfully recycled. The Malaysian government

TREND 7 ENABLING SUSTAINABLE PRODUCTION AND CONSUMPTION

similarly announced plans in September 2024 to make
EPR mandatory for manufacturing firms over three to
five years.?” Canada is also putting pressure on plastics
producers with its new Federal Plastics Registry tool,
requiring them to report on the quantity and types of
plastic they put on the Canadian market each year and
how the plastic moves through the economy.?*®

Consumer appetite for sustainable products
continues amid inflationary concerns

Product sustainability practices are driven not only by
regulations but also by growing pressure from investors
and consumers. In a 2023 survey of more than 9,000
consumers across Europe, North America, and South
America, 82 percent said they would be willing to pay
more for sustainable packaging, and 71 percent said

they have chosen a product based on its sustainability
credentials.?*® A 2024 survey of 20,000 consumers from
across 31 countries and territories came to similar
conclusions, with 80 percent answering they are willing
to pay more for sustainably produced or sourced goods.>®°
Coming at a time when inflationary concerns remain
high, both surveys could point to continued high demand
for sustainable products. Further reinforcing this point, a
group of more than 20,000 consumers are willing to pay
an average 9.7 percent more for goods that meet specific
environmental criteria, including locally sourced, made
from recycled or eco-friendly materials, and more.

Shareholder activism continues to exert influence as a
tool sometimes used to push companies to adopt product
sustainability practices. For example, As You Sow, a
nonprofit shareholder advocacy organization, worked
with Hormel to secure commitments to reduce packaging

I Back to contents 50




by 10 million pounds and invest in recycling initiatives.?!
Green Century Capital, an activist investment firm, also
prompted Disney and Choice Hotels to set commitments
to phase out single-use plastics and set targets for

overall plastics reduction.?? This success runs counter

to the diminishing impact of environmental, social, and
governance (ESG) shareholder resolutions as a whole.?%®

Waste keeps growing while recycling rates
remain low

Despite ongoing efforts to reduce it, waste on a global
scale continues to grow. Global plastic waste has increased
from 206 million metric tons in 2021 to a projected 221
million metric tons in 2024.2>* Along with the numerous
negative externalities of waste, its management is not
cheap. In 2020, the UN Environmental Programme
estimated that global waste management cost $252
billion.?* Without urgent action to reduce waste, this cost
could potentially double to $640.3 billion by 2050.

Electronic waste (e-waste) is also rising. The UN’s fourth
Global E-waste Monitor (GEM) found that the world
produced a record 62 million metric tons of e-waste in
2022, up 82 percent from 2010.2°¢ Of 2022’s e-waste, less
than 22.3 percent was properly collected and recycled,
resulting in the loss of $62 billion worth of recoverable
resources. E-waste may grow. The Artificial Intelligence
(AI) boom is expected to increase global e-waste by 3 to
12 percent by 2030.2” This growth will be driven by the
building and upgrading of data centers for generative Al,
which requires the disposal of older equipment and chips
in favor of more powerful components.
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The corporate response

Facing mounting pressures from
investors and stakeholders,
industrial firms are changing
their production processes, with
the cement and steel sectors

at the forefront of this green
transformation movement.
Despite challenges, investment in
sustainable production tnitiatives
continue to grow, with firms ranging
from startups to multinationals

acting.
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Industrial firms increase green production

As sustainability demands grow, industrial firms are
committing to green production. Some cement and steel
companies are leading. The green cement industry, which
uses processes like electrolysis to reduce greenhouse gas
emissions, is expected to grow from $30.15 billion in
2023 to $47.32 billion by 2028.2°¢ At the company level,
Vattenfall and low carbon cement startup Cemvision
agreed to develop green cement with a reduced carbon
footprint of as much as 95 percent in June 2024.%%°
Vattenfall will produce the cement using raw materials
recycled from industrial waste and utilize kilns powered
by green electricity. Similarly, Heidelberg Materials’
launched 1ts ecoZero cement in November 2023, which
achieves a net zero footprint via carbon capture.?¢°

Green steel production 1s also growing. At NYC Climate
Week 2024, members of the Sustainable Steel Buyers
Platform asked steelmakers to deliver a total of 1 million
metric tons per year of “near-zero emissions” steel to
North America by 2028.?°! By grouping demand and
offering a price premium, the alliance hopes to scale
production. In Sweden, Stegra secured over $4 billion

in debt financing to construct the world’s first large-
scale green steel plant.?®? Once operational, the plant

1s projected to produce 5 million tons of steel annually
using green hydrogen and wind power. Companies in
India, the world’s second largest steel producer, are also
moving ahead. For example, Jindal Steel & Power will
use carbon capture technology at 1its Angul plant to
capture emissions from steel production through coal
gasification, where carbon dioxide is fully reabsorbed.?¢3

TREND 7 ENABLING SUSTAINABLE PRODUCTION AND CONSUMPTION

Meanwhile Tata Steel 1s planning a pilot project to
produce steel using up to 75,000 tons of hydrogen
annually.?6

Corporate action to reduce, reuse, and recycle
materials is still evolving

In 2023, CDP added corporate plastic disclosures for the
first time. Of the almost 3,000 companies that provided
information, only 21 percent reported plastic-related
risks within their value chains, while a further 41 percent
have not mapped the impact of their plastics use and
production to the environment and human health (see
ﬁgure 7).265, 266

Figure 7: Company plans for mapping
plastic-related impacts on the environment
and human health
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Percentage of companies that are already or planning to
map plastic-related impacts on the environment and human
health

Source: Plastics Disclosure Data - CDP
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Other analyses also show room to grow. The 2024 Plastics
Scorecard analyzed 225 companies across 15 industries
with annual revenues of at least $1 billion and found
that while most have plastic recycling and reduction-
related goals, many are not on track given their plastic
use intensity continues to increase.?®” Despite slow
progress, companies are increasingly integrating
sustainable product design principles into their
operations. Humanscale, a manufacturer of ergonomic
office solutions, launched its ‘Refreshed’ program,

where corporate customers may return their pre-owned
products to be restored and refreshed for purchase, so
they do not end up in landfills.?®® The company’s products
are designed around four key pillars that contribute to
circularity: longevity, serviceability, material health,

and simplicity. Gualapack is also making progress in
sustainable product design. The Italian manufacturer

of spouted pouches launched a new pouch that is
specifically designed for collection, sorting, and recycling
within the polypropylene stream.?®®

Sustainable packaging innovations flourish
despite companies changing goals

Sustainable packaging targets proliferated in recent
years. However, many companies are now adapting
these targets, saying they are no longer realistic due to
challenges, such as economic pressures and a lack of
waste management infrastructure.

Companies including Unilever, Coca-Cola, and PepsiCo
have revised plastic packaging goals, with each
postponing or dropping previously set targets to achieve
100 percent reusable, recyclable, or compostable plastic
packaging by 2025.270.271, 272
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Despite adjustments, companies are still pursuing
sustainable packaging innovations. One innovation driver
is the growing market for sustainable packaging, which
was valued at $30.53 billion in 2024 and is poised to reach
$41.27 billion by 2031.?73 Amazon is one company at the
forefront with its ‘Ships in Product Packaging’ program.?*
Under the program, the company ships products in the
original manufacturer’s packaging, with only a customer
address label added, rather than using a separate box

or sleeve. Amazon has also developed machines that
create on-demand, recyclable, and made-to-fit packages,
further reducing the volume of packaging needed to ship
1tems. Colgate-Palmolive is another company pushing
innovation forward.?”> In 2019, it launched recyclable
toothpaste tubes for its Tom’s of Maine brand. The
company now plans to shift to this sustainable format for
all toothpastes worldwide by the end of 2025.
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Action recommendations

Companies keen to respond

to the sustainable production
and consumption trends
outlined above should consider
the following actions:
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- Explore opportunities to accelerate the adoption of

low-carbon technologies, including carbon capture,
green hydrogen, and electrolysis, to transform your
organization’s production processes and align with
industry leaders.

Strengthen your organization’s product sustainability
and operational environmental impact disclosures to
meet growing stakeholder transparency demands. This
strengthening may involve measuring, documenting,
and publicly reporting related risks and opportunities
in a more transparent and comprehensive manner.

Consider sharing your organization’s innovative
product sustainability practices with other companies.
By going beyond proprietary interests, companies can
facilitate faster uptake of sustainable practices.

TREND 7 ENABLING SUSTAINABLE PRODUCTION AND CONSUMPTION

“Companies are increasingly
assessing methods to eliminate
single-use plastics from their
products and packaging. Companies
that can easily eliminate plastics are
opting for alternative materials. For
those for whom plastic is essential to
products and packaging, attention 1s
shifting to recycled plastic.”

Lee Read | Partner, ERM

“One company alone cannot drive
product sustainability. Collaboration

w1ll be key to realizing the landscape-

level shift needed to integrate
sustainability across every part of a
product’s value chain and achieving
true transformation.”

Cristina Pellegrino | Global Industry Leader, Chemicals,
ERM
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Key accelerators

As Artificial Intelligence

(AI)’s transformative potential
demands all attention, its energy
appetite poses challenges to
global decarbonization efforts.
Simultaneously, ethical concerns
over Al are spurring government
action to prevent social disruption,
while advances in artificial and
virtual reality technologies could
reshape businesses.
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AT’s energy appetite may be met by a mix of
low- and high-carbon power sources

Al is projected to consume ever greater amounts of
energy as 1t 1s integrated into everyday applications. This
energy consumption could have implications for global
decarbonization efforts depending on whether or not it

1s met by low- or high-carbon power sources. However,
there are still unknowns when 1t comes to just how

much demand Al will generate. A 2024 Electric Power
Research Institute (EPRI) study found that early ChatGPT
requests required 2.9 watt-hours of energy compared to
0.3 watt-hours for a traditional Google search.?”® Despite
ChatGPT potentially requiring almost ten times as much
energy, new Al applications may require even more

to create photos, music, and videos. A 2024 Lawrence
Berkeley National Laboratory study found that beginning
in 2017, U.S. data center energy usage began to grow
rapidly as operators increasingly directed resources to

Al applications. In 2018, U.S. data centres consumed 76
TWh of electricity (1.9 percent of total U.S. electricity
consumption), up from approximately 60 Twh in 2016. By
2023, consumption surged to 176 TWh (4.4 percent of total
U.S. electricity consumption). The study projects that
consumption will likely only grow further, potentially
reaching 580 TWh (12 percent of total U.S. electricity
consumption) by 2028 (see Figure 8).>”’

Even with this wide disparity, it 1s apparent that AI will
be a key driver of energy demand. This has led ARM’s
CEO to call AI’s energy needs unsustainable.?”® Others,
including Ireland’s former Minister for the Environment,
Climate and Communications, have called for the tech
companies to “work within the climate limits” the world
is committed to when further developing AI.?”°

TREND 8 APPLYING TECHNOLOGY TO SUSTAINABILITY

Figure 8: Projected U.S data center
electricity consumption

600

500

6.7-12.0%

400

300

200 N

1.9% of US Total

\

Total Data Center Electricity Consumption (TWh)

100

0
2014 2016 2018 2020 2022 2024 2026 2028

Historical and projected U.S. data center electricity
consumption between 2014 and 2018.

Source: Lawrence Berkeley National Laboratory
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Still, society must also account for AI’s potential energy
saving applications that could help scale climate action.
These applications could take the form of using Al to
manage smart grids and help utilities more efficiently
allocate electricity generation or to forecast renewable
energy generation to better match supply with demand.
Al can also help combat physical climate change risks.
In August 2024, the United Nations launched the Global
Initiative on Resilience to Natural Hazards through Al
Solutions, which will create an AI readiness framework
for evaluating and bolstering countries’ disaster
management capacities, by, for example, integrating Al
into disaster management tools.28°

AT’s ethical challenges trigger a range of
governance proposals

Ethical concerns about AI are also rising to the forefront
of discussions on what responsible AI use looks like. As
more and more tasks are delegated to AI, the technology’s
potential ability to spread misinformation, discriminate
1n 1ts outputs, compromise privacy, and remove humans
from decision making is raising worries that it could
cause social harms. Recognizing these risks, governments
are stepping i1n to prevent escalation. In October 2024, the
U.S. Department of Labor released its AI Principles for
Developers and Employers, which includes best practices
for developing Al to protect workers, ensuring Al use
transparency, and establishing AI governance systems.?®
Earlier in the year, the European Union (EU)’s AI Act
became law.?®? The first of its kind, the AI Act categorizes
Al systems into three risk levels and imposes safe-

use requirements for each, ranging from outright bans
for those that pose unacceptable risks to transparency
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obligations for those that pose limited risk. Stakeholders
involved in AI lifecycles also have specific obligations
under the act, with AI providers required to comply with
Al safety and data governance standards.

Technological advances push operations into
the digital realm

Other technological advances are poised to change the
business landscape. Artificial reality (AR) and virtual
reality (VR) have seen major improvements in recent
years. For one, Al integration has made AR and VR
constructs more realistic, opening them to more real-
world applications.?®> New wearable devices are another
highlight, with more AR- and VR- capable glasses and
headset options providing companies more opportunities
to integrate AR and VR into their operations. Relatedly,
the emergence of spatial computing promises more
seamless interactions with the digital world. A
combination of AR, VR, and mixed reality, companies can
apply spatial computing to sustainability applications
such as data center energy optimization and supply
chain emissions mitigation. In this latter application,
spatial computing can drive carbon-aware site selection
by helping companies optimize transportation networks
for emissions savings by relocating or adding new supply
chain sites.?8

Quantum computing is another emerging technology
to watch. Using quantum physics, quantum computers
can perform complex calculations that would take
traditional supercomputers hundreds if not thousands
of years in just a few minutes. This speed enables
quantum computers to help provide once inaccessible
sustainability insights like identifying more powerful

TREND 8 APPLYING TECHNOLOGY TO SUSTAINABILITY

electric vehicle batteries by simulating chemistries or
optimizing power grids as distributed energy resources
integration adds complexity by introducing bidirectional
power flows.
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The corporate response

As companies scale Al efforts,
many are increasingly considering
how to responsibly and sustainably
use the technology. Alongside Al,
companies are applying AR and
VR technologies to training and
customer applications.
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Companies roll out Al risk guidance

Companies are integrating Al into their operations as
they look to increase efficiencies and unlock productivity
gains. According to a 2024 U.S. survey, 88 percent are
already using generative Al solutions like ChatGPT.?#

As usage grows, companies are turning their attention

to responsible Al use. In November 2024, IBM celebrated
the five-year anniversary of its AI Ethics Board, which
oversees Al governance and evaluates Al use cases

where ethical 1ssues could potentially arise.?®® IBM also
published 1ts AI Risk Atlas in 2024 to outline key risks
companies could face when working with AI.?®” Salesforce
has pursued similar steps. In 2023, it published five
cguidelines to responsibly develop AI that is accurate, safe,
honest, human, and sustainable.?®® China’s Alibaba Group
has too. It published a white paper on generative Al
governance and ethics in FY24 that analyses the biggest
risks of large language models and provides governance
strategies to best mitigate them.?®® Tech companies are
not the only organizations pursuing responsible Al In
2024, pharmaceutical firm Novartis published its Al Risk
and Compliance Management Framework, outlining its
procedures for manging Al risks, which it classifies based
on the same system the EU AI Act uses.?*°

AI continues to drive sustainability benefits

ATI’s high energy consumption is not dissuading
companies from continuing to use the technology to drive
sustainability benefits. Amazon is using Al to combat

the very issue of energy consumption. Its Amazon Web
Services subsidiary partnered with Orbital Materials in
December 2024 to use the firm’s AI model to test how

TREND 8 APPLYING TECHNOLOGY TO SUSTAINABILITY

different advanced materials remove carbon from the
atmosphere at 1ts data center sites, with the aim to
remove more carbon than is generated by its sites’ energy
use.””! Meta is also focused on reducing the emissions
impacts of its data centers. It partnered with the
University of Illinois at Urbana-Champaign to develop
and train an AI model that predicts the strength and
emissions footprint of the concrete mixtures it uses to
build its data centers.?®? Using the model, Meta was able to
reduce concrete-associated emissions by up to 70 percent
without compromising on construction performance.
Beyond environmental sustainability, firms are using Al
to predict medical 1ssues and develop new medicines. For
example, Bayesian Health’s AI platform predicts pressure
injury infections six days prior to development, while
Johnson and Johnson applies AI to medical datasets

to identify disease targets and determine and optimize
molecules to combat the identified disease.??3 2%
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AR and VR technologies improve worker
training and customer interactions

Advances in AR and VR technologies promise to help
companies. Many are already employing the tools to help
transform worker training and customer interactions. For
example, Georgia-Pacific uses VR to train employees on
how to control hazardous energy situations by walking
through steps to shutdown equipment, lock it, and
confirm that it will not run again.*® The process has led
to improved safety performance and allows employees

to learn about something they could only previously

do on the job. Delta Airlines is using VR to help train
employees for a job that is only possible under certain
conditions in the field, de-icing planes.?*® Delta’s de-icing
technicians must complete an annual training. Before VR,
technicians had to travel to places with icy conditions,
costing time and money. After employing VR for training
technicians, Delta was able to train 150 technicians a day,
up from 3 previously, saving money by reducing travel
costs and de-icing fluid use. Toyota has opted for AR to
1mprove customer experience and education. Its Applied
Technology and Research Lab has created realistic
replications of Toyota and Lexus products, allowing
customers to experience vehicle exteriors and interiors,
review features via interactive hotspots, and visualize
what Toyota Approved accessories look like on physical
products.?®’
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Action recommendations - Develop and implement a responsible Al strategy “Despite the current urgency to source
that helps ensure the ethical use of AI within your
power by any means necessary, data

COmpanieS keen to respond to organization. As part of this strategy, define a clear
. .. governance structure and Al use guidelines that center developers must carefully
the SUStalnablllty teChnOlOQy account for the intricacies of your business and consider the impacts of deploying
1 consider creating an Al ethics panel that can review Al .
trends Outllned ClbO.VQ ShOLle use cases that may pose ethical concerns. temporary power infrastructure.
consider the following actions: _ Companies should not neglect long-
- Evaluate the areas of your organization where AI could
help bolster sustainability action and seek out AI and term Sustainability planning during this
VR applications that you can apply to these areas. booming period.”
These applications may or may not already be on the
market. For the latter, your organization may need to Tiffany Cuni | Partner, ERM
partner with external developers to ensure your needs
are met.

“Although AI may appear to be a

- Assess where within your organization digital

twins can help improve sustainability performance. Straightforward technological solution
for certain sustainability use cases,

Potential application areas could include building

energy consumption optimization, waste reduction . . . .
opportunity identification, water conservation COINpanies must still consider CapaC1ty

modelling, and sustainable product design. Before and policy factors. What 1s effective in

moving forward within digital twin initiatives, ensure .
your organization’s IT infrastructure has the capacity OLE geography may not be apphcable

to support them. to those 1n their supply chain who have
different resources and operate under
different political systems. It is essential
for companies to engage their supply
chain and local governments when
implementing Al initiatives.”

Rebecca Green | Technology Sector Lead (Asia), ERM
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TREND 9

Respecting
fundamental
rights
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Key accelerators

The global push among
governments and regulators to
protect fundamental rights and
promote ethical business conduct
intensified in 2024. Meanwhile,
global clean energy shifts impact
human rights, further emphasizing
the need for a just transition.
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Fundamental rights regulation intensifies

Last year was marked by several milestones aimed at
protecting fundamental rights. However, the initiatives
also faced an environment that is more skeptical about
human rights.

First, many fundamental rights advocates celebrated
after the European Council and European Parliament
reached a provisional agreement on the Corporate
Sustainability Due Diligence Directive (CSDDD).>%8

Figure 9: CSDDD implementation timeline

The directive requires companies to conduct
environmental and human rights due diligence within
their operations and supply chains. However, the
CSDDD’s final approval faced uncertainty after countries
including Germany and Italy objected to the rule.?*° The
CSDDD entered into force in July 2024 but in a changed
state after further debate led to compromaises that
included reducing the number of companies in scope by
approximately two-thirds (see Figure 9).3%

Companies from Group 1 and 2 with a All other companies from
threshold of >5000 employees and >EUR Group 1, 2, and 3 need to
1500 million need to comply comply

EU Commission to publish
an assessment on potential
application of due diligence
requirements for financial
institutions

CSDDD becomes
effective

2024
[ ]

EU Member States and EEA countries transpose into
national law and set up national supervisory authorities

Companies from Group 1 and First review
2 with a threshold of >3000 by EU Commission on the
employees and >EUR 900 implementation of the
million need to comply Directive

2030

The different phases of CSDDD implementation between 2024 and 2030.

Source: ERM
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The CSDDD faced criticism after finalization. In December
2024, the U.S. Chamber of Commerce sent a letter to the
U.S. Congress to voice their 1ssues with the law.3°! Qatar’s
Energy Minister also critiqued the CSDDD 1n December
2024, warning that Qatar would cut liquified natural gas
exports to the European Union (EU) if it is fined under
the law.3%2

Beyond the CSDDD, the EU also enacted a new rule
banning the sale of products made with forced labor

1n November 2024.3%3 Under the rule, member state
authorities will have the power to investigate suspected
violations and ban the product. Any bans will apply to all
other member states.

The EU was not the only government pursuing
fundamental rights-related action. The U.S. released

its updated National Action Plan (NAP) on Responsible
Business Conduct in March 2024.3°* First released in
2016, the non-compulsory NAP serves as a guide for U.S.
businesses conducting human rights due diligence in
their operations and supply chains.

Outside government, the Taskforce on Inequality and
Social-related Financial Disclosures (TISFD) launched

in September 2024.3% Following the example of the Task
Force on Climate-related Financial Disclosure (TCFD) and
the Taskforce on Nature-related Financial Disclosures
(TNFD), the TISFD will create a framework for companies
and financial institutions to assess and disclose their
inequality- and social-related impacts, dependencies,
risks, and opportunities. Shortly after its launch, the
TISFD signed a cooperation agreement with the European
Financial Reporting Advisory Group (EFRAG) to help
develop the TISFD and related disclosure initiatives.3°¢
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Fundamental rights disputes are increasingly
settled in court

The judicial system shaped the fundamental rights space
in 2024. In March, a Belgian farmer sued TotalEnergies
for contributing to climate change, which has damaged
his farm and led to crop failures.3?” The suit was followed
by an April European Court of Human Rights ruling that
found that Switzerland had violated the human rights

of more than 2,000 Swiss women for not adequately
reducing emissions and fighting climate change.3°®
However, the future of the rule is uncertain after the
lower house of Swiss parliament voted to reject the ruling
in June, arguing that it already had a sufficient climate
strategy 1n place.3%

In the Americas’, a Native American nonprofit in
September appealed to the U.S. Supreme Court to stop
Rio Tinto and BHP from building what would be one the
world’s largest copper mines in Arizona.’ In the appeal,
Apache Stronghold argued that the federal government
would violate their freedom of religion rights by giving
the companies land sacred to the Apache people. In
Brazil, a judge ordered BHP and Vale to pay $9.67 billion
to victims of the 2015 Fundao dam collapse that killed
19 people.’"t BHP also faces another lawsuit for the same
collapse in London.’*? The suit, which was brought by
approximately 620,000 alleged victims in October, 1s the
largest in British history.
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Human rights issues are scrutinized as the 170 party representatives discussed just transition

energy transition gains steam pathways to achieve the Paris Agreement via nationally
determined contributions (NDCs). Going forward, the

Programme will work to include just transition elements
1n all NDCs.

The energy transition 1s accelerating as countries and
companies decarbonize and fight climate change. While
this occurs, human rights are at play. The Business

and Human Rights Resource Centre’s latest Transition
Mineral Tracker, which tracks human rights abuses in the
supply chains of minerals key to the energy transition
(e.g., cobalt, copper, nickel, etc.), found 91 alleged abuses
globally in 2023.3'% Of these, 61 impacted the rights of
indigenous peoples, with the majority violations of their
right to free, prior, and informed consent. A similar 2024
study of critical mineral supply chain abuses found that
there were 334 violent incidents or protests between
2021 and 2023 associated with copper, cobalt, lithium,
and nickel mines in the world’s ten largest producing
countries.’*

Human rights issues are also occurring in downstream
supply chains. A fire in a South Korean lithium battery
factory killed 23 workers in June 2024.3"° The majority
of workers who died were temporary migrant workers
primarily from China who succumbed quickly to a fire
made worse by safety issues that made the building
vulnerable to fire.

Stakeholders are acting as human rights violations

occur. At the 13th Conference of the parties for UNECE
Convention on the Transboundary Effects of Industrial
Accidents, countries agreed to improve energy transition-
related industrial safety management and address
emerging risks related to decarbonization.’® Formed at
COP27, the United Arab Emirates Just Transition Work
Programme held its first dialogue in June 2024 where
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The corporate response

Equity tnitiatives are growing
among companies looking to
empower communities. Human
rights are also front and center in
supply chains, as companies are
increasingly embrotled in labor
rights disputes.
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Indigenous equity initiatives give voices to
communities

Indigenous communities have sometimes been neglected
in natural resource extraction and energy activities.
However, with equity initiatives, this is starting to
change. These initiatives, which provide Indigenous
communities with stakes in projects, are gaining

most ground in Canada, where the government 1s
developing a National Benefits-Sharing Framework

to ensure Indigenous people benefit from projects in

or near their communities.’” In July 2024, TC Energy
announced the country’s largest Indigenous equity
ownership agreement, which will give a 5.34 percent
ownership stake in the company’s western Canada
pipeline assets to an Indigenous-owned investment
partnership representing communities across Alberta,
British Columbia, and Saskatchewan.’® Enbridge is
making a similar move after submitting an application in
August 2024 with the Canada Energy Regulator to sell a
stake 1n i1ts British Columbia pipeline system.3%

Pipeline projects are not the only focus. New Zealand’s
state-owned utility Mercury entered into an agreement
whereby the Tauhara Maori Land Trust owns 35 percent
of the Tauhara North II geothermal project, which
generates 35 megawatts (MW) of energy.3?° As part of
the agreement, the Trust receives an annual royalty of
approximately $402,000. A similar project was recently
agreed to in Colombia where Greenwood Energy is
developing a 160 MW solar farm on the land of the
Arhuaco Indigenous group in exchange for providing the
group a 49 percent stake in the project.?*

TREND 9 RESPECTING FUNDAMENTAL RIGHTS

Private sector record on human rights varies

Companies perform unevenly when it comes to
respecting human rights. A 2024 World Benchmarking
Alliance review of 2,000 of the world’s most influential
companies found that 90 percent do not meet
fundamental expectations on human rights by, for
example, paying a living wage or conducting human
rights due diligence.’??

The same 1s sometimes true for companies involved in the
energy transition. Another 2024 study from the Business
& Human Rights Resource Centre found that while
renewable energy companies are not prepared to deliver a
fast and fair transition, there are signs of progress.3?® For
example, 75 percent of wind and solar developers have
implemented human rights policies aligned with the UN
Guiding Principles on Human Rights and two-thirds have
a grievance mechanism for external stakeholders. For
individual companies, Vestas was the clear leader because
of its commitment to remedy human rights issues when
they arise and provide grievance mechanisms for workers
and external stakeholders, among other measures. More
regionally, a 2024 assessment of 12 renewable energy
companies operating in Southeast Asia revealed that four
disclosed commitments to respect human rights, while
two had processes to identify and mitigate human rights
risks.s*
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Action recommendations

Companies keen to respond to

the fundamental rights trends
outlined above should consider
the following actions:
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- Work with Indigenous communities that may be

affected by your organization’s activities to develop
an equity initiative that accounts for their needs and
ensures that any benefits generated are equitably
shared with them, whether through ownership stakes
or revenue-sharing agreements. To guide this work,
consider forming an Indigenous advisory council to
provide counsel on Indigenous engagements and how
best to share project benefits.

Conduct comprehensive human rights due diligence
to identify potential energy transition-related risks
within your operations and supply chains such as land
rights violations, environmental resource degradation,
and dangerous working conditions.

Establish human rights grievance mechanisms
tailored to the circumstances of your operations and
supply chains. The mechanisms should include clear
remediation processes for identified human rights
1ssues and be accessible to both internal and external
stakeholders.

Review potential human rights issues in your supply
chains that may expose you to ongoing economic
tensions. In circumstances where you identify
potentially serious issues, reassess your supplier
relationships and whether it 1s sensible to continue
those that could negatively affect your organization’s
reputation and performance.

TREND 9 RESPECTING FUNDAMENTAL RIGHTS

“Climate transition plans should not
be created 1n 1solation. The decisions
made within a plan will have clear
1mpacts on people; be that company
employees, workers within the value
chain, or local communities. To
ensure climate transition plans do

not lead to unintended consequences

that adversely impact people, 1t’ll
be 1important to consider the Just
Transition within them.”

Désirée Abrahams | Consulting Director: Human Rights,

ERM
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Key accelerators

The 2024 election wave 1s reshaping
global sustainability efforts,

with changes likely to temper
decarbonization ambitions, while
leaders in other countries pursue
mixed climate policies. Lastly, court
decisions opened sustainability
regulations to future challenges
and overturned corporate
decarbonization mandates.
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The 2024 election wave is transforming the
global sustainability landscape

2024 was deemed the year of elections, with over half of
the world’s population heading to the polls.’?® While it 1s
too early to determine how exactly results will impact
sustainability, a few clues are already emerging. Inroads
made by conservative parties may force the European
Parliament to scale back decarbonization ambitions,
particularly regarding heating and transportation.

Other elections are poised to be equally important to
climate action. The actions of Indonesia’s new President
Prabowo Subianto may be mixed. On one hand, President
Subilanto will look to accelerate the country’s growing role
in electric vehicle supply chains. On the other, he may
continue to expand coal exports and power production
to meet growing energy demands, partially driven by
the mining and refining the nickel electric vehicle (EV)
supply chains so desperately need.??® Across the Indian
Ocean, many hope that the first coalition government

in post-Apartheid South Africa will accelerate climate
action. In July, the country passed the Climate Change
Act, which will require the government to set national
emissions reduction goal-aligned greenhouse gas (GHG)
budgets for different economic sectors. Companies in
these sectors will then be required to develop mitigation
plans to remain within this budget.??”

U.S. administration likely to reshape
environmental and sustainability policies

The re-election of U.S. President Donald Trump is
widely expected by experts to have significant impact
on environmental and sustainability policies. In the

TREND 10 NAVIGATING THE EVOLVING POLITICAL LANDSCAPE

immediate aftermath of the election, clean energy
stocks fell over concerns that the President would reduce
government support and impose tariffs that could
negatively affect the industry.3?®

Despite early indicators, there is still much uncertainty
about the changes to be implemented during President
Trump’s second term. Ali Zaidi, former President Biden’s
National Climate Advisor, believes that Republicans

will struggle to roll back clean energy provisions in the
Inflation Reduction Act, particularly because much of its
funds are benefiting Republican-leaning states.?? This
view 1s supported by a letter by 18 House Republicans
calling on Speaker Mike Johnson not to repeal the
Inflation Reduction Act’s clean energy tax credits because
of the benefits they bring their jurisdictions.33°

One anticipated change involves further postponement or
repeal of the U.S. Securities and Exchange Commuission’s
climate rule. First proposed 1n 2023, the SEC paused the
rule in April 2024 as 1t underwent legal challenges.*! The
new administration is unlikely to implement this rule. It
may choose to repeal it or simply not defend it in court.*?

However, as during the first Trump administration, states
are expected to advance climate disclosure rules of their
own. Foremost among these are California’s proposed
Senate Bill 253 and 261 disclosure regulations, which will
likely require most large U.S.-based companies to disclose
GHG emissions and climate-related risks regardless of
what happens at the federal level.333
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Courts are increasingly shaping sustainability | Figure 10: Climate litigation cases rise globally
action

Election results are not the only political developments 200
that may complicate sustainability action, several
2024 judicial rulings are likely to as well. The U.S
Supreme Court’s overturning of the Chevron Deference, 250
which required judges to defer to executive branch
interpretations of laws when they were ambiguous, will
have a significant effect on the U.S. policy landscape.* 200
The verdict means that third parties can now challenge
many sustainability-related regulations in court, varying

Number of cases

.. 1
from mandates to reduce GHG emuissions to rules for >0
considering environmental, social, and governance (ESG)
factors in investment decisions.®* In the Netherlands, 100

an appeals court overturned a 2021 ruling requiring
Shell to reduce its greenhouse gas (GHG) emissions

by 45 percent by 2030, saying that while Shell had an 50
obligation to decarbonize, it is the government’s ultimate
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responsibility to protect human rights through climate I I
mitigation.®*® The rule was a blow to future court-based 0o — — — — - e ————
climate action as many hoped its success would spur 0 B %D ADNR DR ANDS D OB SSSE
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similar lawsuits elsewhere. — - - — - o NN AN
In May 2024, the International Tribunal for the Law of the Year

Sea ruled that GHG emaissions constitute marine pollution
because they are absorbed by the Earth’s oceans and that B Global (all other countries) T us
countries must act to mitigate these emissions to prevent

harming small island countries.?¥’ In the corporate space, _ S o
a 2024 study found that of the 77 cases brought against Climate litigation cases globally and within the U.S. between 1986 and 2023.

Source: Grantham Research Institute on Climate Change and the Environment

companies for “climate-washing” that have been decided
since 2016, 70 percent were successful.ss®

///,
% ERM
SUSTAINABILITY

\
NS Annual Trends Report 2025 TREND 10 NAVIGATING THE EVOLVING POLITICAL LANDSCAPE ‘] Back to contents 69
|\\\\\\\ INSTITUTE



https://www.lse.ac.uk/granthaminstitute/wp-content/uploads/2024/06/Global-trends-in-climate-change-litigation-2024-snapshot.pdf

2N

l

N\ INSTITUTE

///,
- ERM
—— SUSTAINABILITY

\\\

Annual Trends Report 2025

TREND 10

NAVIGATING THE EVOLVING POLITICAL LANDSCAPE

A surge in global trade disputes interferes
with business operations

Geopolitical developments in 2024 cause challenges for
companies. The relationship between China and the
West was top of mind globally. Late in the year, the

U.S. targeted China’s semiconductor sector, adding new
restrictions on chip and machinery exports.**® China
quickly responded by banning the export of minerals key
to semiconductor and energy transition applications.3*°
China also added 28 U.S. companies to an export control
list and banned the export of items that can be used in
civilian and military applications (as the U.S. has also
done) in January 2025.3%

Electric vehicles were another contentious issue. In
October 2024, higher EU tariffs on Chinese electric
vehicles went into effect under allegations of improper
state support.’*> That same month, Canada also raised
tariffs on Chinese EVs.’*3 Both of these moves followed
similar U.S. tariffs in September 2024.5** While what is
next for Canadian and U.S. tariffs is unclear, China and
the EU have since begun to discuss solutions to limit the
effects of China’s state support of EV manufacturers.’*

Another prominent geopolitical topic in 2024 was the
implementation of the EU’s Carbon Border Adjustment
Mechanism (CBAM). The rule, which will put a carbon
price on products imported into the EU, has been
criticised by countries as a protectionist trade barrier. A
few countries are moving to limit CBAM’s impact. For
instance, Indian officials have discussed the challenges
the rule poses with their EU counterparts, while China
has lobbied to include CBAM on COP30’s official agenda
over concerns that it is a unilateral move that will slow
global decarbonization.3+ 34
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The Corporate response U.S. companies rethink their communications | to participate in the Department of Energy’s Energy

. Infrastructure Reinvestment program, which was created
Our 2024 Annual Trends Report noted that companies

Amid an evolvin olitical b . . e by the Inflation Reduction Act, over concerns that
: gp : Wer e beginning to reconsider their positioning on funding may not be available under President Trump’s
environment, companites are issues. What was a nascent phenomenon became a administration.’®? The Trump administration could also

ad]ustmg hOW they communicate comprehensive S.hlft in how companies commumce.lte. impact decarbonization investments from outside the
Nowhere was this more apparent than the U.S. During the U.S. South Korean firms involved in EV supply chains

and approach decarbonization 2020 general election, companies called on consumers are slowing or pausing plans to build U.S. battery plants
- . . . to vote via public relations campaigns. Four years later,
projects. While companies navigate

companies scaled back election communications to avoid

over worries that the administration could end EV tax
credits.3s3

Shlﬂ'lng prbllC opinions) they are upsetting customers, investors, and other stakeholders
l h . h h who increasingly want companies to stay quiet on Similar trends are emerging elsewhere. In the EU,
ailso C anglng owt CAY, engage political issues.348 ArcelorMittal halted green steel investments after the

supportive policy landscape it based plans on failed
to reach the levels needed to overcome the technical

governments on sustainability

There was also a shift in communications within

pOllCl@S. companies.. Alter inte.rneq protests over the Israe.l—. challenges associated with low carbon steelmaking.>
Gaza conflict, some dismissed workers for organizing
workplace disruptions and making charged social In Indonesia, where the new government has pledged to
media posts.**° This 1s in contrast to recent years phase out coal-fired power plants in the next 15 years,
where companies worked to foster internal discussions more positive developments are occurring.®*® In August
around social issues. Other companies who want to 2024, the state-owned power generator PLN announced
speak out about social issues are finding it harder to it will close 13 coal-fired power plants that generate a
do so. In November 2024, Ben & Jerry’s sued its parent combined 66 million tonnes of C02 annually.>*® Private
company Unilever for allegedly censoring its attempts to | sector movement is also occurring. PT Adaro Energy
communicate its support for Palestinian refugees}so Indonesia announced in September 2024 that 1t will sell

its coal mining business as it transitions away from fossil

Political changes impacting decarbonization fuels.’s’

Twenty-twenty-four’s global elections are likely to
impact decarbonization efforts. In the U.S., TotalEnergies
paused an offshore wind farm off the coast of New

York following President Trump’s election, with

the company’s CEO stating that the company could
restart it in four years.*® In North Carolina, Duke

Energy announced it was pausing its consideration
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Companies increasingly try to shape
government sustainability policies

As government compositions change after elections, so
too will policies. In 2025 and beyond, companies will
consider responsible policy engagement (RPE) principles
to push for more ambitious sustainability policies. RPE
was first coined by Ceres in 2020 when it published
recommendations for how companies could align their
policy engagement with climate science.**® The RPE
space has evolved since. In 2023, the We Mean Business
Coalition and other NGOs released an RPE framework
that builds upon Ceres’ initial work by outlining a set of
resources for companies to advance their RPE practices.®>*
360 Tnvestors are also pushing companies. In August 2024,
Norges Bank published its expectation that companies’
policy engagement should align with their own stated
policies.36!

Companies have responded with increased activity.
Unilever launched its first Climate Policy Engagement
Review in March 2024 and called for the industry
assoclations it participates in to improve their own
engagement.’®? Walmart 1s another company acting.
The retailer includes extensive information on RPE

1n 1ts sustainability reporting, including disclosures

on 1ts advocacy positions on key sustainability 1ssues
and the structures and processes it uses to manage
policy engagements.’®® Beyond disclosure, 153 Japanese
companies called on the Japanese government to set a
2035 nationally determined contribution aligned with
1.5°C and set a target to triple renewable energy capacity
by 2035.%¢4 Similarly, major fossil fuel and industrial
firms including Shell and Tata Steel published a letter

117,
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1in December 2024 calling on the EU to explore requiring
consumers to purchase sustainable products.3®® The
companies argued that without government support to
create consumer demand, it will be difficult to invest in
sustainable production solutions.
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Action recommendations > Regularly assess the impacts of climate-related “Most CEOs will likely take a long-term
policy and regulatory changes on your company’s view on decarbonization and resist the

" decarbonization efforts. . .
Compa.n%es keen to resppnd Lo ‘ - | temptation to change plans in the short-
the pOllthCll trends outlined - EYaluate, 1r}vest, and par.t%(:lpate in a broad range of term just because political winds are
. climate action opportunities such as carbon capture o . . .
abOVe ShOU,ld COnSlder the and storage, nuclear energy, electric vehicles, and Shlftlng. The 1investments thell’ CompanleS
following actions: infrastructure permitting reform. are making to reduce emissions have very
— Establish a responsible policy engagement strategy to long time horizons. Stalling on progress now

positively shape future sustainability-related policy. would likely make it impossible to meet
When developing this strategy, ensure it aligns with. 2050 net zero targets, which could be a big
your organization’s broader business and sustainability ] _ . .
objectives and that you have a plan to transparently risk if policy changes again under a future
disclose RPE activities to build stakeholder trust that administration, or in non-US jurisdictions.”

the organization is pursuing these activities with

society’s best interests in mind. Henry Hall | Consulting Partner, ERM

- Clearly define a governance structure for your
organization’s responsible policy engagement.
Consider giving the Board of Directors a central

“Many companies are already commuitted
governance role, as many standards and guidance to the energy transition and broader
documents have endorsed, given their responsibility sustainability objectives. Even though

for the organization’s long-term success. they are locked in, there will likely be less

sustainability-related policy support in the
short term to help them accelerate action.
In this environment, companies must step
up and responsibly advocate for a level
playing field of supportive policies in line
with global standards for transparent and
accountable lobbying.”

Jules Peck | Consulting Partner, ERM
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