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Catching
the Wave

The sustainability transformation is gathering

steam. Many multinational companies recognize the
increasing strategic importance of sustainability and
are proactively assessing operational risks and seizing
commercial opportunities. Long-term ambitions to reach
net zero, become nature-positive, and improve social
outcomes have been set out. However, the short-term
actions to achieve long-term sustainability goals often
fall short, and companies struggle to imagine the new
markets the transformation will bring. Why?

WBCSD and ERM undertook a dialogue to discover what
is holding companies back and the practical steps

that can be taken to drive immediate, decisive action
aligned with long-term sustainability ambition anda
market success. This involved a series of frank, in-depth
interviews and active engagements with over 130 global
business executives and sustainability experts about
what needs to be unlocked within business operations
and in the mindsets of senior leaders to drive change. In
Catching the Wave, we lay out our findings and present
a set of actions that can help companies successfully
navigate this period of sustainability transformation and
accelerate the rate at which it unfolds.

Key messages

1. Companies must work with multiple truths to navigate
the sustainability transformation successfully.
Yes, the threat of social and environmental crises
amplifying into one intertwined polycrisis is real, but
solutions are charging ahead exponentially. Yes, it
is tempting for companies to downplay the scale
of the sustainability shift, but those that recognize
and embrace it are poised to win. Companies need
to weigh simultaneous truths to fully understand
the situation and develop a successful approach to
seizing the opportunities (and managing the risks) of
the sustainability transformation.

2. Companies must be honest about internal barriers
to successfully integrate sustainability, focusing on
three in particular: short-term focus, sustainability-
as-a-cost mindset, and sustainability skills and
awareness gaps. Furthermore, existing external
barriers should not be used as excuses for inaction.
There is considerable commercial value to gain when
companies face the organization's internal hurdles:
doing so also makes companies more effective in
pushing and seeking collaborations to lift the most
persistent external barriers.

3. Companies should neither underestimate nor
get overwhelmed by the waves of disruption the
sustainability shift brings now or in the future.
Systemic transformations are tough to navigate but
follow similar patterns, and most organizations have
been through at least one before. The ongoing digital
transformation is a good example: it has radically
altered business — operations, markets, business

models — and society. The companies and sectors
that embraced the digital revolution and dared to
experiment and radically innovate came out stronger.
Many that played it safe languished or disappeared.
The sustainability transformation will not be any
kinder to reluctant movers.

. All companies are learning on the go with the

sustainability transformation; no off-the-shelf
blueprint for action exists. However, by looking
closely at companies that have partially integrated
sustainability successfully and how companies have
navigated systemic upheavals in the past, the outlines
of an approach to unlock action and commercial
value emerge. Based on in-depth interviews

and extensive desk research, the sustainability
transformation framework presented in Catching
the Wave (see Chapter 4) reflects the best available
practical knowledge and experiences about what
has worked for companies in the advanced stages
of integrating sustainability and explains how to
translate this into commercial success, operational
efficiency, and resilience.

. In conversations with companies that tested the

framework during its development, we learned

that our sustainability transformation framework
offers various entry points and works across whole
companies and value chains. It can, among other
things, help solve thorny issues that arise during
strategy development, guide integration, product,
and marketing decisions, help companies spot
opportunities to manage people better and improve
collaboration with suppliers and peers.
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Catching the wave
continued

Breakdown of participants

Participant Titles

Manager
3%

Not applicable
(non-business
participant)
16%

C-Suite
19%

Director
25%

Vice President
37%

Participant Geographic Locations

Global

2%
Asia-Pacific °

12%

North America
32%

Latin America
and Caribbean

Europe, Africa,
6%

and the Middle East
48%

Participant Sectors

Non-business entities Industrials
8% 8%

Technology
6%

Services .
13% Agriculture
5%
Chemicals
11%
Consumer
goods
17% Materials
8%

Logistics
1%

Utilities

0,

Energy Mining Finance
0 0,
% & metals 4%
5%
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Navigating multiple truths
Being at ease with ambiqguity

To get into the right mindset to successfully transition from today's reality to tomorrow's, business leaders must learn to navigate multiple, simultaneous truths.

- The best available science states PuShlng boundaries Key
we are running out of time to stay Boundary transgressed
within planetary boundaries Climate change
N -
- We underestimate how quickly climate Biosphere co — :
and natural systems can bounce back intleity concentiation ontitios igfeemtmg ﬁg:aogmg 'r'll;?(h

if we give them the opportunity

Radioactive space risk zone

forcing
Six out of nine critical planetary boundaries (e.g.,
climate, biosphere loss, chemical pollution) have been
pushed beyond safe limits. However, it is also true that
before the Paris Climate Agreement, the world was

Functional

Stratospheric
ozone

Land system
change

expected to heat up around 4°C by the end of the Safe operating depletion
century. Today, the forecast is for 2.8°C of warming, g‘ space
representing considerable progress. Ecosystem V V :
restoration is also now surging globally. e 4‘
Blue
Freshwater Atmospheric
change N

aerosol loading

. ) Ocean
Biogeochemical acidification

flows

Source: ScienceAdvances (2023). Earth beyond six of nine planetary boundaries



https://www.science.org/doi/10.1126/sciadv.adh2458
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Navigating multiple truths
continued

- The threat of social and economic Reachmg for the stars
consequences merging into a
polycrisis is real and increasing Annual solar & wind generation Annual EV sales Annual battery storage sales
- Many technological and commercial
solutions to these threats are TWh/yr Million GWh
charging ahead exponentially 2000 . Wind 12 40
The world faces a new level of risk of interconnected 35
crises merging due to the overlap of stresses from 10 I
nature depletion, global warming, and food scarcity 1500 20
to migration, growing inequality, and polarization. At
the same time, the sustainability transformation has Solar 8
already triggered an exponential wave of technological 25
innovations and other solutions, creating new,
multibillion-dollar markets in the process. 1,000 6 20
15
4
500 10
2
S
0 0 0
2000 2010 2020 2010 2020 2010 2020
Wind: 15% CAGR, Solar: 29% CAGR 58% CAGR 54% CAGR

Source: Rocky Mountain Institute (2023). The Energy Transition in Five Charts and Not Too Many Numbers



https://rmi.org/the-energy-transition-in-five-charts-and-not-too-many-numbers/
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Navigating multiple truths
continued

- Underestimating accelerating
commercial risk and opportunity, many
companies delay urgent action

- Companies that imagine and create
business models for an altered
future are most likely to thrive

Many companies treat sustainability as a compliance
or risk management issue, seeing it as a cost of doing
business rather than a commercial opportunity. They
underestimate the massive scale of the sustainability
transformation. However, as in previous system
transformations, the winners will be disruptive
newcomers and adaptive incumbents able to imagine
a different future and novel commercial pathways even
before they fully materialize.

- Many corporate leaders struggle to foster
a culture of innovation and experimentation

- Leaders who incentivize creativity
and exploration lay the foundations
for breakthrough success

A radically altered future will demand sweeping product
and business model innovation. Companies with risk-
averse leaders are much less likely to promote a culture
of innovation. On the other hand, daring innovation

and experimentation can boost business resilience and
shareholder returns. An open innovation culture needs a
broad base to be successful, but vocal business leaders
play a pivotal role in getting it started.
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Running into roadblocks
What holds companies back?

The first thing we explored in our research was gaining a
deep understanding of the barriers holding companies

back and learning what it would take to overcome them.

Although many interviewees see systemic barriers as
a drag on their company's sustainability progress, the
majority point to organizational barriers as the more
persistent challenge. The various internal barriers
mentioned were connected by a single theme: the
difficulty of fully digesting the fact that the world is
heading into a tumultuous period of transformational
change. Three barriers stood out.

Barrier 1:

Focus on short-term performance

Most corporate incentives are aligned with short-term profits,
constraining the business case for medium-term
transformation as well as sufficient investment in long-term
resilience. The incomplete integration of sustainability risks
and externalized costs in lending decisions leads to
misallocated capital and the underfunding of viable
sustainability investments.

A predominant focus on the short-term still guides
most decision-making — not just in business but also

in finance, politics, and society overall. Companies
struggle to grasp the urgency of taking immediate
sustainability action to create commercial value and
long-term resilience, limiting the budget and capacity
allocated to these actions. A critical factor holding
back progress is that performance incentives for senior
executives and operational managers are mostly tied
to short-term financial goals. Companies must tie
performance incentives to long-term sustainability
performance. Companies are also affected by the
short-term outlook of many investors and lenders, who
insufficiently integrate sustainability risks into their
decisions and hardly reward sustainability performance.
This makes it harder for companies to justify
investments in sustainability-driven opportunities with
unclear immediate or medium-term returns.
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Running into roadblocks
continued

Barrier 2:

Persistent “sustainability-as-a-cost” mindset

Many corporate leaders struggle to imagine how their
companies can realize the sustainability transformation’s

Misaligned incentives and information

commercial potential and use it for competitive differentiation Valuation modgls Sell-side ana.lysts Climqte.risk and Speed of Busines:.s performance
not fully capturing not systematically opportunity not yet change driven by net

and advantage. climate-related risks, integrating climate fully integrated into required is present value and
performance and in evaluations decision making underestimated discounted cash-flow

Many corporate leaders have difficulty recognizing the opportunities models excludes

strategic importance of sustainability for product and climate impacts

market development, instead seeing it as a cost of doing
business forced upon them by regulation and societal — Misalignment
pressure. This cost mindset squanders commercial
potential in various ways: commercial successes related
to sustainability are not acknowledged, scaled, and

Incentives not
supporting
transformation

more widely applied; viable business cases fail to get a Buy-side not Financial Climate risks and
. . . tematically opportunities not
light; and a deeper understanding of the different el - :
Gl e " - P . 9 integrating climate ————> Markets <—— comprehesively
ways sustainability can create value is held back. in investment integrated in core
strategies . . business strategies
- Misalignment °
Lacking decision-useful
information
Banks not Mixed signals Financial accounting Current disclosure The vast number of
systematically from credit and mainly backward- regulation is driving a voluntary initiatives,
integrating climate into sustainability ratings looking, limited compliance-based frameworks, standards
lending decision integration of future approach to and metrics make
processes impacts transparency managing climate

performance complex

Source: World Business Council for Sustainable Development (2023). Climate-related Corporate Performance and Accountability System (CPAS)



https://www.wbcsd.org/Programs/Redefining-Value/Corporate-Performance-and-Accountability-System-CPAS
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Running into roadblocks
continued

Barrier 3:

Insufficient sustainability-related skills and
awareness

Sustainability’s operationalization is slowed by a shortage of
stafT at all levels with the right skills and awareness, including
most C-suites and boards.

Sustainability knowledge gaps are widespread, from
senior leadership to those on the ground who need
to operationalize sustainability. Senior executive

and board leaders at many companies have the
most learning to do, partly because of the breadth
and complexity of their roles. Training and upskilling
operational staff and managers, as well as hiring more
workers with sustainability skills, are overdue across
many organizations. Internal traction and investment
depend heavily on senior leadership’s full embrace

of sustainability's strategic value. At the same time,
operational staff must also be encouraged to think
and behave differently; engagement, communication,
and awareness across the entire organization are
crucial to building adequate company-wide
sustainability capacity.
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Waves of disruption

Thriving during transformation

Why do system transformations feel so overwhelming,
especially for incumbent companies? And what lessons
can companies draw from the digital revolution? System
transformations happen when major socio-economic
trends and breakthrough innovations amplify each
other, triggering waves of disruption. As societies and
companies digest these changes, many parts of the
status quo are uprooted, and new technologies, policies,
regulations, and supply chain shifts appear along

with socio-economic upheaval and the creation of

new markets.

Everything, everywhere, all at once

Megatrends

Innovation
breakthroughs

Transformational drivers

At the technological level, new technologies replace
old ones and open a fresh realm of innovation.

At the policy level, politicians and regulators try to
influence the direction and speed of systemic change
through laws, regulations, and subsidies.

At the market level, existing markets and industries are
changed or destroyed, and brand-new ones
are formed.

At the company level, new winners and losers emerge,
depending on how fast they adapt and implement
radical changes internally.

At the logistics level, supply chains and distribution
channels are re-arranged, creating entirely novel ways
of doing business.

At the socio-economic level, systemic transformation

changes how we work, trade, and distribute wealth
and power.

Transformed

system
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Waves of disruption
continued

We have been here before:
the digital revolution

Sustainability conversations today often closely echo
early digital transformation discussions. Today, we

can barely remember how the world functioned before
the digital transformation. It upended and is still
upending previously dominant business models. What
set the winners apart was not superior knowledge but
adaptation and action. They understood that imagining
and trying to seize new commercial opportunities was
their best defense.

Let's get digital!

1. Globalization/
decentralization

2. Increased wealth
3. Individualization

Analog/
mechanical

system

1. Digital computing/
software

2. Transistors/
nanotechnology

3. Internet
4. Cellular networks

Digital revolution

A wave of disruptive technologies (e.g., chips, PCs,
software, internet, mobile, Big Data, cloud, Al) leaving
no aspect of our lives untouched.

Policies to encourage innovation and industries (e.g.,
sales tax-free era of e-commerce, financial support
for regional semiconductor industries) or manage side
effects (e.g., US Digital Equity Act, EU General Product
Safety Regulation, Al regulation).

New markets emerge: e-commerce: $5.8 trillion; IT
services: $1.2 trillion; Smartphones & PCs: $700 billion;
online advertising: $680 billion in 202312 54

Old markets shrink: stand-alone camera sales down
93 percent since 2010; Non-smart phone sales down
80 percent since 2011; 2,200 US newspapers lost
since 2004.>¢7

Leaders and laggards: trailblazers/adaptive winners, e.qg.,
Apple, Microsoft, ASML, Tata Cons, TSMC, SAP, Google,

Meta, Uber, Nvidia, Samsung, Walmart, BASF; laggards: e.g.,

Nokia, RIM, Kodak, print media, retail chains.

Profound changes in all industries: outsourcing, remote
work, Just-in-Time supply chains, automation, CRM and
ERP, digital distribution, targeted advertising.

Profound societal changes: shift to remote and gig work
(435 million gig workers worldwide), digital divide, erosion
of middle class, (mis)information, polarization.®

Digital/
big data
system
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Waves of disruption
continued

Here we are again: the sustainability
transformation

The sustainability transformation is already significantly
affecting operations, resources, supply chains, and
consumer preferences. Many sustainability-linked
markets will soon pass the trillion-dollar mark in value,
and increasing pressure from investors, stakeholders,
and regulators will keep creating fresh commercial
opportunities. However, like with the digital revolution, it
is up to companies to seize them.

Sustainability transformation: up next, sustainability!

Moo

Climate change
Nature loss
Mounting inequality

. Growing

geopolitical tension

Fossil fuel/
extraction

system

. Renewables &

energy efficiency
technologies

. Smart grid and

battery storage

. Regenerative and

precision farming

. Al

Sustainability transformation

Sustainable technologies (e.g., renewable energy, EVs,
regenerative agriculture, green chemicals, materials,
steel, decarbonization, and circularity) remake our lives.

National & regional policies & int. treaties coax (e.g.,
feed-in tariffs, subsidies) or push (e.g., carbon tax and
emissions trading, ESG disclosure regulation, emission
standards, human rights due diligence) companies to
become more sustainable.

New markets emerge: e.g., Green finance: $29T in 2032
(+530 percent compared to 2023); EV: $1.7T in 2032
(+670 percent (2023)); Critical minerals: $1T in 2030
(+350 percent (2022)); Sustainable Food: $1.7T in 2030
(+70 percent (2022)).7 101

Old markets shrink: by 2030 sales of ICE vehicles drop 60
percent compared to 2022; in 2030 non-LED market share
will be down 85 percent since 2012.2 3

Leaders and laggards: some trailblazers have won big
already (e.g., Tesla, BYD, Jinko Solar); some existing
companies have recognized the commercial potential
early (e.g., Schneider Electric, Iberdrola). But it is not too
late for any company or sector.

Profound changes in all industries: e.g., decarbonization,
electrification, circularity; green materials & chemicals;
sustainable default for products & supply-chain.

Profound societal changes: Just Transition; geopolitical
power shift from oil-rich regions to critical minerals-rich
countries; growing public intolerance of environmental
and social injustices.

Just &
regenerative

system
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Seizing opportunity
Navigating transformation successfully

Navigating the sustainability transformation will be
challenging and complex, no matter how necessary
and how great the potential commercial upsides are.
The sustainability transformation framework developed
and presented in Catching the Wave offers practical

Navigating the sustainability transformation

guidance in five focus areas: leadership and governance, FACE IT

strategy and planning, progress and commercialization, Leadership&

networks and engagement, and continuity and tenacity. Governance

We refer to these elements as Face It, Map It, Do It,

Shape It, and Connect It. P —4—

The five focus areas are not sequential; companies —
must continuously invest in, revisit, calibrate, and align

them. Different companies are at different stages of gAAP IT &
implementation and/or will choose different entry points P'I'Lrategy
as the right place to begin. No matter where they start, anning
companies must eventually take and link actions in all
five areas to successfully absorb sustainability into
their organizational fabric, fully seize its commercial SHAPE IT | CON.NE9T IT
potential, and build resilience to inevitable Networks & ~ Continuity
business disruptions. Engagement o &Tenacity
A~ 7\
o N\
~ N\
o ol

DO IT

Progress &

Commercialization
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Seizing opportunity
continued

. FACEIT
lIIlIl Leadership & Governance

Boost the sustainability mindset of senior leadership
and develop a quantified business case that enables
deep integration of sustainability into the company’s
overall strategy.

- Close any awareness gaps that prevent
senior leadership from fully digesting the
strategic and competitive necessity of
the sustainability transformation through
education and explicitly connect it to personal
interests, relationships, and experiences.

- Incorporate sustainability considerations and
perspectives in senior decision-making structures
and investor selection to offset systemic
bias towards short-term financial results and
discounting of planetary boundaries.

- Update and implement a corporate performance
and accountability system that integrates
risk and opportunity assessment, target
setting, transition planning, measurement, and
disclosure to provide a unified structure for
sustainability performance management.

——— MAPIT

—_—

o Strategy & Planning

Make sustainability the foundation of the strategy and
planning cycle and integrate sustainability decisively
into all decisions and operations.

- Embed sustainability considerations in the
entire planning and risk-management cycle
and apply them to every product, personnel,
investment, and commercial decision.

— Create a granular ecosystem of specific targets,
detailed data, and hands-on monitoring, using
internal pricing to reflect unaccounted-for climate,
nature, and equity dependencies and impacts.

— Roll out career-critical personal incentives (e.g.,
bonuses, promotions) tied to sustainability
performance at every level and integrate
sustainability considerations into short-
term and long-term decision-making.

- Close sustainability knowledge gaps and
systematically educate and inspire operational
staff, providing them with the skills needed to
operationalize sustainability targets and objectives.

A DOIT
‘ ‘ Progress & Commercialization

Capitalize on sustainability as an innovation engine to
develop new markets, future-proof profits, and seize
operational impact opportunities.

- Embed sustainability considerations into short-
term financial planning cycles and long-term
growth plans, including decisions on R&D, M&A,
CAPEX, and OPEX, to capture cost and resource
efficiencies and harness sustainability's potential
for technological and commercial innovation.

- Scrutinize sustainability trends (regulatory, consumer,
technological, etc.) to identify opportunities for potential
cost savings, new products, and new markets.

- Implement a no-excuse approach to eliminating
direct emissions and proactively solving
carbon hotspots in value chains.

- Implement a similar no-excuse approach to
addressing negative impacts on nature and
equity, acknowledging that they are as urgent as
decarbonization and are often directly linked.
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Seizing opportunity
continued

o ° SHAPE IT
>~o Networks & Engagement

Drive action by joining forces with suppliers,
competitors, and other stakeholders, and build

trust by nurturing relationships, communicating
authentically, and being open to new ways of working.

- Embrace unprecedented collaboration with
suppliers, competitors, and other relevant
stakeholders, acknowledging that no company
can successfully navigate and solve the
biggest sustainability challenges alone.

- Assemble deep networks with expert
sustainability partners to build internal
capacity and increase access to talent.

-~  Build trust with stakeholders by developing
genuine relationships, understanding local context,
and reporting transparently and rigorously on
sustainability impacts and performance.

- Join forces with others to advocate for
the (legal, regulatory, market, industry, and
financial) standards, frameworks, and tools
essential for the private sector’s sustainability
progress but outside its direct control.

<> CONNECT IT
<‘§ Continuity & Tenacity

Nurture transformation by continuously and
comprehensively integrating sustainability across the

whole organization.

- Continuously invest in, revisit, calibrate, and connect
actions under Face It, Map It, Do It, Shape It, and
Connect It to sustainably transform the company
and secure its long-term commercial future.

- Rigorously review and enforce the company's
performance and accountability system through
learning, revising, interacting, and providing support
at all levels inside and outside the company to
ensure deep change continuously moves forward.

- Anticipate internal resistance and strong
undercurrents pulling priorities towards short-term
financial results and unsustainable low-cost models
coupled with a tendency to discount negative
impacts. Proactively generate creative solutions to
overcome these and other systemic challenges.

- Insist on an open, collaborative culture that
embraces experimentation to fully harness
creative energy and sustainable commitment
within and outside the company.
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In the field
User guide for applying the framework

Conversations with pilot companies taught us that the
framework offers at least three key benefits.

1. The framework's practical guidance helps companies
assess their sustainability integration and
performance maturity level in a structured way.

2. The framework is versatile and works for different
levels, teams, and areas inside businesses. Its
interlocking categories offer a coherent way
of continuously integrating and recalibrating
sustainability decisions and actions.

3. Depending on factors like sector, process, region, etc.,
teams can customize the actions under Face It, Map
It, Do It, Shape It, and Connect It to help them take
stock of the situation and determine priorities.

Our in-depth interviews with senior business leaders and

other research made clear that offense is the best defense when
preparing a company for a new future. Businesses cannot

stop system transformation; seizing emerging commercial
opportunities is the best way to come out on top. Boldness will
define winners in the sustainability transformation.
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of the Institute is to define, accelerate, and scale
sustainability performance by developing actionable
insight for business. We provide an independent and
authoritative voice to decode complexities. The Institute
identifies innovative solutions to global sustainability
challenges built on ERM's experience, expertise, and
commitment to transformational change.

Follow us on X and LinkedIn

www.sustainability.com



https://twitter.com/wbcsd?lang=en
https://www.linkedin.com/company/wbcsd/
http://www.wbcsd.org
https://twitter.com/SustInsti
https://www.linkedin.com/company/sustainabilityinstituteerm/
http://www.sustainability.co
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