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The Innovation
Bottom Line

INTRODUCTION: Sustainability, Innovation and Profits
ince 2010, MIT Sloan Management Review and The Boston Consulting Group have
been charting how organizations have tackled sustainability-related challenges —
from resource scarcity to customer demands for healthier products — with
innovations that create business value. Our 2010 study found Sustainability Embrac-
ers, who firmly believe that sustainability is necessary to be competitive. In 2011, we
probed the business dimension more deeply and discovered that sustainability

had become a permanent element of many company agendas and a source of profit for some.

This year, the trend toward profit continued: Key measures bumped up and showed that
sustainability is paying off for a growing number of companies. Overall, the portion of respon-
dents reporting profit from sustainability went up 23%, to 37% of the total.

But perhaps most important: Nearly 50% of companies have changed their business models
as a result of sustainability opportunities — a 20% jump over last year. As we will explore in
detail, business-model innovation is the crux of sustainability profits. Companies reporting
that it adds to their bottom lines leverage these innovations to translate sustainability opportu-

nities and pressures into business value.

A Clear Trajectory

Demands are coming from all sides, creating a systemic imperative and an opportunity to
advance sustainability goals. As companies in many industries grapple with costs, they are
turning to their supply chains to reduce energy use, simplify packaging, mitigate commodity
price risks and meet customer sustainability expectations. Consumers, especially in Europe,
are increasingly aware of a product’s sustainability credentials and willing to pay a premium for
environmentally sound products and services. Employees’ expectations bring a strong internal
pressure. Their growing commitment to sustainability makes the company’s footprint a key
element in attracting and retaining talent, especially among younger generations.

The systemic effect of these demands is elevating the sustainability agenda in a wide range of
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NORTH AMERICAN
COMPANIES LAG
Companies in devel-
oping countries
change their busi-
ness models as a
result of sustainabil-

industries. Companies in resource-intensive indus-
tries have been grappling with sustainability issues for
a number of years. But other industries, from con-
sumer products to software, are also increasing their
focus on sustainability. Reinsurers, for example, are
adding sustainability risks to the actuarial equation,
driving companies to innovate to avert those risks.
The global software giant SAP has declared sustain-
ability as its purpose, according to Peter Graf, chief
sustainability officer. “We want to be the company
that helps manage more than finance and human re-
sources,” he says. “That is why we have started to also
help clients optimize energy consumption and natu-
ral resource use across their supply chains, ensure the
safety of products and reduce the risk of their opera-
tions.” UPS is turning to technology suppliers to help
reduce emissions and costs from its transportation
fleet. “Probably the biggest challenge for us is going to
be how quickly manufacturers can develop the tech-
nology that we need,” says Scott Wicker, chief
sustainability officer.

The sustainability race is a global one. Accord-
ing to our research, companies in developing

ity at a far higher rate . . .
than those based in countries are the most likely to focus on sustain-
North America. ability-related business-model innovation, largely,
% of business-model innovators
with added profit’
70% Companies in
. developing
Australia countries more
New Zealand often change
business models
60% Lowest rate of as result of
business-model sustainability
innovation and
fewest business- Global? :
) model innovators Elggtd le © Africa
50% with added profit  Eyropg °
Asia
p ‘ Pacific
40% South
America
North
America
30%
30% 40% 50% 60% 70%
% of respondents with changed business model
OEmerging markets S lesi Notes:
ample size 1. Only respondents that have changed their business
Developed markets model are considered
Mixed 2. Primary business spread across three or more regions
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perhaps, because these regions face significant re-
source scarcity and population growth challenges.
Many global companies have also changed their
business models in response to sustainability, pur-
suing growth in developing markets and leveraging
those markets for manufacturing and production.
North American companies lag. (See “North
American companies lag,” below.) Many of sus-
tainability’s demands have not taken hold in the
region nor spurred companies to translate these
pressures into profitable initiatives.

The Sustainability Bull’s-Eye

The reality of environmental and population trends
is putting sustainability squarely in the sights of
business. In many parts of the world, natural re-
sources such as water are growing scarce, and energy
costs are mounting across the globe. Populations
are migrating, and another 2 billion people are pro-
jected to be on the planet in a few generations.
Consumers are becoming more discerning about
the sustainability footprint of the products and ser-
vices they use. In order to thrive, businesses need to
respond—and are. “Companies can find ways to
solve these problems and profit in the process. But
to do so takes innovation in management practices,
business models and market infrastructures,” says
Jason Jay, director of the MIT Sloan Initiative for
Sustainable Business and Society. As Dan Bena,
PepsiCo’s senior director of sustainable develop-
ment, says: “These things are clearly within the
bull’s-eye of sustainable development.”

Zipcar is a prime example of a company hitting
the bull’s-eye, where the necessity of sustainability
meets opportunity. Robin Chase, Zipcar’s former
CEOQ, points out that 50% of the world’s population
lives in cities, and expects that number to climb to
70% by 2050. As a result, urban lifestyles are chang-
ing and car ownership, especially among younger
generations, is falling down the list of aspirations.
Although every shared car can replace 15 to 20
owned cars and up to three parking spaces,
Zipcar isn’t a car rental company with environmen-
tal objectives — sustainability is at the root of the
value it provides. Avis Budget Group has taken no-
tice of the company’s growing value. In January
2013, it announced its intention to acquire Zipcar.



A FRAMEWORK FOR ANALYZING BUSINESS MODELS

In our survey, when respondents answered questions about sustainability and their business models, we
presented them with a business model framework developed by the Boston Consulting Group. This frame-
work describes business models in terms of a value proposition and an operating model.

VALUE PROPOSITION: OPERATING MODEL:
What are we offering to whom? How do we profitably deliver the offering?

TARGET SEGMENTS:
Which customers do we choose to serve?

Which of their needs do we seek to address?

PRODUCT OR SERVICE OFFERING:

What are we offering customers to satisfy their
needs?

REVENUE MODEL:

How are we compensated for our offering?

Long-established companies are also putting the
sustainability bull’s-eye in their sights and seeing it
as a core business driver. PepsiCo, for example, de-
fines its business as “Performance with Purpose.”
For the global food and beverage company, finan-
cial performance is tightly linked to achieving social
and environmental goals in human, environmental
and talent sustainability.! The pharmaceutical giant
Bristol-Myers Squibb sees sustainability as funda-
mental to its future growth. “It is really core to our
business,” says Susan Voigt, vice president for envi-
ronment, health, safety and sustainability. “We
define sustainability for our company as helping pa-
tients prevail over serious diseases in a manner that
contributes to economic growth, social responsibil-
ity and a healthy environment.”

Nonetheless, hitting the bull’s-eye is still fraught
with challenges. Almost half (46%) of our survey
respondents find it difficult to quantify the intan-
gible effects of sustainability, and 37% say it
conflicts with other priorities. Forty percent report
that higher operational costs take away from profit,
and 33% cite increased administrative costs con-
nected with sustainability programs as another
profit drain.

However, many companies are profiting from
their sustainability efforts and changing their busi-
ness models to generate that profit. We call them
Sustainability-Driven Innovators. They comprise

VALUE CHAIN:

How are we configured to deliver on customer
demand?

What do we do in-house?
What do we outsource?
COST MODEL:

How do we configure our assets to deliver on our
value proposition profitably?

ORGANIZATIONAL CHANGE:

How do we deploy and develop our people to
sustain and enhance our competitive advantage?

23% of our survey respondents. In this year’s report,
we focus on these companies and how sustainability
is adding to corporate profits.

Section |

The Hallmarks of Sustainability-
Driven Innovators

usiness model innovation is the bottom

line of Sustainability-Driven Innovator

success. In stark contrast to managers

who say sustainability is not adding to
profits, those who say that it is are more than twice
as likely to report that sustainability is driving busi-
ness-model innovation. As Michael Bremans,
Chairman of Ecover, a manufacturer of eco-friendly
cleaning products, puts it: “Sustainability means
that you are continuously looking at innovation
and improvement. You shouldn’t think of it as a best
or finished solution. It’s a process that requires con-
stant attention and commitment.”

Business-model innovation looks beyond product,
service or technology advances. This dimension of in-
novation explicitly addresses the fundamental choices a
company makes about what it is offering to whom —its
value proposition — and how it leverages its value
chain, cost models and organization to deliver that value

2

(see “A Framework for Analyzing Business Models”).
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A clear business case helps ensure that innova-
tions deliver value. Overall, the percentage of
respondents who say their companies have devel-
oped sustainability business cases has grown over the
years. With Sustainability-Driven Innovators, the
number is pronounced: 54% have developed a busi-
ness case versus 38% overall. Developing a business
case avoids what Paul Murphy, chief executive of
Valid Nutrition, the social enterprise food produc-
tion arm of VALID Group; cites as a dangerous pitfall.
“Too many companies see sustainability as an insur-
ance policy and just tick off the boxes,” he says. “They
often spend significant amounts of money that, from
a strategic and business development standpoint,
leads to a dead end.”

To avoid that dead end, Sustainability-Driven
Innovators see the opportunity differently than do
companies that haven’t gleaned sustainability’s fi-
nancial rewards. They don’t dwell on it as a cost
issue. They focus on how their efforts can increase
market share, boost energy efficiency and build
competitive advantage. Sustainability-Driven Inno-
vators bring a strong execution focus to their efforts.
These companies are much more likely to place cus-
tomers at the center and work closely with many
stakeholders. They also drive sustainability objec-
tives through skillful organizational change.

In the remainder of this report, we look at these
specific hallmarks in detail.

Section 1l

The Crux of Sustainability-
Driven Profit: Business-Model
Innovation

o gain a deeper understanding of sustain-

ability innovation, we presented survey

respondents with the business model

framework described above, which was
developed by The Boston Consulting Group. (See “A
Framework for Analyzing Business Models,” page 5.)
Using this framework, we asked respondents how (if
at all) they have changed their business model. We
found that up to 59% of respondents whose compa-
nies changed three or four business model elements
report profit from sustainability efforts.
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In short, Sustainability-Driven Innovators pur-
sue innovation aggressively across their business
models — much more so than companies that don’t
achieve profits from sustainability efforts.

The Potent Combination

A surprising combination of business model ele-
ments delivered the most potent results. They
weren’t the game-changing products and businesses
that one usually hears in the context of innovation.
Sustainability-Driven Innovators often take a more
straightforward route, combining target segments
with value-chain innovations. Nearly 60% of orga-
nizations that pull these two levers and change one
or two other business model elements are more
likely to be Sustainability-Driven Innovators. (See
“The Extent of Business Model Change,” page 7.)
Pulling both allows companies to target new seg-
ments and/or better serve the segments where they
currently compete. Value-chain innovations help
companies realize innovations in these segments.

Kraft Foods is a perfect example. (In October
2012, Kraft Foods changed its name to Mondelez
International.) Sustainable sourcing in its value
chain is a key part of the company’s strategy, ac-
cording to Chris McGrath, then vice president for
sustainability. In addition to protecting the envi-
ronment and helping farmworkers improve their
livelihoods, models such as Rainforest Alliance, Fair
Trade and UTZ Certified help boost crop yields and
capacity — a critical need for a global food com-
pany dependent on reliable access to commodities.
Last year alone, Kraft increased its sustainable
sourcing of agricultural commodities by 36%. Cur-
rently, more than 15 of its brands carry the Fair
Trade or Rainforest Alliance marks.

But value chain innovations do more for Kraft
than help ensure reliable sources of commodities:
they have opened up new consumer segments. Cof-
fee is one of Kraft’s biggest success stories. This year,
Kraft committed to 100% sustainable sourcing of the
raw materials for its European coffee brands by 2015.
“Our consumers and customers care about the bene-
fits certification and verification deliver,” says
McGrath. “It is good for business and brings our
work full circle.” In the United Kingdom, the Rainfor-
est Alliance Certified seal is generating double-digit



revenue growth. In Sweden, Kraft’s sales of instant
and espresso coffees with the seal have doubled with
the “away from home” consumer segment.

More often than not, however, “greening” a
product is not the key to building business in tar-
get segments. Kraft discovered this with its YES
Pack commercial salad dressings. Through supply
chain innovations, the company significantly re-
duced its packaging costs. The new plastic
container requires 50% less energy to produce and
uses 28% less primary packaging material than its
predecessors. What opens doors to commercial
segments, however, is the package design. The big-
ger, easier-to-use containers — which are also less
expensive to produce — are extremely popular
with restaurants, giving Kraft competitive advan-
tage with lower costs.?

For Dell, packaging innovation was important to
maintaining business in many of its target seg-
ments. “You might think packaging is a mundane
topic,” said John Pflueger, Dell’s principal environ-
mental strategist. “But it is a recurring pain point
for many customers.” Dell’s clientele wants strong
packaging to ensure their equipment will arrive un-
damaged, while Dell wants lighter packaging
material to reduce its shipping costs. The company
turned to its supply chain for an answer. It found a
Chinese company that was experimenting with
bamboo fibers as a substitute for paper used in
cardboard packaging. Bamboo, which is native to
China, is one of the fastest growing plants in the
world and, as a result, a renewable resource.

The experiment ultimately proved successful.
Because of its structural strength, 70% of Dell note-
books are now shipped in bamboo. The company
was also careful to make sure that it was indeed
using a sustainable resource; pandas, for example,
eat bamboo. In collaboration with the Forest Stew-
ardship Council, Dell ensures that the bamboo
forests from which it is sourcing raw materials are
not panda habitats.

To gain competitive advantage, Kimberly-Clark
looks at the entire value chain of its products, cradle
to grave. Its business customers are particularly
keen on reducing waste in an environmentally posi-
tive way. In its professional business market, the
company launched a program called “Reduce

% of respondents who say 5%

Number of business model
elements changed

sustainability adds profits 50%
31% 40%
1 2 3or4 50r6
(average) (average)

59%

3oréd
when both

“target segments”
and “value chain

processes”
are changed

Today, Respect Tomorrow.” One of its offerings is a
hand towel for public washrooms where users can
dry their hands with only one towel. The product
certainly has a potentially powerful “green” mes-
sage. As Thomas Falk, Kimberly-Clark’s CEO and
chair, points out, Kimberly-Clark has reduced the
amount of fiber in its professional towels by up to
17% since 2005. The company has one of the most
progressive fiber procurement policies in the tissue
industry. It reduced its water use by 1.1 million
cubic meters between 2010 and 2011 and regularly
seeks to reduce its use of transport, storage and
landfill.

But Kimberly-Clark doesn’t rely solely on the
sustainability credentials of its products. The value
to customers is the reduced cost of fewer towels.
“Sustainability can create competitive advantage,”
says Falk. “If we can make a towel that is good
enough to dry hands with only one sheet and we can
sell it at a competitive price, we create value for the
customer and the environment.”

Doing Things Differently,

Doing Different Things

Value chain and target segment innovations are by
no means the exclusive source of sustainability
profit and competitive advantage. Examples of suc-
cessful sustainability-driven innovation fall along a
rich spectrum — from doing things differently to
doing entirely different things.

Incremental steps, for example, can significantly
improve efficiency and reduce cost. U.K.-based su-
permarket retailer Sainsbury’s saved $2.4 million by
improving water efficiency in its stores. The com-

THE EXTENT OF
BUSINESS MODEL
CHANGE

Fifty percent of our
survey respondents
who have changed
three or four busi-
ness model
elements say they
profit from their sus-
tainability activities,
compared to only
37% of those who
changed only one
element of their
business model.
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pany fixed leaks, installed sensors on urinals and
reduced toilet water capacity. In addition, rainwater
harvesting, low-flush toilets and waterless urinals
are installed in all of its new stores.

Nestlé developed a cost model innovation in a
novel point in its value chain. The company realized
how to use coffee grounds — a by-product of its
manufacturing process — to help power its facto-
ries. Instead of treating coffee grounds as waste,
Nestlé discovered that burning them can generate
steam, which is used in many of its factories. Some
60% of the steam the company uses now comes
from burning coffee grounds, significantly reducing
Nestlé’s reliance on natural gas. In addition, in over
20 years, the company was able to divert 1.24 mil-
lion tons of coffee grounds away from landfills.

At the other end of the spectrum, Interface, the
world’s largest manufacturer of modular carpet, de-
veloped a powerful revenue model innovation
through a service offering with some similarities to
Zipcar’s. Its FLOR line offers a system of carpet
squares that customers can combine and assemble to
create rugs, runners or wall-to-wall designs. In 2003, it
began to offer its carpet tiles as a service. Under this
model, the company maintains the carpet for custom-
ers throughout its life— from installation to replacing
tiles to recycling at the end of the carpet’s use.

Apparel manufacturer Patagonia used its sus-
tainability message to bolster its value-proposition
innovations with a provocative brand-building
campaign. In 2011, it took out a full-page ad in The
New York Times with the surprising headline: “Don’t
Buy This Jacket.” Consumers were asked to sign a
two-part pledge online. In signing the pledge, both
consumers and Patagonia agreed to reduce con-

Percent saying
sustainability
added profit

Is sustainability
on the agenda of
top management

0,
61% 38%

sumption and waste by only buying items when
needed, repairing items when they break and recy-
cling products at the end of their useful life. If the
company didn’t have credibility in sustainability,
the ad could have backfired. The company did,
however, and the campaign generated significant
buzz. But it also achieved its most important aim:
reinforcing Patagonia as a high-quality brand that
offers durable, long-lasting products.

Making Sustainability Efforts Happen

Like any major business initiative and opportunity,
sustainability-driven innovation requires adroit
change management skills and innovative
approaches to organizational governance, leader-
ship and employee engagement.

Our research found that top management
attention is central. Sixty-one percent of compa-
nies that have changed their business model and
have sustainability as a permanent fixture on their
management agenda say they have added profit
from sustainability. (See “Top Management
Agenda,” below.)

Former CEO of Campbell Soup Company
Douglas Conant made sustainability a focus. He
argues that a company’s CEO must make sustain-
ability a priority to keep it from falling off the
radar and becoming a risk. At Campbell, he
advanced what he calls an “abundance mentality” —
challenging people not only to create shareholder
value but to do it in a way that simultaneously helps
build a better world. This abundance mentality is
not unique to Campbell. Leadership can unleash it
by putting sustainability opportunities front and
center. Conant did so personally, making a point of
frequenting company discussions on sustainability.
“As 1 did this, sustainability became part of people’s
everyday conversation and thinking,” he says. “It be-
came part of the fabric of doing your job.”

At telecommunications company Sprint, sus-
tainability is a board-level agenda item. In 2012, the

Yes No

?
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TOP MANAGEMENT AGENDA

More than 60% of companies that have changed their
business model and have sustainability as a perma-
nent fixture on their management agenda say they
have added profit from sustainability.



company made its sustainability efforts part of the
formal board review process. At nominating and
governance committee meetings, members review
the company’s sustainability performance against
its goals. Sustainability has become a core part of
the company’s annual review.

Integrating Sustainability into the Company
Sustainability-Driven Innovators don’t treat sus-
tainability as a stand-alone function detached from
the business. They integrate the efforts into opera-
tions and planning. “We have sustainability in all of
our operations,” says Hans Johr, Nestlé’s corporate
head of agriculture. “We don’t even have a sustain-
ability officer. We believe that you can’t make good
progress by using a ‘doctor’ prescribing to everyone
what they should do.”

At Dell, sustainability is deeply integrated into
the organization and the function reports to the
chief marketing officer. Dell’s Pflueger points out
that the marketing organization has a global pur-
view that gives sustainability an equally broad
outreach. Reporting to the marketing organiza-
tion also ties the efforts to customers, analysts and
opportunities to leverage sustainability for brand
development. To build sustainability expertise
across the organization, Dell uses a hub-and-
spoke model. A small core team works with
subject-matter experts across the company to
collect data and generate insights about what cus-
tomers are seeking.

Kimberly-Clark uses a bottom-up/top-down
approach and matrix structure to drive its sustain-
ability efforts. The company’s CEO meets with his
leadership team and the head of sustainability to set
five-year goals and a vision for efforts beyond. The
planning work then cascades through the organiza-
tion for vetting and input. “But then each line
executive owns the goals,” Falk says. “We develop a
quarterly scorecard so that my leadership team and
every business unit leader can see where they stand.
Sustainability goals are as important as any others
on their lists.”

Scorecards, key performance indicators (KPIs)
and other metrics are a mainstay of how many Sus-
tainability-Driven Innovators make sure their efforts
come to fruition and achieve the desired impact.

Timberland, for example, is currently developing a
new set of sustainability KPIs that will be tightly
linked to financial performance. AT&T invested in
back-end systems to collect the data needed to evalu-
ateits efforts. At AT&T, facilities are graded A through
F and the scorecard data is shared broadly through-
out the organization. “Visibility into the data drives
behavior,” says John Schulz, director of sustainability
operations. “Managers want to do well among their
peers, and progress on sustainability is linked to their
annual performance reviews.”

Most Sustainability-Driven Innovators don’t
tend to march to the beat of their own drummers.
They are not married to one-size-fits-all or other
prescribed approaches. Instead, they generate profit
by changing the way they address their markets and
operating models. Sustainability is a strategic man-
date that Sustainability-Driven Innovators support
through providing leadership from the top and by
integrating sustainability into the organization.

Section i
The Business Case Effect

clear business case is vital to generat-
ing profit from sustainability. It
defines how a given innovation will
add business value: companies that
profit from sustainability are almost 200% more
likely to develop sustainability business cases. The
business case is often integral to the company’s

CLEAR BUSINESS
CASE IS VITAL
About three times as
many respondents
who said that sus-
tainability added
profit had a business
case for sustainabil-
ity. That's been
consistent over the

past 3 years of our
overall strategy. “Making the sustainability strat- survey.
200%
increase
, \

Percent saying 20%
sustainability 60%

added profit °

Is there a

business case for Yes No

sustainability?
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egy part of the global business planning process
really turned things around for us,” says Peggy
Ward, director of the enterprise sustainability
strategy team at Kimberly-Clark. “We were able to
demonstrate the competitive advantage that sus-
tainability could provide.”

Retailer Marks & Spencer is a prime example
of the business case in action. In 2007, the com-
pany announced its Plan A, which included 100
sustainability commitments over a five-year time
frame. The company extended this in 2010 to 180
commitments to achieve by 2015 to become the
world’s most sustainable major retailer. The plan
has seven pillars that address customer involve-
ment, climate change, waste, natural resources,
becoming a fair partner, health and the company
culture. The company’s achievements include
becoming carbon neutral, giving customers the
opportunity to give back by donating clothes, and
integrating sustainability into its financial per-
formance and reviews. The company reports that
the plan has delivered $296 million in economic
benefits.*

Often, successful business cases mesh with a
company’s business culture. Former Campbell
Soup CEO Conant, for example, argues that many
food companies have a “reap what you sow” mental-
ity. He points out that the industry is heavily
represented on surveys of the most socially respon-
sible U.S. companies. For Dell, sustainability
bolsters the company’s focus on efficiencies. “Dell
abhors waste,” says Dell’s Pflueger. “Any inefficiency
— whether it’s excessive days of inventory or energy
waste — is something the company will want to ad-
dress. Our approach to sustainability fits the
company culture.”

The Hard-Nosed Numbers

Business cases for sustainability often focus on the
numbers. Sprint, for example, invests in making its
phones very easy to take apart. That investment al-
lows them to recycle waste and refurbish phones for
more price-sensitive markets. Sprint CEO Dan
Hesse also underscores that Sprint’s hurdle rates for
sustainability projects aren’t necessarily as stringent
as they are for other opportunities. Solar panels, for
example, might have a longer payback period than

10 MIT SLOAN MANAGEMENT REVIEW ¢ THE BOSTON CONSULTING GROUP

SPECIAL REPORT THE INNOVATION BOTTOM LINE

other investments, but still make sense. “You always
create a business case,” he says. “But you may need
to use criteria with a longer time horizon. But as
long as the return is positive, you can do it knowing
it’s in shareholder interests.”

Intel also scrutinizes the numbers behind its sus-
tainability activities, and its corporate finance unit
has been charged with helping quantify the impact
of sustainability efforts across the board. “Some of it
is easy,” says Suzanne Fallender, director of CSR
(corporate social responsibility) strategy and com-
munications. “Since 2001, for example, we have
invested more than $45 million in 1,500 projects.
We can quantify what we have saved in energy —
about $23 million in annual costs.”

Timberland leverages industry standards to
tightly tie sustainability efforts to the bottom line.
The company developed its own “nutrition label,”
which it calls its Green Index. The index measures
the climate impact, chemicals used and resources
consumed by the manufacture of a footwear prod-
uct. With the index, Timberland compares a
product’s score to its profit margin. “I can find out if
shoes with higher environmental impact are better
or worse for margin,” says Betsy Blaisdell, senior
manager of environmental stewardship. “They may
be more expensive to produce, but generate better
margins.”

Although Sustainability-Driven Innovators
focus on the numbers, many try not to let them
stand in the way of ideas that may be difficult to
measure but, nonetheless, have an inherent strategic
logic. Sprint’s Hesse points out that a number of
sustainability activities build intangible value for
the brand. The value of achieving high positions on
global sustainability rankings, for example, is diffi-
cult to pin numbers to. However, he realizes that a
teenager today will be a consumer tomorrow, possi-
bly with high disposable income. Sustainability will
be an important element of the brand to that gen-
eration. “It’s difficult to say how many subscribers
those rankings will add,” he says. “You have to make
some reasonable assumptions.”

Intel also makes general assumptions for some
of its sustainability initiatives. Fallender points out
that Intel is one of the largest purchasers of green
power in the United States. The company knows it is



currently paying a premium for renewable energy.
But it also believes that spurring demand will help
bring down renewable energy costs in the future.
“Just because you can’t always measure and mone-
tize a sustainability activity doesn’t mean you can’t
see the strategic value it creates,” she says.

Section IV
Customer and Stakeholder Effects

or Sustainability-Driven Innovators, cus-

tomers are at the center. These companies

are 80% more likely to increase collabora-

tion with customers as a result of
sustainability than are companies that did not
change their business model. They are also much
more likely to collaborate with competitors, suppli-
ers and across their own business units.

AT&T, for example, has consumer advisory pan-
els that include both end users and businesses. The
panels’ goal is to understand customer decision-
making processes and then determine the best way
to communicate the company’s sustainability val-
ues. Like many other companies, AT&T realizes that
customers are moving targets and their competitors
are also aiming at them. As Michael Bremans at
Ecover puts it: “All your activities need to be cen-
tered on customer expectations. Even without
legislation and regulation, consumers are looking
for sustainable lifestyles and the demand is going to
grow faster and faster.”

Governments and political organizations do
play a key role, but not as a source of pressure. Sus-
tainability-Driven Innovators pull them into the
fold to build expertise and help solve sustainability
related issues.” “NGOs are an important resource,”
says Bremans. “They are an excellent source of in-
formation about how the market might react to a
particular innovation.”

Kimberly-Clark formed an outside advisory
board five years ago to bring fresh thinking to its
sustainability efforts. “We were really inwardly
focused,” said Falk, the CEO. “We had been eating
our own cooking for a long time and thought we
had all the answers.” Today, the company has ongo-
ing dialogues with Greenpeace, the World Wildlife

Portrait of a Sustainability-Driven
Innovator — Greif

The sustainability story at Greif, a leading manufacturer of industrial packaging,
illustrates the importance of business-model innovation and several other hall-
marks of Sustainability-Driven Innovators.

Scott Griffin is chief sustainability officer at Greif, a 135-year-old global indus-
trial packaging company with net sales of $4.2 billion in 2011. Griffin says there
are four keys to Greif's sustainability agenda. One is top management attention
to sustainability. “One reason sustainability works here at Greif is high-level,
strong executive commitment,” says Griffin. Unlike many chief sustainability
officers, Griffin reports directly to the CEO and is a member of the company’s
executive strategy team.

Another key to Greif's sustainability approach is collaboration. Greif collabo-
rates increasingly with customers and nongovernmental organizations on
sustainability-related issues. These collaborations have helped the company not
only establish sustainability-related goals, such as reductions in greenhouse gas
emissions, but have also provided new opportunities for customer engagement
and the development of new corporate capabilities.

Collaboration with customers ties into the third element of Greif's sustain-
ability program: business-model innovation. For instance, Greif worked with
customers to analyze the life cycle of several of its products. The collaboration
identified new business opportunities connected with reconditioning and ex-
tending the life of a major product line, steel and plastic drums. Greif now owns
the largest industrial packaging reconditioner, EarthMinded Life Cycle Services.

New internal organizational structures are the fourth key to Greif's sustain-
ability agenda. Greif created a global energy team composed of business unit
representatives in charge of achieving multiyear sustainability goals connected
with energy reduction goals. In 2011, the global energy team helped cut Greif's
greenhouse gas emissions per unit of production by 10% from 2008 levels.
Greif now has similar teams for sustainability goals connected with energy,
waste and water.

Foundation and other NGOs. It is also working
with suppliers to help them reduce waste and make
progress with other sustainability goals.

Nestlé has brought together customers, advisors
and competitors to develop what it calls “pre-com-
petitive” practices. Ten years ago, for example, the
company reached out to Danone and Unilever to
help develop sustainable agriculture approaches.
“We were like the oil and gas industry,” says Nestlé’s
Johr. “A lot of what we did was having a negative im-
pact. Instead of each of us working on our own, we
decided to work together to figure out principles,
practices and procedures.”

Timberland’s Green Index spurred the creation
of the Higg Index, an industrywide coalition to

measure the environmental and social impact of

apparel products. According to Blaisdell, suppliers
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were frequently saying they had “green” products,
but there was no way to assess the claims or measure
them against other products. The Green Index pro-
vides that baseline. To develop it, Timberland
worked with academics and retail customers.®

Investors remain a challenging stakeholder
group. There are investment firms that focus on
sustainability, and a growing campus movement in
the United States is urging their colleges to divest
investments in companies that don’t meet environ-
mental muster. Nonetheless, sustainability does not
necessarily appeal to short-term investors. “They
can have a big effect on share prices, because they
trade regularly,” says Sprint CEO Dan Hesse. “Their
time horizon is shorter than the payback period of
most green investments.”

Section V

Hitting the Sustainability
Bull's-Eye

he trends are clear, and the stakes are

high. Climate change, demographic

shifts and population growth are increas-

ing the sustainability demands placed on
businesses. Our research has found that companies
need not see these demands as a cost burden nor re-
spond to them with tweaks to their businesses or
“greenwashing.” Sustainability is both a business ne-
cessity and an opportunity, what PepsiCo’s Dan Bena
calls the sustainability bull’s-eye. Even moderate
changes to company business models can reap sig-
nificant financial rewards.

Five Practices

Our study found that many companies are generat-
ing profits from sustainability. To do so, they are
following these five practices:

1. Be prepared to change business models. Busi-
ness-model innovation is a key indicator of whether a
company will profit from its sustainability activities.
Since business-model innovations can involve signifi-
cant corporate change, organizations should address
the need for and the speed of that change. Setting
multiyear sustainability goals that matter needs con-
sistent top management attention, especially if
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achieving the goals requires adding new capabilities
and changing elements of the business model.

2. Lead from the top, and integrate the effort.
Although the momentum for sustainability efforts is
often bottom-up, Sustainability-Driven Innovators
lead it from the top. Executives make sure goals are set
and tied to strategy. Steering committees and other
coordinating groups ensure that knowledge is shared
and that good ideas move systematically from pilot to
rollout. Sustainability should never be a stand-alone
effort. It needs to be integrated into the business and
its operations with clear accountabilities.

3. Measure and track sustainability goals and
performance. As the adage says: “If you can’t mea-
sure it, you can’t manage it.” Sustainability-Driven
Innovators use scorecards, KPIs and other inte-
grated reporting tools that track performance
against goals. These measures give a clear signal that
top management takes the effort seriously. In many
cases, sustainability results are a key element of per-
formance reviews and compensation.

4. Understand how customers think about sus-
tainability and what they are willing to pay for in
connection with sustainable products or services.
Customers aren’t always willing to pay more for a
“green” product or service.” It is important to deter-
mine whether they are. In North America, LEED
certified buildings have been definitively shown to
command price premiums in the real estate market.
In some parts of the world, especially Europe, con-
sumers will pay a premium for environmentally
sound products. But this approach only scratches
the surface of sustainability opportunities. As is the
case with Dell and Kimberly-Clark, sustainability
can help target and address a broad range of market
and customer needs.

5. Collaborate with individuals, customers,
businesses and groups beyond the boundaries of
the organization. Many companies are forming
outside advisory groups to help frame their sustain-
ability agenda. This process is an opportunity to get
closer to customers, who can be a useful resource
for identifying appropriate members. NGOs have
become much more constructive in their corporate
engagements and can help your company identify
credible, meaningful and feasible sustainability ob-

jectives that lack the appearance of “greenwashing.”



Consider participating in or helping create an in-
dustry group to give your business an opportunity
to shape what “doing good” means in your market.
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About the
Research

For the fourth year, MIT
Sloan Management
Review, in partnership
with the Boston Consult-
ing Group, conducted a
global survey, to which
more than 4,000 execu-
tives and managers
responded. The analysis in
this report is based on a
smaller subsample of
2,600 respondents from
commercial enterprises,
with respondents from
academic, governmental
and nonprofit organiza-
tions excluded. The
respondents’ organiza-
tions are based around the
world, and a wide variety
of industries are repre-
sented. The sample was
drawn from a number of
sources, including MIT
alumni, MIT Sloan Man-
agement Review
subscribers, BCG clients
and other interested
parties.

In addition to these
survey results, we inter-
viewed practitioners and
experts from a number of
industries and disciplines
to understand the practi-
cal issues facing
organizations today. Their
insights contributed to a
richer understanding of
the data and provided ex-
amples and case studies
to illustrate our findings.

As a matter of termi-
nology, we used
“sustainability” to cover
environmental, economic
and societal topics.
Respondents had a simi-
lar view. We asked
respondents, “What
factors does your organi-
zation consider as part
of sustainability?” and
asked them to choose
all that applied from a list
of options. A clear major-
ity selected economic
sustainability (63%).
Environmental and
corporate social respon-
sibility issues, increased
emphasis on long-term
perspective and em-
ployee health and
well-being were in
the next tier.

The Survey:
Questions and
Responses

1: Of the following, which are the primary business challenges facing your
organization over the next two years? (Please indicate top 3 in order of
significance, with 1 indicating the most significant.)

Innovating to achieve competitive differentiation
48%

Reducing costs and increasing efficiencies
46%

Growing revenue
45%

Attracting, retaining and motivating talented people
39%

Profitably acquiring and retaining customers
31%

Increasing operating speed and adaptability
25%

Responding effectively to disruption of our business model
20%

Responding effectively to threats and opportunities of sustainability
17%

Responding effectively to threats and opportunities of globalization
15%

2: Which of the following does your organization associate with sustainability?
(Please choose all that apply.)

Economic sustainability of the organization
63%

Environmental issues
62%

Corporate social responsibility issues
61%

Increased emphasis on long-term perspective
53%

Employee health and well-being
52%

Customer health and well-being
35%

Safety issues
35%

None of these
1%
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3: Which sustainability trend(s) do you see as most critical for your company over

the next 3 years? (Please indicate the top 3 in order of significance, with 1 indicating

the most significant.)

Energy scarcity and energy price volatility

Waste and waste management

Scarcity of and limited access to raw materials 6: What factors have led to changes in your business model? (Please choose all

that apply.) (Only those who answered "Yes" on Question 4 are considered)

Climate change Customers prefer sustainable products/services

Water scarcity

Resource scarcity

Food security challenge Competitors increasing commitment to sustainability

Legislative/political pressure

Owners’ demands for broader value creation

4: Has your organization's business model changed
as a result of sustainability?

Customers willing to pay a premium for sustainable offering

Yes

10%

| do not know

5: What elements of the business model has your company changed in connection
with sustainability? (Please choose all that apply.)

Product/service offering

Stricter requirements from partners along the value chain

Competing for new talent

Maintaining "license to operate"

Meeting demands of existing employees

None of the above

Value chain processes

Organizational structure

Cost model

Target segments

Revenue model

Sy o]
[ Average of respondents
No business model change with changed business model
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7: If you are facing resource scarcity issues, which of the following methods
are you using to deal with them? (Please choose all that apply.)

Improved efficiency of physical processes

Research into new technologies

Material substitution

Reduction of costs not related to commodity prices

Internal recycling of process material

10: Where do you see profit from sustainability? (Please choose all that apply.)

Changes to pricing strategy Innovation advantage - identifying better solutions early

Financial risk management Intangible benefits

Improved internal communication Cost advantage with their sustainability efforts

Resource scarcity issues do not apply to my organization Price premium for their sustainability positioning

Upstream integration Outsized market share for their sustainability positioning

Don't know
11: Why do you see sustainability as subtracting from profit?
(Please choose all that apply.)

8: Is pursuing sustainability-related strategies Higher operational costs

necessary to be competitive?

. Increased administrative costs
No, but will

be inthe
3% future Insufficient economic incentives

N

Do not know

There are no revenues from sustainability for our company

Limited market size

Pure philanthropic investments

9: In general, how do you believe your organization's
sustainability-related actions/decisions have affected
its profitability?

Do not know

Neither added
to nor
subtracted
from profit

Added
to profit

Do not Subtracted
know* from profit

*Including "My organization does not engage in sustainability-
related activities" (2010)
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12 : What are the greatest benefits to your organization in addressing

sustainability? (Please choose up to three reasons.)

Improved brand reputation

Better innovation of product/service offerings

Improved perception of how well company is managed

Increased competitive advantage

Reduced costs due to energy efficiency

Reduced costs due to materials or waste efficiencies

Better innovation of business models and processes

Improved regulatory compliance

Increased margins or market share

Access to new markets

Enhanced stakeholder/investor relations

Improved ability to attract and retain top talent

Reduced risk

There are no benefits

Increased employee productivity

13: Overall, has your organization developed a clear
business case or proven value proposition for addressing
sustainability?

Have tried to, but
too difficult to

Yes develop

15%

No
Unsure

14: What are the most significant obstacles in your organization to evaluating
the business case for sustainability-related strategies? (Please choose all that apply.)

Difficulty quantifying intangible effects

Competing priorities

Difficulty capturing comprehensive metrics

Lack of model/framework

Difficulty predicting customer response

Difficulty quantifying sustainability-related risks chain

Lack of individual financial incentives

Opposition from executives or influential individuals

Uncertainty about future carbon pricing

15: How has your organization's commitment to
sustainability—in terms of management attention and
investment—changed in the past year?

Business as usual /
No changes

29%
Significantly /
somewhat w Significantly /
increased o somewhat

® decreased

Do not
know
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16: How do you expect your organization's commitment 19: Which stakeholder groups are driving the sustainability agenda
to sustainability—in terms of management attention of your company today? (Please choose all that apply.)

and investment—to change in the year ahead? .
Senior management

Busingss as o
usual / No Customers
" changes .
Willincrease 24% g
significantly / Governments/policy makers/regulators
somewhat %  Will decrease S
% significantly /
somewhat Employees
Do not .-
know

Investors, shareholders and/or capital providers

Competitors chain

17: To the best of your knowledge, which of the
following best describes the status of sustainability on Industry associations
the agenda of your organization's top management?

Already a Local communities affected by operations along the supply chain
permanent fixture e

Olmeaﬂgigda and core strategic )
F:Jut ot coer 39% consideration Suppliers g

Temporarily on NGOs

o theagenda, bt w
0
not core
Do notknow — Never None of the above

Excluded from the considered for
_ agenda, because the agenda Contractors
viewed as a passing fad

18: Regarding sustainability in your organization, does your organization have...
(Please choose all that apply.)

Strong CEO commitment to sustainability

Clear communication of responsibility of sustainability

Company/operational KPlIs related to sustainability

Separate sustainability reporting

An executive-level steering group

A separate function for sustainability

Responsible person for sustainability per business unit

Personal KPlIs related to sustainability

Link between sustainability performance and financial incentives

A chief sustainability officer (CSO
ty ( ) Sum of respondents answering "Yes" and
"Used to have but now embedded in our organization"
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20: Has sustainability caused your company to increase its collaboration with
any of the following? (Please choose all that apply.)

Customers

Suppliers

Governments/policy makers

Industry associations

Internal business units across functions

Local communities affected by operations along the supply chain

Internal business units across geographies

Contractors

NGOs

None of the above

Competitors

21: How does your company communicate its sustainability efforts and
commitments? (Please choose all that apply.)

No special sustainability communication

Integrated in annual report

Corporate Social Responsibility report

Sustainability report

Dedicated website or section on company website

Integrated into all internal communication chains

Investor communication

Social media platforms

External conferences/stands/roundtables

Integrated into all external communication

Participation in sustainability rankings/indexes
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