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CHAPTER 6

Business and Industry:
Transitioning to
Sustainability
Ira Robert Feldman

A stubborn resistance to sustainability thinking persisted in the U.S. private sector
throughout the 1990s. As the World Summit on Sustainable Development (WSSD)
approached in 2002, William Thomas noted that the extent to which businesses would
trandate sustainability concepts into practical measures and execute them was unclear.
“[SJome leading American companies are among those pioneers working on the
sustainability frontier. But the journey isin its early stages and the U.S. business community
is by and large till formulating a case for, and a plan of action concerning, sustainable
development.”?

While businesses were visible at WSSD, particularly in championing partnerships
through Business Action for Sustainable Development (BASD),? that initiative did not
immediately affect the course of business activities in the United States. Instead, it appeared
that government might act first, as early in the George W. Bush Administration certain key
appointees at the U.S. Environmental Protection Agency (EPA) and the Council on
Environmental Quality (CEQ) were known to favor sustainability-oriented policy and
regulatory structures.* While several leading companies --- notably DuPont, IBM, Interface,
and Genencor® --- were already implementing their sustainability visions, and several states
had embraced sustainability through executive orders, progress in the United States for much
of the first half of the decade remained episodic at best. A promising opportunity to embrace
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sustainability had been missed post-WSSD, and, as informed by the history of Love Canal
and OPEC oil shortages, many feared that it would take a crisis to catalyze change.

Thus, athough General Electric, Wal-Mart, and Goldman Sachs announced
pathbreaking environmental policies in 2005, the more recent accelerated pace of change
caught many by surprise. Indeed, we may look back at 2007 as the year that represented a
tipping point for sustainable business practices in the United States: “[t]he greening of
business has gone from movement to market as companies understand there [are]
opportunities for improving the bottom line and creating new business value.”® For what
many have termed “sustainable business practices’ or “triple bottom line” thinking, and
others have addressed under the rubric of “corporate social responsibility” (CSR), and, more
recently, what the financial sectors have termed “Environment, Social and Governance’
(ESG) standards, there has been a game-changing convergence, not yet fully appreciated due
to the breadth and divergence of the spheres and disciplines involved.

Although no single cause fully explains the shift we are seeing, acceptance of the
real threat posed by climate change has had the greatest impact on the mindset of U.S.
business. Understanding that “business as usual” is an untenable long-term strategy in the
face of overwhelming scientific evidence, some businesses are responding to climate change
by identifying the opportunities it presents, perhaps “ one of the greatest investment, business
and job creation opportunities of this generation . . . from carbon trading to renewable and
cleaner energy generation and energy efficiency.”” Another indication of a change in
approach by business leaders was the formation in 2007 of a coalition that took the lead in
urging President Bush to support a cap-and-trade system.? It remains to be seen, however,
whether climate change will come to be understood and addressed by business and industry
as the quintessential sustainability issue of our time.

This chapter provides the context for the ongoing transition to sustainability by
business and industry in the United States. It identifies four key trends---multi-stakeholder
partnerships, voluntary reporting, private regulation, and the role of the financial sector---
that are significant for business in the transition to sustainability. The chapter also provides
three brief illustrative case studies, dealing with Wal-Mart’ s sustainability program, General
Electric’s Ecomagination initiative, and Coca Cola's Global Water Stewardship program. It
concludes with a set of recommendations for businesses seeking to gain advantage from the
key challenges ahead.
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WHAT DOES SUSTAINABILITY MEAN
FOR BUSINESS? WHY ISIT IMPORTANT
IN THE UNITED STATES?

While a transition to sustainability is already in progress, albeit at an early stage in
the U.S. market, the business community is still far from consensus on the meaning of
sustainability and corporate socia responsibility (terms now often used interchangeably).
There is clearly increasing momentum for both among the leading companies in the United
States, albeit with different variations and formulations. There are signs of a broader
acceptance and deeper entrenchment of sustainable business practices,® with sustainability
reporting on the rise and the launch of severa sectorwide sustainability initiatives in the
United Statesin 2007.%

A survey™ in 2006 polled the predominantly North American member companies of
the Global Environmental Management Initiative (GEMI) and Business for Social
Responsibility (BSR), two business associations that emphasize the importance of
sustainability for business success. A number of companies noted that sustainability is
increasing in business importance in such areas as product design, procurement, and
collaboration with external stakeholders. Respondents noted increasing alignment between
CSR efforts and business strategy, including 68 percent who believed that sustainability was
“tied to company’s business success’ and 94 percent who were highly confident that CSR’s
impact on business strategy would increase.

Several recent books by U.S.-based practitioners, scholars, and other thought leaders
have presented sophisticated articulations of the business case for sustainability and
examples of recent experience from leading companies.* Further indication of progress is
provided by reports and studies intended for use by the business community such as those
issued by U.S.-based GEMI and BSR, and, with a more international perspective, from the
World Business Council for Sustainable Development (WBCSD) and the Prince of Wales
Business and Environment Program.® Especially influential in the U.S. market are the
conferences and sustainability-related activities led by The Conference Board™ and the
World Environment Center (WEC)." In the climate change arena, leading businesses have
participated in the Business Environmental Leadership Council (BELC) of the Pew Center
for Global Climate Change.®

On the negative side of the ledger, influential voices from many quarters still deride
or dismiss sustainability and CSR on a dishearteningly regular basis. In a Foreign Affairs
article David Victor argues that sustainability has lost its origina meaning and scoffs at the
“cocktail party version” of sustainable development that “gleams with promises of harmony
and globalism.”*" Sustainability is mocked as “the interconnection of everything,” “wooly
thinking,” and “a compass [that] . . . swingsin all directions,”*® and Victor asserts that it will
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have practical relevance only if it can accommodate local preferences and capabilities. The
notion of CSR is regularly confused with corporate philanthropy, especially in The
Economist,”® or when viewed as a threat to the Milton Friedman “shareholders first”
orthodoxy. Others assert that “non-strategic’ CSR is “partly to blame for meaningless
voluntary codes that define the private regulatory sphere . . . [,] business behavior that is at
direct odds with short-and (reasonably) long-term profit maximization.”?

For many organizations, it is still the norm to address areas such as environmental
management, governance, human rights, and labor---all relevant to sustainable business
practices or CSR---as separate issues stovepiped under different departments, rather than
managing them as a cross-functional or synergistic sustainability bundle. Particularly for
experienced environmental professionals in the United States, weaned on regulatory
compliance for a generation, sustainability can be adifficult concept to grasp. Environmental
sustainability can be seen as “the evolution of industry practices such as pollution
prevention, environmental stewardship, and design for environment, that aim to reduce
pollution costs through process improvements”® Thus, for many organizations,
sustainability is limited to the environmental dimension, rather than the more robust triple
bottom line conception of sustainability. Unfortunately, the implementation of an
environmental management system, or participation in one or more voluntary programs, is
often conflated with sustainability. Such strategic environmental management efforts may
indeed be laudable attempts to move “beyond compliance,” but should not be equated with
sustainability.”

The drivers for sustainability are more complex than simple avoidance of
government regulation. According to Jennifer Howard-Grenville, “drivers for change on the
issue are coming from a broader set of social interests, not smply from the traditional
regulatory and economic drivers that have strongly influenced environmental or labor
practices in the past.”® Sustainability creates opportunities for companies to gain
competitive advantage by addressing changing stakeholder expectations with new
technologies, products and services. According to Deloitte LLP, a consulting and financial
services firm, companies require “fundamental business model innovations’ to gain from
sustainability opportunities, including “innovating products and services with a broader life-
cycleview” and “leveraging non-traditional collaborations.”*

But is it possible even to define the “sustainable” or “responsible” company? In a
recent speech, Achim Steiner, head of the U.N. Environment Programme, listed these
hallmarks of sustainable business practice:

e Redefine company vision, policies and strategies to include the triple bottom
line of sustainable development;

o Develop sustainability targets and indicators (economic, environmental, social);

e Establish a sustainable production and consumption program with clear
performance objectives that take the organization beyond compliance in the
long-term;



Business and Industry: Transitioning to Sustainability

e Work with suppliers to improve environmental performance, extending
responsibility up the product chain and down the supply chain;

e Adopt voluntary charters, codes of conduct or practice internally as well as
through sectoral and international initiatives to confirm acceptable behavior and
performance;

e Measure, track, and communicate progress in incorporating sustainability
principles into business practices, including reporting against indicators as found
in the Global Reporting Initiative (GRI) Guidelines.®

Some would claim that these indicia are merely superficial add-ons, and hardly
represent the transformational changes needed to move business to the sustainability level.
That may be so, but it is genuine progress when the leading edge recognizes these actions as
appropriate initial stepsin alonger transition to sustainability.

PROGRESS TOWARD SUSTAINABILITY
SINCE JOHANNESBURG: FOUR TRENDS

To further illustrate progress in the U.S. market, since 2002 and going forward, this
section describes four significant trends affecting sustainable business practices: multi-
stakeholder partnerships, voluntary reporting, private regulation, and financial sector
engagement.

Multi-Sakeholder Partnerships

In 2002, as the WSSD approached, William Thomas noted the importance of
partnerships: “For most companies, the journey toward sustainability will also require
changes in the nature of relationships with governments, communities, and environmental
groups.. . . [] including the use of partnerships and alliances. . . .”* More recently, Wal-Mart
has learned that “[p]roductive partnerships can include supply and value chain partners, non-
government organizations and academics with requisite expertise as well as government
policy makers and scientists. Such partnerships can provide insight as well as key resources
to deliver sustainable value solutions.”*

The introduction of multi-stakeholder “type Il partnerships’® at the WSSD in 2002,
a departure from government-only outcomes, provided businesses and corporations with new
impetus to operationalize sustainability and advance the goals of Rio's Agenda 21. At the
11th meeting of the U.N. Commission on Sustainable Development (CSD) held in 2003,
reporting guidelines for these partnerships were established. As of February 24, 2006, “[a]
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total of 319 partnerships had been registered with the Commission secretariat,” of which “61
partnerships [had] reported updates on their activities.”® However, “while reporting was
encouraged, it is still voluntary.”®

More generally, collaboration through partnerships enables corporations to tailor
“strategic, goal-oriented action plans’ to each “company’s characteristics and core
competencies,” thereby enabling “innovative applications of these competencies’ that fit the
company’ s sustainability goals.®" Corporate collaborative partnerships present opportunities
for corporations to address their impacts and foster mutual gain relationships with local
communities through “ new relationship[s] between private capital and the public interest.”*

One such partnership is reporting “real, tangible development benefits to the local
communities including increased access to resources, such as health, education, water and
sanitation; poverty mitigation; and the development of human capital and community
empowerment.” * Elsewhere, the very real benefits to partnering corporations include “the
securing of an informal social ‘license to operate’; the reduction of dependency of the local
communities; the sharing of costs; the winning of new contracts based on past performance;
and the improvement of existing performance (financia or otherwise).”*

The widened perspective that partnerships provide can help bring legitimacy,
verification, and accountability to a corporation’s sustainability initiatives. But these
characteristics can be weakened by partnerships nature as voluntary, decentralized, and self-
regulating,® attributable in part from weak transparency mechanisms, stemming from
“unclear guidelines and a lack of mandatory reporting requirements.”* Therefore, the United
Nations risks conferring legitimacy without accountability for WSSD partnerships.’

Finaly, “[t]he performance of these collaborative initiatives depends on how well
they make decisions and on their legitimacy to key stakeholders,” says Simon Zadek, of
AccountAbility, which “in turn depends on their governance and accountability structures,
processes and norms.”® Ideally, businesses and corporations would support such
collaborative cooperation when they are invested in the partnership, implement outcomes
and decisions, and face reputational risk.*

Voluntary Reporting

Voluntary sustainability reporting, also styled as “CSR” or “citizenship” reports,
allows businesses to evaluate their social and environmental consequences and communicate
information to the public for review and scrutiny. The reports, especially those based on the
Globa Reporting Initiative (GRI), which released its revised G3 guideline in 2006, are
proving a popular option for enhanced transparency and accountability. According to the
Socia Investment Research Analysts Network (SIRAN) and KLD Research & Analytics, 49
of the 100 U.S. companies in the S&P100 Index now disclose information beyond the
financial, including environmental, social, and governance issues. Moreover, 38 companies
in the S&P 100 Index are using the GRI’s Sustainability Reporting Guidelines.*
Sustainability reporting may be, for now, “the tail wagging the dog” of corporate
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sustainability because this is often the only sustainability-oriented effort in place at many
organizations. This is not necessarily a criticism. Preparing a sustainability report can be a
useful entry point---if it leads to the development of metrics to be used in decision making
and in managing identified risks.* With or without a public report, the GRI reporting
framework can be a useful tool for driving organizational performance through internal

reporting.

Private Regulation

Many American and European businesses have adopted voluntary standards for
labor conditions, environmental practices, and human rights; these are often institutionalized
in corporate and industry codes, multi-stakeholder initiatives, and private standard-setting
bodies, often with reporting and monitoring requirements.”” Private regulation, or “civil
regulation” as it is described by David Vogel, attempts to fill the governance gap between
the law and the market. It represents a dimension of what political scientists have
characterized as the global privatization of regulation through increased reliance on market-
based strategies and nongovernmental regulatory mechanisms.*®

In one defined subset of private regulation, which Benjamin Cashore labels as “non-
state, market driven” (NSMD) governance systems, “rulemaking clout does not come from
traditional Westphalian state-centered sovereign authority, but rather from companies along
the market’s supply chain, who make their own individual evaluations as to whether to
comply to therules. . . of these private governance systems.”* Thus, these programs appear
to work because they generate potential compliance incentives (or disincentives) along
supply chains, through price premiums, market access, or the prevention of negative boycott
campaigns.”

The forest sector arguably presents the foremost example of an international NSMD
governance system, with the emergence of the Forest Stewardship Council (FSC) and its
competitors addressing standards for and certification of sustainable forestry.*® Indeed, the
FSC program is using private-sector certification programs to force sustainable forest
management standards upward. “FSC competitors, like the Sustainable Forestry Initiative
championed by the AF&PA [American Forest & Paper Association] in the United States,
initially took a different NSMD stance, in which business interests strongly shape rule
making, while other non-governmental and governmental organizations act in advisory
capacities.”*” At present, the FSC and its competitors coexist, but it is too soon to tell
whether the result will be the “privatizing up” of sustainable forestry standards or a watering
down of the FSC model.*®

Similar certification programs are expanding to address some critically important
issues, including fisheries depletion, food production, mining, inhumane working conditions
(such as apparel industry sweatshop practices), human rights abuses, and sustainable
tourism.*® As these governance systems emerge in such sectors as food, coffee, tourism, and
fisheries,® “[t]heir potential impact is far from trivial---if completely successful, current
efforts alone would govern 20 percent of products traded globally.”*
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Financial Sector

The growing acceptance of sustainability by the financial sector has become a major
driver since 2002. Socialy Responsible Investment (SRI) was a well-established but niche
market in 2002. By the close of 2007, however, sustainability policies reached the Wall
Street mainstream,®® with such aleading player as Goldman Sachs articulating sustainability-
based, sector-specific methodologies to outperform the market.

Many actors on Wall Street now recognize that opportunity always accompanies
risk. Independent rating agencies such as Innovest and KLD have developed risk profiles of
multinational corporations based on the carbon content of their products (among other
factors), causing a slow movement of public and private investments from bad to good
environmental corporate actors.> Reinsurers, with Swiss Re taki ng the lead, have seen that
climate changeis real, with inevitable, dramatic impacts upon their business model.*®

The leveraged buyout in 2007 of TXU, the largest power utility in Texas, also sheds
light on the evolving role of the capital markets and their influence on sustainability thinking
among U.S. businesses. Private equity groups, as part of the leveraged buyout deal of TXU,
agreed to scrap plans for eight coal-burning power plants, invest $400 million in consumer-
side energy efficiency, build a pilot “clean-coa” plant, and increase aternate energy
investment. The Environmental Defense Fund greeted the transaction, which reshaped
TXU’s business and environmental strategy, as a “watershed moment in America’s fight
against global warming.”>®

PROGRESS TOWARD SUSTAINABILITY
SINCE JOHANNESBURG: THREE CASE
STUDIES

Wal-Mart

A meeting in Rogers, Arkansas, in October 2007 has already taken on legendary
proportions. Wal-Mart CEO Lee Scott summoned the CEOs of 250 suppliers and told them
Wal-Mart would be watching their carbon footprints®” The potential downstream
consequences are huge: With revenues greater than $350 billion, Wal-Mart’s action poses a
powerful threat, approximating a privatized EPA, but with coercive powers beyond that of
any government. “The EPA can levy a seven-figure fine; Wal-Mart can wipe out more than a
quarter of a business in one fell swoop.”*®
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Wal-Mart's initial announcement of its sustainability program, two years earlier in
October 2005, had surprised and created doubts among its critics. Wal-Mart was viewed as
an aggressive, sometimes “arrogant leviathan,” out of touch with progressive social and
environmental ideas.™ Yet the giant retailer set “audacious’ goals in three areas—--climate,
waste, and products:

1. 100 percent renewabl e energy;
2. Zero waste;
3. Sell products that sustain the resources and environment.®

As over 90 percent of Wal-Mart’s sustainability footprint isin its supply chain, Wal-
Mart's sustainability efforts focus sguarely on its extended value chain, including its
suppliers operations.”* The results can be staggering. For example, when Procter & Gamble
sells Wal-Mart its Charmin 6 Mega Roll with the same amount of toilet paper as a regular
24-roll pack, Wal-Mart can ship about 40 percent more units on their trucks. This eliminates
90 million cardboard rolls, 360,000 pounds of plastic wrapping, and 54,000 gallons of fuel
consumption.®

Wal-Mart readily concedes that its sustainability programs are a work in progress,
but states they are still growing. The company is till developing a system to track waste
through its supply chain, but has no accurate way to measure waste it may have already
eliminated.® “We make no claims of being a green company,” says CEO Scott, “We're not
saying we're better than anyone, we're not saying we're doing it right. What we're saying is
that we recognize an opportunity to make a differencein thisworld. . ., and it isworthwhile
to do.”®

General Electric

GE built on existing technologies and research to launch Ecomagination, its
corporatewide sustainability initiative, in May, 2005. CEO Jeffrey Immelt stated that GE
intends to “develop tomorrow’s solutions such as solar energy, hybrid locomotives, fuel
cells, lower-emission aircraft engines, lighter and stronger durable materials, efficient
lighting, and water purification technology.”® Ecomagination’s goal is both to offer “a
continuous stream of advancements to existing products’ and to “serve as a catalyst for
development of the next generation of ‘clean’ technologies.”®® GE committed to increasing
its investment in research in air pollution, energy consumption, and water quality from $900
million to $1.5 billion by 2010.°" In addition to doubling its annual cleaner technologies
research investment, GE also plansto

» Double revenues from Ecomagination clean tech products to $20 billion by
2010;

* Reduce absolute greenhouse gas emissions one percent by 2012 (a big goal
given GE's business growth projections) and improve energy efficiency by 30
percent in the same time frame;

«  Report publicly its progress in meeting these goals®
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GE has developed its own internal screening process to “certify” Ecomagination
products environmental benefits.®® To date the company has launched 45 new products and
technologies for customers that have produced $12 billion in revenue.” The GE initiative is
receiving mixed reviews, especialy from critics who note that GE continues to sell “dirty”
technology.” Others are more enthusiastic about Ecomagination, calling it “a bellwether in
the quest for sustainable enterprise” because it uses growth strategies to deal with social and
environmental issues.”

Coca-Cola

Asthe world' s largest bottler, Coca-Cola operates in over 200 countries. Coke views
its approach to corporate responsibility and sustainability (CRS) as “away to balance all of
the considerations that shape our decisions, weighing the possibility of growth today with
the promise of sustainability in the future”” Coca-Cola identified the social and
environmental issues of greatest concern to the business and its stakeholders as. health and
wellness, water stewardship; energy and climate change; sustainable packaging and
recycling; and diversity management and inclusion. These issues reflect Coca-Cola's
strategic priorities, and it is developing a three-year plan with performance targets for each.”

Coke has linked sustainability to its core business at the most fundamental level:
Without a reliable supply of water, the company cannot exist. Coke's Global Water
Stewardship, perhaps the most sophisticated of its kind, includes four components:

* Globa awareness and action;

* Plant performance;

e Support for community initiatives;
«  Watershed protection.”

The goal of global awareness and action is to maobilize the international corporation
to address water challenges. The goal of plant performance is to be the best in class in water
management. Coca-Cola has established standards for efficient water use and wastewater
management, and water usage has been reduced by 6 percent. Coca-Cola’'s community
initiatives to protect the environment and promote sustainability are consistent with the
company’s longstanding efforts to build relationships in communities where plants are
located and employ up to hundreds of local residents.”

Does this amount to a transformative strategy for Coca-Cola? CEO Brock says, “We

gtill have a long way to go to embed [corporate responsibility and sustainability] in our
business and are working hard to close the gaps.””’

10 -
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RECOMMENDATIONS FOR THE NEXT
DECADE

The recommendations that follow are directed to business leaders. Because the
discussion above is necessarily selective, these recommendations should not be seen as a
comprehensive “to do” list. There are many other significant sustainability-related issues for
business and industry, including the juxtaposition of globalization and “buy local” pressures,
the emergence of green consumerism, the increasingly important role of internationa
standards as an adjunct to regulation, the implications of retaining or eliminating perverse
subsidies, and the need for sizeable investment in breakthrough technologies. These
components of the multi-faceted sustainability dialogue will all need to be addressed going
forward.

1. Develop multi-stakeholder “partnerships’ within the framework of specific
commitments made under international law. Since the inception of type Il partnerships, it
was understood that “ partnerships would complement and work with global governance and
international environmental law, not replace them.”” However, Carl Bruch and Jay
Pendergrass suggest that integrating existing international law with partnerships will require
greater involvement of the United Nations and individual nations to instill a sense of
accountability and coordination, and to identify the extent to which these partnerships seek
to implement international agreements or achieve other sustainability goals as articulated, for
example, in Agenda 21. Greater partnership reporting is essential to (1) discuss
implementation plans and challenges, and partners’ contributions to a specific partnership,”
(2) identify partnership success and failure factors® and (3) provide some external
accountability, not through oversight but by giving the public data on the progress of the
partnership.

2. Embrace voluntary reporting on social and environmental effects or face
mandatory reporting. Government can “ingtigate, catalyze, and hold accountable corporate
social responsibility” reporting through a law.® In other countries, mandatory reporting is
taking hold; in the United States, the components of such an approach are already available,
including reporting guidelines such as GRI, and regulatory schemes such as the Sarbanes-
Oxley Act.* The use of a standard reporting guideline provides the substantive values and
indicators, while the regulatory nature of Sarbanes-Oxley opens management to external
values. Mandatory reporting requirements could be avoided by establishing an external
assurance mechanism to verify data and statements in voluntary reports.

3. Determine the limits of private regulation. According to Vogel, “[c]ivil and
government regulation both have a legitimate role to play in improving public welfare. The
former reflects the potential of the market for virtue; the latter recognizes its limits.”®
Private regulation is well established but is still maturing, and new certification programs are
emerging in various forms.® Of the various mechanisms moving into this governance gap,

1 -
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programs like the FSC potentially offer the most promise, beyond the “other non-state,
hybrid and voluntary initiatives with which they have been conflated”® because they provide
governance directly in markets, so long as they “contain purposeful social steering efforts.”®

4. Recognize that the financial sector will increasingly seek verifiable and
comparable ESG information from businesses. The financia sectors are aready
incorporating ESG factors into their methodologies, and these nonfinancial aspects will only
become more intimately woven into the operations of the capital markets. As Ross Gelbspan
points out, because individual companies tend to focus on “shorter-term concerns about
quarterly or annual [financial results],” it falls to financial institutions to ensure the health of
the capitalist system by taking the longer view driven by their own strategic needs.?’

5. Use widely-accepted and comparable performance metrics in the
implementation and recognition of sustainability and CSR initiatives. If sustainability
reporting is the tail wagging the dog, as suggested above, then the key to the more
sophisticated implementation strategies that will emerge over the next decade will be
metrics. Numerous attempts have been made to develop sustainability metrics and indicators,
not only at the organizational level but also for “sustainable communities’ at the national
level for use in domestic policy setting and at the international level to compare nations. Asa
significant stakeholder itself, business should engage in the development of metrics and
indicators at each level of scale. At the enterprise level, the myriad sustainability reports and
guestionnaires from the investment community and other stakeholders will generate a need
for greater comparability and transparency. If the disclosure rules of the U.S. Securities and
Exchange Commission, which are limited to environmental liabilities, do not escape a
decades’ old time warp and expand to cover the broader scope of sustainability, the financial
sectors will demand it. Moreover, it is not unreasonable to see currently distinct disclosure
activities--such as GRI reporting, Sarbanes Oxley requirements and SEC materiality
reporting---converging over time.

6. Understand how business can succeed in a carbon-constrained economy.
Companies that manage their risks based on climate change and respond to new
opportunities for profit will hold a competitive advantage over rivals in a carbon-constrained
future. According to Jonathan Lash and Fred Wellington of the World Resources Institute,
risks and opportunities include skill at hedging against physical climate risk, mitigating
regulatory costs, avoiding expensive litigation and other threats to corporate reputation,
managing climate risk in the supply chain, investing capital in low-carbon assets, and
innovating around new technology and product opportunities.®®
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CONCLUSION

Borrowing Al Gore's reference to climate change as an “inconvenient truth,” the
future can be seen in the light of “inconvenient sustainability truths’ expressed by three keen
observers of the transition to sustainability.

First, Simon Zadek's truth: “[M]any companies have decided that the sustainability
imperative is important, but they don’t yet know how to explait it . . . [;] smart strategies by
innovative companies have not yet fed through to market performance . . . [and . . . some
aspects of sustainability, desirable as they may be, simply have no business case [for current
markets].”®

Second, Tom Friedman’ s truth; “[G]reen has really gone Main Street---thanks to the
perfect storm created by 9/11, Hurricane Katrina and the Internet revolution. The first
flattened the twin towers, the second flattened New Orleans and the third flattened the global
economic playing field.” But “[w]e have not even begun to be serious about the costs, the
effort and the scale of change that will be required to shift our country, and eventually the
world, to alargely emissions-free infrastructure over the next 50 years.”

Third, Jonathon Porritt’s truth: “What counts as CSR today will soon be seen as the
palest imitation of genuinely sustainable [behavior and] . . . superficial add-on palliatives to
inherently unsustainable business models’ will not suffice.**

The greening revolution was indeed an important first step on the path to sustainable
enterprise.”? Today, corporations are being challenged to move beyond greening, first by
pursuing new potentially inherently clean technologies (e.g., renewable energy, biomaterials,
nanotechnology, wireless IT); and second, by extending the benefits of capitalism to the
entire human community of 6.5 billion people, rather than merely the 800 million at the top
of the economic pyramid.*

As the transition to sustainability continues, we will see increasing pressure to adopt
sustainability measures, perhaps driven at first by carbon mitigation metrics, and we can
anticipate that huge advantages will accrue to companies that adopt transformational
business models. To achieve these advantages, Deloitte identifies an essential need “for a
disciplined, structured approach tightly focused on strategic, operational, collaborative and
governance drivers.”* In conclusion, as Stuart Hart and Mark Milstein have noted,
companies that lead this shift to sustainability will not only outperform competitors today,
they will preempt competitors from tomorrow’ s markets and technologies, and speed up our
rise to a sustainable world.*
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