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BPOTLIGHT 0% PRACTICAL SUSTAINABILITY

Wild weather is taking a toll on people
and businesses around the globe.

I late 2011 devastating Aoeds stiuek Thaland, up-
ending supply chains. With suppliers of critical auto
parts kEneched mat, tha production of Tovota, Honda,
ind othor carmaloers fiell by hundrods of thausands
af vehicles (ond Toyota took an earnings hit of
£1.5 hilllon), InGetober 3012, when Harricane Sandy
Mocdad Mew York, a Con Edison alectric gubstation
expleded, plunging lower Manhatian inta neatly
faur days of darlmess, The record -setting §4-fieot
storm sunge oot the utihity more than 500 millkon

and Meve Yook businesses a total af %6 billioo, A VEAT
|ates, Typhoon Haiyvan, repariedly the most power-
fud stogm o ever make landfall, mvaged the Philip-
pines, killing maone than 6,000 people and cansing,

am estimnated Sid ballion i dansge.

SOARING COMMODITY PRICES
A Mckinsey Global |nstitute analys i ahims chatl o he
past decids, commady price incrmBsss kve arassd 5

cerilury of prce declines, Bpicy
héghly wolakile. with signihoant ¢
long nun rismg prices appear ic
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It's impassible to pin any one weather event
on dimate change, bul the scientific consensus is
that ns the planot gets hotter, the frequency and
seneTity of destructive woeathor will only incroase.
Along with-—and often becairse ol —these Waiather
patterns, we're soeing increases in the prices of
most commaditios thet business and society rely
¢n. This i3 a sharp reversal of the trend toward
lerarer prices that oocumed during the past cenbry
{See the exhibit *Soaring Commodity Prices.) Ma
por stenms, deoughts, and flecds are cutting the sup
ply of 2oine rénev able cominodities, such & cvaps
and ¢lean witer. Nonrepewable resources, such
as oil and somie metals, ave als8a Becomlig scarce]
The woaild won™ rlin okt of them i|||||r|'.‘l.1|.’|lil.*'s:|-r bt
easily oblained, cheaper stares of them are dwin-
dling. Meamwhile, prowing populsiions and new
wealth, particulasly in China, srediiving up demand
lor all commmadities. This secently happemed with
cotnon. As a comseguence, prices {or L rose 300N
e ane bwo-year period; forcing apparel mak-
ers and retailers to choose between passing along
the costs 1o consumers, which would reduce salbes,
ur keeping prices steady and taking a dinect kit to
AN,

Though companies today face meny glebal-scale
challenges—from destabilizing demographic shifts
to the threat of fnancial system collapse—extreme
weather cansed by climate change and increas-
ing limits on rescurces are both having an unprec-
echented impact, threatening corporate profits and
global prosperity, These *megachallenges™ will
require companies to fundamentally rethink thes
sirategles and tacticos,

To manage them, all parts of sociely—govem:
ment and pubdicinstiiutons, the privamwe sector, and
citlzens—miust act (o concert. But basiness, with its
financial and meaterial resources and wdogue nnova
tiveness and talent, must lead the way.
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idea in Brief

THE CHALLENGE

Glohal climate change and in-
Craasing consLraints on msources
willl require companies o fums
damentally rethink thair strate
gins, nperations, and bisiness
phitoanphy in onder to crasta new
walue and thrve

THE STRATEGY

Firms must embrace a new vison
by fighting shart-termism, Basing
goals on science, and pursuing
radfical inncvation; they messt
placa a walue on natural capital
[=uch as clean air and watar)
and redefine how they measurs

THE RESLILT

These stratogies will create mom
resibieznt companiss that can
manags, and profit from, estrame
virkatility, Thew will also help
companas address saciety's largs
et challanges and creats & more
prosgesaus workd for all.

RO and thay musk sngage in
e o of collabaratian with
poeErmments. NGO, peess and
competiioes, and customes.

il ATESW

A New Framework

I"ve= speint more than a decade shidying and adwis-
irgd many of the warld s Brgest companies, exploeing
hrver they deal with environmental and social pres

sures. So far, ['ve seen companses pursue monstly

incremental improvements in environmental per

lormance with casily justificd projects that deliver
quick payhacks, suchas energy-efficiency imitiatives.
It's timeto move beyond such table stakes, howawer.
An extreme world calls for extrome change,

Companiegs in the vanguard are beginning to
make what | call “the big pivot.” This represents a
profound change in strategy, operatiors, and busi-
ness philosephy that will make crganizations more
resitiont and help therm create new valwe ina botber,
resounoe-soarce world, As Tl discuss in detall, pivot
I requbres Companies o tike radically diffesent ap-
proaches to how they craft thelr vislon, define value,
and form partnerships. See the chart * The Big Plvot
P DEEES )

Companies that embrace phviot strategles will be
better able 1o thebve in the face of extreme, unpre-
dictalile “back swan™ events, such as rapld shifts
in imput availabibity or record storms 1ike Hurricame
Samvidy and Typhoon Hadyan, The one thing we koow
Fior s i3 that such eveni= will happen. And as the
umnceriainty expert Nasalm Takeb arpoes in his ook
Antifragile; Lhe best systems belp organizations not
oy sunvive the unpeedicalbe but get sironger.

By making dramatic Improvements [n opera-
tonal elfliciency amd cins In matemdal and enengy Lse,
waste, and carban emissbors, ommpanies become
masch maore fexible and, possibly, antifragite. This
discipline increases a Orm's cosi dnd mskoresd e
Corpandes Lt redy om fesser resouroes will be mare
competitive in a world of declining avadability and
higher prices. Organizaions hat minimize energy
use and genernie thedr own power Trom renewable

eobtiesd can aperate more reliably iF the electrical
grid Faltere. An executive at Walmart, for instance,
has pointed out that the refziler's commitment to
increase its already sixable wse of onsite renewablo
energy GRoss by 2020 will help keep s “stores up
and running no matter how bad the weather is or
whe else might be shut doem ®

Fivoting also increases what I call reveme resil
fomen, providing protection against valatifity in de
mand. As all customers begin te deal with climate
changeand resource scarcity, thelr expectations will
change. By adapting and inovating to fulflll eas-
tomers’ new needs, comipankes can ensure that ssles
temain steady or ncressé, Businesses that create
products ind services for o cleaner, mare *clroalar®
ecopomy-—ome that virtually eliminnres waste and
BEeps precions. s Toes i productive use inded-
pitely—will tap linto & massive, gowiog markel. As
customers sirengthen their own restlence by low-
ering their costs, risks, and resource dependency,
malti-trillion-doflar mearkets in construction, EOIETEY,
consurmer products, tansdportstion, and other sec-
fors will all be in play.

Compandes that wnderstand bow chimate dhange
and resouree scarcity allfect thesr full value chain—
from raw materals to product recycling—will be
betier poaitioned bo maintain or grow market share,
They also will be able o sddress society™s largesi
challengesand build & more prosperous veorld Forall,

Thar sabd, the big pévot Bnot ool philiiropy
Gr citizensnip. There's deep sell-merest In recogniz-
Ineg 1T, as sy lave said, usimess canmob succeed
on & planet tlar abls, And ir's simply good bosiness
10 [ ket neads by addoessing e risks human-
ity Ences.

The fodlorwing Fremessork can help companies
Improve performance, increase resilience, and ad-
vance e common good —which they benefil rom
ag well, In total, these strateghes help companies
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piviot from maximizing shert-term eamings frst (while
treating envitonmental and social challenges as niche
lagues], to operating in a way that makes tackling the

wiarkl's baggest problems the first priosty and then le-
verages the tools of capitalism—like markets and com-

petition—to do so profitably.
Most of these approaches aren't eagy, but they als

aren't impossible or naive. Many companies ame aiders

taking them today,

WVE| DM

Asking Heretical Questions

Companicet need tohave a dear vision of how camate
ciange and resource scarcity will affect their prospects
and thair ability to reach deng-term goals, This vision
should take into pocount the best environmental data

available. (Soo the sidebar “Use Science to 5S¢t AgEres:

sve Gonls.™) Pegging goals ta hard science will force
cmmpanies totake a longer oy

Climate change and resource constraints do affect
comipanies b the short term, of course, but preactively
tnckding therm in earmest frather than just respording to
thesr impract B oot aguerterly exercise. Innovation sid
adaptation are lomg-term activites, and maintaining o

thres-month horizon inhibits the creativity and invest:

ment nesded to tnild resilience. Company leaders need
to challenge Wall Street orthodoxy, as Unilever CEO
Faul Polman has, resisting pressue to provide quarterly
guidznce, so they can focus on buikiing real value oser
TS, ot manths.

To conftoat short-termism—or develop
any sound long-term strategy, For that
matter—you must ask what [ call “he-
retical guestions" These challenge
the way things are normally done
within any finciten and at any
scdle, from the firm’s business
model down to specific opara-
tlons. Consider a now Famous ex-
arnple involving logistics. Same
yedrs ago at dellvery glant UPS,
A mansger asked an unorthodox
guestion: "Can we cut fuel coses
Ly aveoidirg left mwenes?™ Today, Hke
many of irs peers with large Neets,
UFPS uses routing technologies and
strategies, including skipping those keft
L, to cechuce mihes driven and wasteful
Elfimy, saving 8.4 roil o gallons of fuela yvear,

Heretical questions have alse helped companies
redrgine how they make products (o reduce relkanoe

-

B0 Harvard Business Review Aprill 3oy

THE BIG PIVOT
STRATEGIES

Tor b resifient, compsr-
niss must tranaform el
stratnrghes i thres ways:
Thary musss rethink thair
vision, embracing mdical
innovation i & long
taeren P st radahing
ey valEazEan methods
o secount for unpriced
corery ared banali; and
plarmes new kinde of part-
narships to achiove posls
bayond the raazh of indi-
wichua Tierers,

VISION
il
LR
RS

oy ey resoannces. A Adidas and Nike, innovators
askusd whether it would be possible to dye dothes—
 wery water-<infensive process —withoot nsing any
water, Both companies have identified technologies
that accomplish that goal. At Kimberly-Clark, the
hieretical question was Do paper towel and todlet
paper rodls rI:‘ill'_l"'TIh‘.‘ﬂ cardboand tubes®” As part of
its Stod million Scott Katurals boand, the company
has simce developed tubeless rolls.

Larger heregles can create greater valiue, Sone
cormpainies, for example, are pursoing “reverse in-
novation,” which tums comventional product dovel-
cpment on its head. Tomeset the peeds of emernging
markets, these firms create low-post products that
requbne bess materinlor use bess enengy than Western-
eeanomy versions do—and then nbrodoce them to
deselopad markets. GE came out with ane such inno-
valian, b portable electrocardiograph far the lndian
pnel Chinese markets, and then seld it in the United
States for 809, less than stmilar prodacs,

Organizations meed to encoumge hesetical ques-
o ot operational and product kevslsand beyond,
going su Far as to challenge usiness models and ha-
sic asmmnptions about economic groweth. Patagomia,
for examiple, has famously asked, “Can we help our
customers leam o buy only what they really nesd 7™
(S the sidebar “Goowth in a World of Scarcite™)

The innovation that results fiom heretcal gues-
tians buildz more-resilient companles. If water bo-

comes zcarce, Adidas and Mike factonies using

waterless technologles can stlll operate.

Higher pulp prceswill not affect the cost

stmuciure of Kimberby-Clark’s tubeless

producs s mmsch as rival afferings”.

Compantes that reverse-fnnovate

mare-affordable products that

consume fewer resources can

camnpeie more effecively lnall
gliobal markets.

It's Easy toe sy, "Hae hereti-
cal” b the il ol inoosation
that tackles megachallenges

desn't foflow From asking any
guestion that pushes the enve-
logee, Thee right cuestions will wn-
derfeore the unbque pressunes of
hotter, resource-scarce world and ad-
dress processes, strategies, or business

rmxels, Conlel wieoperate withat using wates

ar emiiing carbon, or help our customens do the
same? How canowe um our prodect into i service
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Use Science to Set Aggressive Goals

Scientists have solid estimates of how much planet-warming
carbon humans can emit into the atmosphere before the

average global temperature increase hits a critical threshold

of two degrees Celsius, beyond which the repercussions from
climate change may be devastating to the economy and humanity.

Ligirg thess numbsare, ac-
counting gant PwC has
calelated that the world
et pedinte totsl carbon
intansity—the carbon et
tadl per dallar of GOP—by
§%% 3 vear until #oo. At that
fate, intensity redisetions will
outpace growth in energy
demand encugh to Inwser total
ab=olute carbon emissians.
In a similar stisdy {which was
based on waork fram Meiinsey)
WALF, tha imtormational KGO,
racommended & 3% annual
reduction in absclute towal
Amisgicng, vesting in anangy
afficiency and roofiog solar to
miget that gonl wauld produce
a nat pressent valua of up to
w780 bhlion in the Unived
States alone, thi study enid,
o companias b sey
goals explicitly based on thess
sclence-basad caldulsabions, In
thr mid-20:008, Ford Mot

establizhad targets for its
prodiet development partha-
Lin—invedving a mix of engine-
elfichency improvemants, mea
Fuls, and hybrid and alactric
wehicles=t0 engiers that tha
cormpmny's yehicles would
help prevvant the: warkd from
[Foing cver the glohal-warming
threshald. Toshiba has set
Eoals ta improve product
enargy and material efficiency
no-fold by zo5o, atarget in
ling with the most important
ctimate recomimandaticn from
thi setantifie cammunity—eut-
ting global carbon smissiong
Boe to 0o by midcantiiry.
Thesa companias e been
thi moat explicit sbout con-
noEting goats to sclarcn, bat
rany others have set agpres-
gitve targats, tea, My ressarch
team has collected the envi-
ranma il and social goaks of
the workd™s lasgest companies

{and hoes made them availabide
a1 wanv pluaitgials com). Mans
than a guarter of the Fartune
Gichal 966 companias have
carbon amission or energy
rechictian targets that woald
maat the recormemandead pace
of change in intengity (Pwi's
numbers) ar abealite emie-
alons WIAF'),

Qma group of companite—
including fpple, BHW,
Daigteche Bahn, Honda, Meatid,
PEG, Unilpser, and Walmart—
ultirmataly alm to be powesad
entivaly by renevnble anergy.
T mone lsave set apecific
target dates: HEA {2020) and
Lago [2a018). & secand group,
including ATET, GE, Lioyds
Bank, Zaint-Gobain, and
¥olkuwagen, plan ko reduce
ensrgy intensty in operstion:
by 25%0 ta Ta%s, depending on
the target year. Diageo Morth
Armerica has already beaten its

target and slashed its apera-
tional emissions by 5%, Such
effarts help increase compa-
nies’ rezilience toenergy and
carbon costs,

A third grong of companies,
maathy im taci, are bullding
revanue ricllience by shrink-
ing the energy foatprint of
thedr producte, which saticfies
customers seeking to reduce
their oam eMaTgEy Lse, carbon
impaet, and costs, Sony plang
to cart pnr-pm.l:lil:l: ANargy con-
sumption by 30% from soo8
tn 2015, and by 2020 Intal
plars to make e computes
and data centar prodects 25
thmes more efficlent than they
WD N 2000,

Thaugh thess prals wne just
far cartan and epergy, other
Kinsds of envirenmential mesrics
and goats matter ag well. if
youl have woter-dependent
apomtions in a dry region, for
mearmple, the sinx of the local
watershed determines your
ability o stay up snd run-
ning. Water goals for you, your
pers, the comimuanity, and the
regpon all need to be based on
thast reality.

and drastically et its physical footpanl? Can we re-
cycle or pecapiure 1004 of our prodocts after thek
use? Could our bosiness have an entirely posttive
bmpact and be regenerative

FALLIATION
Making Better Investment Decisions
Bristnesses are effichent a1 all ceating resouinces. Man-
agers regularly decide wihese to invest ieman, fonan-
Cial, amd capital assets (o reap e highes) refurms,
using well-knomwn 1oals, such as measines of returm
on fmvesiment. Those 1ools elp anganizarions maxi-
milze whatewer vy vl e mosi—usally earmings.
But the oools are only a5 good as the baforma-
ton thal goes Do them. The calcubationg requine
eslimaning both mputs and oatpus. Many things
that can create (of destooy) value either dan't have

& price ar are nol induded in the caloulations. These
e fall info two buckets: (1) whal econcmists call
externalilies, ar benehits or costs incurres] ontside
the comnpany; and (2} everything else that indirectly
cirives profits and walue within the company but camn-
not he measured easily,

Externalifies include pollution and damage 1o
namural resouroes an the negative skide of the led
e, andd everything a company doss for seciety bt
choesay'n et paid for, Tike job and wealth Creation, on
The positive side, AL the Same time, naiune provides
s iy il business many services thal gounpriced
in the marketplace, incuding chean airand water, a
melatively stable climate, plants and animmals (o use
for food and medicine, and muchmore, Theseassats
are called natura] capital, and businesses mostly ig
nowe Ehesr viloe.

April 3614 Hamsd Business Redew 61
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Growth in a World of Scarcity

When resources are finite, never-ending growth is impossible. 8o how can
companies pursue growth while acknowledging the need for a reduced
footprint overall? Five innovation approaches offer guidance:

Maka yOuF cirent prod-
s g | -
et in tha markest ond
steal share asgressiealy
from competitars

Develon more sustaimabie
prodicts or services thak
i ra2is’ foral
e in EOF b 0T
Eurrertly redd plaging In.

Dowvelog serces Thag
replace procucts o
greatly reducs Hhaic
et nrip] ek, Tor
ALBAME isyegting in
the car-sharing busine
I Srupi-beture-bhe
ocl AEFRREEY, Wi
ord, GM, snd oth-

ced amd ity :
. Though Nestié h
mipaded its pradus
lume by over 50%c
szt ol Tos oG
rillnl impasts, friem
wAlSF lide bi gheenbouse
BAA emigsiand, ard down
In mtmalisbe fornis,

-risaba “regrnerative”
offerings that improve
the bealth of customers
airdl thi planet. & Ter

MRMple, makin

5 ElNik cligm & !
iy anges
homir iImprosamant
retniler, Binghsher, hasa
missian of beooming “met
positive” ond halping

Basic econormics predicls thal when the valoe of
& resgune is unimeasined, iesinesses vwill systermst-
cally underinyvest in protecting it O warse, whena
valuabde ressioe costs nsthimg, it will be consarmed
apgressively and can abruptly becomie scarce, Con-
sader the way the global sconoomy is using the atmo
sphere as o free carbon dump. 1t promising, how-
eviEr, that cornpanies like Dow Chemical and Puma
are now atternpting, along with parteers such as the
Mature Conserwncy, Trucost, and PwC, 10 assess
b nataral systems create valwe for their businesses.
Those efforts will help the companbss pregare for (o
aviold) the day when natural Inputs become scanoe al
am priced in the market, most Hkely by povernmmens.

But for now 10 Bard for most fems o justily
spending tme and money managing extermalivies.
More pertinent fo day-ie-day aperations ase the b-
direct and unpriced valise creatons (od destroyvers),
offen given the shomhand “intaogiblec” Woelully
underappreciaied, these inchude the abiliy o aitrac
and retaim @lent; suppaort from Phe commamity and
the license o opetate rom sociely; recluced risk and
enhanced resilience; cusiomer loyalty; and all brand
equity, A firm's enviroomental and social perfor
mance can enbance of dimingsh al these assets, And
wihike they'ne miinly off the books, they now account
for the majority of corporate market capitalizations.

Becase BOL tools calculate only the returns
that companies can easily put a number on (typi-
cally, cash payolfsh, they disoourage investmenis
in things that create harder-to-mezsure, indirec
benefits. Take capital outlays for onsite renewable
energy projects that may not defiver a pavback fast
enough to meet internal hurdle rates. These inktia-
rves won't get funded, and companies will forfeil
ill the cost-resifiency benefits of reducing depen-
dence on expensive feels or onthe gnd. Traditional

b1 Harvard Business Resaw Aprll 3ong

evdlamara buld baman
thet genorsle o snerey
then they usg.

e alsmo overloek indirest costs. Consider a natural
capital example: thedging and developing coastal
wetlands makes sense as a real estate Investment
but only because the fiood protection that the lands
pronvide is priced at zerg, Thedr boss undermines resil-
lency by making all coastal assets, froon refinesies 10
hormes, maore vulnerable 1o extreme weather, I that
cost were villwed, it wowld greatly redice e BOLal
diewveloping te land,

Companies need misthods o gauge the vake of
e longer-ferm and direst bepelits of investoent
decisions. Sucl ool ans now being ddapted from in-
dusiries thar plece bers e out, like pharmacen-
tizals and wrilivies, ancd applied to ensirommental and
social initiatives, Whibke those methods ane 1;l'..--:||_1.r|1'_|:!=_h
mianigers can sl modify how RO s oirrenty cal-
culated to betber rellect walue that is ummeasured but
1t they know s not zero.

Soime commpandes, sech as M, IKEA, and Intel,
simply bower the hurdle rate for investments in ar-
ez like pollution prevention, renswable energy, and
green buildings. Others dedicate a portion of the cap-
ital expense budget to green imvestments: fohnson
& Johnson allocates 340 milbon annually sclely to
eneTgy and greenhosse-gas-reduction projects.

Another method, which GE and Divessey {ihe
cleaning products division of Sealed Alr) have usad,
i= to create a portdolio of efficiency projects. Some
inibiatives, such as energy-related projects, are queck
wins and easthy meet the intermnal nordle rate, while
others take longer to pay off. Bul in aggregate, the
projects meet the herdle rate. fr's simifar to o basker
o equitles in your 4000 K)1—veaur acopunt may beal
thie market, but nob evesy stock vou evn will,

Finally, some compantes ane getting ahead of the
regulators and puiting prices on the unvabued them-
salves, According to the Mew York Times, the Carbaon
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Disclosure Froject recently reported that 23 of the
waorld's biggest companies are incorporating prices
oin carhon ermissions fntotheir long=term fmancial
plans. Most use so-called “shadow prices.” which
exist only in spreadsheets, o estimate investment
rehms over fime ins world where carhon will cost
real money. Anticipating that carbon will be priced at
soame podnt, thess companies are helping manapgesns
aens fh rlaks inherent i lang-tenm anestments— ke
eci] plapts—that may suddenly become muock lesg
valuable or uirn o Eabilitdes. A small subsst of the
spoomipanibes, mclinding Micsoenft and Dispey, sven
charpe thede dirisions real feed for every bon of ear-
bein ermittad by thedr operations. They then invest
the collected finde in energy-effickency or carefully
selected carbon offset prajects, like reforestation.

Mone of these methods for valiuing hard - to-mea-
sure benefits is surprising. Companies have lomg
made significant inrestments without an exact Bl
caloudation in areas such as RED and marketing and
when entering na'w regioms. What's new is that this
mand-set is being applied to initiatives that address
environmental and social challonges—projects that
have always faced harsh imternal scrutine.

PERTHERE
Collaborating in Radical New Ways
Vst problems that reside finmly in the compmoens—
such as glebal climate change and reglonal waber
shortages —demand lange-saale solutions beyond the
capabilithes of any single compamy. They call for part-
nerzships among thires major kinds of stakeholdess:
BOVENINCNTS, pects and comgeetibons, and cusbomess.
To spur govemmentis into action, oxanpanies
necd to get off the sidelines (or even the opposing
team) and Iobby for policies ke carbon pricing,
higher enengy-efflclency standards, and massive
public-private Investments in green nfiastrucoue.
Such lobbylmg §s about both the commmoen good
and eompetitive sdvantage--if you make the nost-
efficient prodiscts kml services, for example, higlser
standards o a price on carbon can be good For you.
And promoting clean-economy investment halps the
many sectors that bulld and Anance energy, rans-
portatkon, water, and other types of Infrastrecture,
Becaise govemninents are often frozen, compa-
nles must lead the change. One relatively mew ap-
prcach s to create standands for supplies that go
beyond govermment reguirements, a kind of “de
facto” vemularian. Walmart, forexample, will requine
supplieds to repart poblicly on the wse of 10 loxic

chemicals m their prodocts in 2005 and phase them
out soon after. HP recently challenged its suppliers
ti redusce their mannfacturing and transportation-
related carbom emissioms by 2056,

Companies must tackle prohlems tegather—anid
aver work with thedr flercest competitors. Take the
companiag collaborating to change how food snd
beverages are kept cald. Current refriperanta are
maknly chemleals in the hydroluatacarbhon fim-
Hy—wibich happen to be dangerons greenhouze
gases, thousands of fimes more potent than carban
ciplede. Cocn-Cooks hiet fearmed upowith ks suppliens

At Adidas and Nike,

innovators asked whether
it would be possible to dye
clothes without using water.

to find substivuies, {9 nvesting in new technoloe-
gres, and has helped lead o conlition ncluding the
Consirmer Goosds Fonum, Greenpeace, Unibeves, and
evenarchrival PepslCo.

The powerful idea taking hold here is “precom-
petitive” coopeiation—that is, working together
on ssnes of commen concern while competing
elgewlere, To swooeed at this, companies anist ask,

“What ane we really comgeGog on? What truly differ-
entiates our product Froim commpetitoss?™ Coke and
Fepst batthe over taste, distribution networks, and
marketing; no customer picksome over the other on
the basis of o tse vending machines work.

Because a new techiobogy can ke ex pensive until
il b= up to scale, compamies aften mutually beneht
T building the market together. Soane large retail-
ers, far example, share methods for reducing store
Eqpergy (BSE, in part 1o elp drive demand for—and
lowees The cosis af—new offerings like elicent light-
img and bakblding management sysems. This samne
lezic coubd apaly toathes environmental quesis. I'm
currenily in the early stgess ol building an allkance
of big enegy buyers—what [ call the Enengy Pivot
Coalrfon—ehat will purchase sizable quantites of
renewabile enengy and clean echnolosgies for their
operatiens, includig ongite sodar power, Jocalized

“micrengrids” and energy storge.
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By committing to baild the market for these
technologies and take on some investments with
lomger payback pertods, the members af the coali-
tion could reap afl the kard-te-measire bensfits of
a public, well-marketed move to renewables; very
b and predictable wariabl anergy costs, esilience
o veather and grid outages, emploves engagement

Experimentation lets the usiness harvest hig upside
giing from heretical innowations that disrupt mar-
kerls, while sk avoidance keaps mnst of the business
stabde, In Anfifragile, Taleb suggests putting s of
an myestmant portfolle s low-risk cash and 109 in
etrerely deky bets that can pay off1o-fold aremuach
mare in valatile circumstances., Companies can-da

An energy firm could protect itself against a
rapid drop in demand by building capabilities
for energy-efficiency services.

and inspiration, and customer keyalty and increased
sales among others. The coalition may also help wtil-
ity partners rake the biggest pivot of all <away from
fussil fuels—by replacing lost revenue and profits
fiom older, dechning technologles.

Companies need to work with parmess up and
diwn thelr value Chalmns, fom suppiiess @ custom-
15, 10 solve sysiemic problems, For mst lirms, Uhe
ntsjoriny af thedr eirdionmental foatpring and socal
impact i& not within teir direct controd bur liss up-
soresan wWith sappliers o downstream with custom-
e using The product, a4 18 does with caurs buming
fuel of with detengent (most of the life-cycde energy
i ned heating water o wash dothes), Some lead-
Ing companies are starting to hawe tough conversa-
tioms—directly in the B2H wordd or through market-
ing campaigns toinspine behavioml change among
consmers—about bow towork together to redwce
consumptien and lessen environmental impact.

Resilience, Trust, and Prosperity

o & vodatile world, developing real resiliency—an
abikity not gt to recover from hits bt to avold prof-
lems altogether —requires a concerted, focused af-
fort. Compandes that embrace budlding longer-lasting,
more-sustainabbe enterprises will find themsalves in
sarme unusnal, seemingly paradosdcal, terribory. The
principles of resilent systems [nclude diversity and
redundandy {which go agninst lean, cost-cuiting phi-
Icsophies); spead and fast faflupe with careful caleu-
lat¥om; and a near-religions avoldance of risk for the
vast majority of the business, coupled with extrame
risk teking with pilot programs or small pams of the
anterprise. This last aspect is challenging bat logical.
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thie same with prodwct lnes and businesses, lsunch-
ing niew services that compete with the cone prodisct
bt ot theny migheiy U customies feeds slft dea-
matically. An energy company, for example, coul)
protect (tealf againg sapid reductions n deghand by
buklding the capabilivies m offer energy-eficiency
et vioes, Thal's antilragility,

The vision, valuation, and partner strategies I've
described invoke many of these principles. In addi-
tod Ui cost &nd revenie restlicncy, they will lead to
what [ call Brond resilfenicy -deepening customery
loyalty, improving your orgenization’s position in
the talent market, and engendering a greater tnist
MO COMSLET ETE, PANTETS, 2nd RoWenmentis.

Such trust increases when you open uwp and
demaonstrate commitment and shoaw how your or-
ganization wallkes the talk. But openness isno longer
ophiomal. New technobogies and connectednass now
puit all of & compamy’s activities under a magnifying
glazs, Customers increasingly expect ready access to
information about the things they uay: How, where,
&nd by whom are your prodacts made? What's in
them? What i= thelr environmental and soclal im-
pact? How the parts of your value chaln operate—ei-
thies with disregerd for sustainabiliny lsees or with
best practice leadership—is now nked tightly to
vorr brand and business progpects,

Pivat strategies are nod just a sound defensebuta
smiart offense as well. And beyond the business ad-
vandages they enable, they'n: critical o our callec:
tive well-being. Ina world with tighter resources and
a wolatile climate, 3 big pleal is an essential invest:
ment in the future of your company and the global
COMmmens, HER Rajsrint 14040
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