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Why business leaders should consider
a different approach to climate action

Systems thinking can multiply both climate
impact and business opportunities
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Introduction

Realizing the Paris Agreement’s ambition
to hold global warming close to 1.5°C

is only possible by making rapid and
profound changes to the core systems that
underpin modern life: energy, mobility,
industrials, food, and more. It is difficult to
overstate the magnitude of what's needed,
or the pace at which it must happen—but
this challenge is confronted knowing what
needs to be done and having most of what
is needed to do it. Achieving changes of
the requisite speed and scale is likely only
possible through non-linear, disruptive
shifts and reaching tipping points within
and across each of these systems.

But even as addressing climate change has
rapidly become a fixture of boardroom
and C-suite agendas, the evidence
indicates that efforts are collectively
falling short. After COVID-19 slowdowns,
global greenhouse gas emissions have
rebounded to near record highs." As of
September 2022, private-sector climate
commitments in the G7 countries—not
actions, only pledges—would lead to
roughly 2.7°C of warming,? far above the
1.5°C target generally seen as the ceiling
above which massive global disruption is
highly likely. Among 25 large companies
the New Climate Institute studied, most
envisioned only modest cuts in total
emissions, with 2030 targets falling well
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short of alignment with Paris Agreement
goals.? Investor consortium Climate Action
100+ reported that, among nearly 160
benchmarked companies, only 10% had
set short-term targets aligned with a 1.5°C
scenario and encompassing the full suite
of emissions.* Change needs to be larger,
faster, more effective.

Part of the problem is that many
organizations treat corporate climate
action strategies as incremental bolt-ons,
ancillary to the fundamental rethinking
that's likely necessary. Even as companies
rewrite business plans to account for

a cascade of external climate-related
disruptions, a typical sustainability road
map tends to look almost exclusively
inward—taking stock of the existing
emissions footprint, setting mitigation
targets, developing a plan to achieve them,
and turning the journey into an inspiring
story for the next annual report. The most
ambitious decarbonization commitments
often stop at pledges to influence direct
suppliers or reduce indirect emissions
across the value chain.®

Overly cautious approaches to climate
action can be rooted in ambiguous long-
term goals and a tendency to plan through
the lens of compliance or stakeholder
management, failing to seek out or identify

future opportunities. CxOs surveyed by
Deloitte in 2022, asked to name benefits
from corporate climate action, cited
improved brand recognition and customer
satisfaction.® Far fewer expected direct
financial benefits from decarbonization,
and fewer than half were developing
climate-aligned products or working
across their supply chains to decarbonize.

Especially for companies with legacy
business models built on carbon-intensive
processes, inertia can be a powerful force
to overcome. Shifting away from proven
and still-profitable activities into new

and uncertain areas can be daunting or
even seemingly prohibitive. Incumbents
across a range of industries have at times
sought to manage their own transition to
a low-carbon future by taking small steps,
creating optionality, and extending the
timeline over which the shift will play out.

Leaders may prefer to move slowly and
deliberately, looking for key energy
systems and technologies to fully evolve
before exploring major initiatives or
business model shifts. But the emerging
green economy won't wait—and neither
will the rapidly warming climate. Q
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Thinking bigger, for the benefit
of the company and the planet

Indeed, many corporate leaders continue The economics of one critical segment— As the shift to a climate-aligned economy
to underestimate the speed and scale electricity generation—have already unfolds at pace, there is a window
with which the shift to a low-emissions tipped in favor of renewable sources for companies to both accelerate the
economy is unfolding—and they may fail in many markets, to the detriment of transition and position themselves for
to recognize the business opportunities incumbent coal and, to a lesser extent, long-term advantage. Responding with
that the transition is already surfacing. natural gas generation.t Other areas are incremental or compartmentalized

A decade ago, a go-slow strategy might likely not far behind: Electric powertrains initiatives could lead to missed

have been justifiable from a business will soon surpass their internal business opportunities, investment in
perspective; today, that approach is combustion counterparts on nearly every stranded assets, or even the failure of
fraught with risk, as the economywide relevant performance dimension, for the enterprise.

transformation to reduce emissions example.®

accelerates.”
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The systems breakthrough

Companies need a toolkit to help navigate
the energy transition and adapt to the new
economy, and that's where the language
and logic of systems transformation

can come in. As climate change disrupts
the economy at every level, it is ever

more critical for business leaders to be
able to identify when systems change

is happening and to understand how to
respond.

Embracing systems thinking can bring
numerous advantages, allowing corporate
leaders to understand how transitions
unfold, holistically and dynamically and
across traditional industry boundaries.
This opening of the aperture can expand
the range of available strategic actions
and business opportunities. For example,
several automakers are entering the
power and energy space in different
ways—moves made possible only

by thinking outside of the traditional

auto industry and envisioning a more
complex, interconnected system of
electric vehicles (and their batteries),
charging infrastructure, grid connectivity,
renewable energy, and consumer
demand.’® As new revenue models and
funding sources (such as public investment

Figure 1: The emergence strategy framework

SYSTEM SENSING

identifies opportunities

and tax credits) become available, the
business case for those actions will likely
become ever clearer.

Ultimately, acting through the lens

of systems transformation can set

up companies for long-term value
creation. Early movers can shape these
transformations and position themselves
to create significant new financial and
societal value."

How organizations can
drive systems change and
business advantage in the
climate transition

For tackling the challenges that climate
change presents, and taking advantage
of the business opportunities, we see
great value for leaders in emergence
strategy. Using systems thinking tools, the
process can surface and help accelerate
the fundamental changes emerging in
connection with corporate climate action.
Within a system, emergence strategy can
help identify new business opportunities,
reach tipping points in system transitions,

and pinpoint the roles a company can play
as a catalyst, advocate, collaborator, or
market leader.

What might this look like in practice?
Emergence strategy can offer a way for
leaders to explore opportunities linked to
transformative change in products and
services, business models, or supply chain
relationships. In leveraging corporate
climate action building blocks such as
science-based net-zero commitments and
scope-based emissions disclosures, the
process can help leaders think past the
traditional focus on competition and near-
term financial value capture.

Building an emergence strategy involves
three functions, applied iteratively. The
first two steps can answer the traditional
strategy question of Where to play?
through the lens of broader system
dynamics. The last step can answer the
question How to win?—in which winning is
as much about addressing climate change
as it is about profitability, growth, or
market share.

To learn more about the emergence strategy
approach, read our in-depth report, Thinking
big in corporate climate action.

SYSTEM SOLUTIONS

overcomes barriers to
change and adoption

SYSTEM ROLES

assesses a company'’s ideal
place in its networks


http://Thinking big in corporate climate action.
http://Thinking big in corporate climate action.
https://value.11
https://demand.10
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Emergence strategy in action

Gogoro finds opportunity in the transition to sustainable mobility

Deloitte analysis has identified a range of companies that have explored elements of
this approach. Several automakers are entering the power and energy space in different
ways."? Tire companies such as Michelin, Bridgestone, and Goodyear are testing airless,
non-pneumatic tires based on potential advantages in terms of safety, sustainable
materials, reduced weight and embodied carbon, and increased circularity in materials
use.”* Denver-based wholesale power provider Guzman Energy is supporting energy
cooperatives' transitions from fossil fuels to clean energy using financing mechanisms
such as “coal swaps."

But to illustrate how these steps might look out in the real world, consider an example:
how Taiwan-based Gogoro, the world’s largest provider of light EV battery
swapping, used a similar approach to expand—and change—the broader
mobility system.

Five out of Taiwan's top six
electric scooter makers use
Gogoro Network battery
swapping, and the company’s
batteries power 90% of all
electric scooters in Taiwan.”

Its riders have made
more than 450 million
total battery swaps,
saving upward of 627,000
tons of CO2 cumulatively.”®

There are more Gogoro
Network battery-swapping
locations than gas stations
across Taiwan's major cities,

with more than a million
batteries in service there."”

In Taiwan, one of the
company'’s 12,000
swapping stations is
within a five-minute
ride for 85% of all users.

SYSTEM SENSING to identify opportunities. Using systems thinking and
applying multiple lenses, leaders can identify decarbonization pathways and
the most promising business opportunities to deliver needed solutions. It
answers the question: What needs to happen?

Gogoro identified two-wheeled electric scooters as a solution that could reduce overall carbon
emissions while addressing customer needs in many of the world'’s fastest-growing economies.
Viewed through the top-down system-sensing lens, low-carbon pathway studies to improve
urban mobility in emerging markets show a key role for electric two- and three-wheelers,
especially for first- and last-mile transportation and urban deliveries."® From the bottom-up
lens, these vehicles are now highly cost-competitive with fossil fuel alternatives while offering
performance while delivering a broad range of customer benefits."


https://benefits.19
https://deliveries.18
https://there.17
https://Taiwan.16
https://cumulatively.15
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SYSTEM SOLUTIONS to overcome barriers to change and adoption for identified opportunities. Using established
frameworks for understanding systems transformation and the adoption of innovations, companies can pinpoint specific
interventions that can help accelerate progress. It answers the question: What actions can accelerate change?

Gogoro aimed to accelerate market growth as well as company sales, developing a battery standard that could be widely used by multiple
manufacturers and designing a battery-swapping platform for broad customer use.?

Figure 2: System solutions by adoption phase

PHASE 1 PHASE 2 PHASE 3 PHASE 4 PHASE 5

Solution search Proof of concept Early adopters System integration Market expansion

Standard setting

Workforce development

Infrastructure development

Demand new goods and services

Supply new goods and services

Pivot business

Early R&D investment

Policy support

Efficiency and circularity

Financial capital mobilization

Source: Deloitte and RMI analysis.

the company is best suited to act and mobilize others to drive and shape systemic change. It answers the question: How is

@ SYSTEM ROLES to assess a particular company’s ideal place in its various networks. Leaders should understand how
my organization best positioned to act?

Gogoro played the role of catalyst in an emerging business ecosystem around electric scooters in Taiwan. Early on, with high flexibility
characteristic of a startup but with low influence in the broader system, the company worked strategically with partners to create greater scale
and impact for its new products and services than it could have achieved by itself.
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Allbirds leads with open sourcing and collaboration

Operating in a much different sector, footwear and apparel company Allbirds may be
best known for its sustainability efforts.

SYSTEM SENSING

In calculating every product’s carbon footprint, Allbirds illustrates bottom-up
system sensing in action. This data is an important ingredient for the company’s
sustainability strategy, which includes both its signature material innovation and

energy efficiency measures such as the use of ocean shipping over air freight.?'

SYSTEM SOLUTIONS

Allbirds’ focus on developing new materials and products is well attuned to needed
system solutions: The company is both showcasing what is technically possible
and seems to be demonstrating that there is market demand for sustainable
apparel products.

@ SYSTEM ROLES

And as a startup backed by Silicon Valley investors and pursuing a direct-to-consumer
model, Allbirds’ system role had high strategic flexibility. As a relatively small player
in the footwear and apparel industry, the company sought to grow its system influence
through not only open sourcing but strategic collaboration.??

Together, these three functions can allow leaders to assess the strategic landscape
using systems thinking and to choose where and how to collaborate and compete,
all with an attention to the speed and scale with which emissions reductions should
occur. Emergence strategy can help leaders identify, understand, and use the
unique role that a company can play in relation to other actors in its system.

ction
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Systems change for a
sustainable future

Climate change and the global response to
it are fundamentally altering the business
landscape everywhere. Already, policies
and market forces are driving innovations
that are cascading across industrial systems
and supply chains, opening new avenues
for value creation. The pace of change is
almost certain to accelerate even further
as governments, companies, employees,
communities, and investors are rising to
meet the urgency of the climate crisis,
aiming to hold global warming to around
1.5°C to avoid triggering critical planetary
tipping points.z All of this likely points to a
collective effort to transform the economy
at unprecedented speed and scale. The
climate-aligned economy is the economy
of the future—and its design is likely to be
vastly different from today's.

This transition offers tremendous business
opportunity—and potential risk. A Deloitte
Global analysis suggests that rapid global
decarbonization could yield an economic
dividend of US$43 trillion by 2070
compared to a world of unchecked climate
change.'” In addition to reducing climate
damages, a swift transition to clean energy
could save trillions of dollars in avoided
energy costs—capital that companies and
governments might use to power new
business investment and faster economic
development.

An emergence strategy approach can
enable companies to both accelerate
the urgent systems changes needed to
address the climate crisis and position
themselves to create and capture new
value. Climate change presents so many
challenges and opportunities for even the
most forward-thinking leaders to assess
and act on; the shifts may be simply too
big for any one organization to make a
real impact on its own. The emergence

strategy approach offers a way to bring
together initiatives under one umbrella,
a process for integrating systems
thinking into a company’s corporate
strategy development with a focus on
sustainable solutions. This approach
can be especially useful where climate
imperatives are driving, or have the
potential to drive, fundamental change
in a sector or industry—as is likely

to happen increasingly often in the
coming months and years. Emergence
strategy can open the aperture to
imagine different futures and enable
systematic exploration of their
business implications.

Companies at the forefront of
change can use these types of
systems tools to assess and pursue
strategic opportunities in concert
with their overall strategies for
climate and sustainability. The
process can help leaders choose
where and how to collaborate and
compete, leveraging each company’s
unique role in relation to other
actors in its system to accelerate
the speed and scale of emissions
reductions.

There is an opportunity to remake

the economy to be regenerative and
equitable, with human well-being

and flourishing at its center. Realizing

that vision requires a paradigm shift.
Organizations should collectively break
free from linear, business-as-usual
mindsets, where tomorrow looks nearly
identical to yesterday, and instead embrace
systems change.

Thinking big has perhaps never been
so important.


https://points.23
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