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BUSINESS DRIVERS FOR
SUSTAINABLE, PRODUCTIVE
SUPPLY CHAIN

Since the onset of the Industrial Age, companies
have invested heavily in building ever more
complex, global supply chains. These optimize
operations and maximize productivity by
delivering raw materials, subcomponents, and
finished goods seamlessly to the right place

at the right time. However, these models are
increasingly under threat, with supply chains
becoming more volatile due to factors such as:

= Rising costs. According to the World Bank,
2023 energy prices are expected to be 75%
above their average over the past five years.
Commodity prices remain high compared
to historic levels.

= Resource scarcity. This can either be
permanent (e.g., shortages of materials
required for electric vehicle [EV] batteries)
or temporary (e.g., supply chain disruption
caused by COVID-19 or the shutting of the

Suez Canal).

= Geopolitics. This includes sanctions
(e.g., on Russia) and growing economic

protectionism by many countries.

= Greaterrequirements around sustainability,
driven by consumers and investors. Recent
studies reveal that a growing proportion of
consumers are willing to pay a premium for
more sustainable products.

= Growing international regulatory
obligations. This encompasses increasing
legislation in areas as diverse as emissions

reduction and working conditions.

= War for talent. This requires companies to
attract and retain the best employees if they

are to outperform rivals.

= Greater competition. Digitization is opening
all markets, lowering the barriers to entry for
a wider range of nontraditional players.

ARTHUR D. LITTLE

= Transportation capacity and prices. Global
ports are filled with containers, while shipping
prices are at an all-time high. Air cargo costs
have also increased dramatically.

None of these trends is likely to end soon, and
the impact of many will only deepen over time.
This requires new thinking around planning and
managing supply chains, which must become
more resilient and future-proof, balancing the

demands of productivity and sustainability.

To succeed, organizations need to ask (and
answer) these questions:

= What does “sustainability” mean for us?

= How can we make our supply chain both
sustainable and productive, and how can

we achieve a successful balance?

= What should be covered by holistic
sustainability management?

= How does sustainability influence our
organization in general — and our supply
chain in particular?

= What should transformation toward a
sustainable and highly productive supply
chain look like for our business?

= How can we create tangible impact and value

to increase sustainability and productivity?

5 steps to creating value from supply chain
sustainability & productivity

Addressing these drivers means supply chain
leaders need to oversee a transformation that

covers both:

= Productivity — optimizing supply chain
efficiency, profitability, and resilience using
technology and human skills.

= Sustainability — making supply chains
greener and more sustainable across all
environmental, social, and governance (ESG)

factors.
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This holistic transformation is best achieved
through a combination of careful strategic planning
and focused tactical action via a use case-based
approach. Changes are then based on proven,
relevant actions, enabling organizations to meet
potentially conflicting demands. We recommend
companies take these five steps to successfully
transform their supply chains (see Figure 1):

1. Supply chain baseline analysis

2. Supply chain ambition development

3. Use case definition and prioritization

4. Supply chain target picture development

5. Supply chain roadmap definition

SUPPLY CHAIN BASELINE
ANALYSIS: WHAT IS OUR
STARTING POINT?

Begin by evaluating where you are now. What are
your current challenges from both a productivity
and ESG point of view?

Analyzing productivity challenges

Productivity challenges include:

= Insufficient resources (from ideas for

change to relevant competencies and skills).

— Cultural/organizational factors and silos that
mean local teams and stakeholders do not buy

into or act on overall strategy.

Figure 1. Five-step supply chain transformation framework
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Such challenges make it difficult to improve
performance rapidly enough to drive

transformational change.

Analyzing ESG challenges

From a sustainability standpoint, it is vital to
know your current position to develop a goal-
oriented supply chain ambition. This requires a
360-degree/holistic assessment that covers all
areas of ESG:

= Environmental — reducing the supply chain

carbon footprint.

= Social — areas such as health and safety/

social responsibility.

= Governance — including business ethics
and compliance.

A key challenge for many organizations is accurately

measuring their carbon footprint. Technology can
bridge this gap. Artificial intelligence (Al)-driven
solutions help companies measure, simulate, and
track their carbon footprint across all aspects of
their supply chains. These state-of-the-art CO2
footprint analysis solutions not only measure
emissions directly produced by the company'’s
activities (Scope 1and 2) but also measure the
more complex indirect emissions (Scope 3)
produced along the company'’s entire value chain.
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Figure 2. Evaluating the current picture, an ESG ambition example
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SUPPLY CHAIN AMBITION
DEVELOPMENT: WHAT IS
OUR AIM?

Once you understand the supply chain

picture from a productivity and sustainability
perspective, you can use it to develop your long-
term ambition. This should act as your North Star.
It will provide strategic guidance and define your
sustainability and productivity ambitions. These
could include targets such as:

= Environmental — 100% carbon-neutral supply
chain by 2030.

= Social — responsible sourcing for the business

and across the supply chain by 2028.

= Governance — become the industry leader
for diversity and inclusion by 2025.

= Productivity — 10% return on capital
employed; US $1 million in revenue generated
per employee; 10% total shareholder returns
by 2030.

After setting these long-term objectives, you can
then derive a target picture for each part of the
supply chain in a holistic context. The next step is
to analyze the gap between the current situation
and your overall ambitions and use this insight to
prioritize areas for action across the value chain.
Figure 2 shows an organization's present status
compared to the ambition of achieving 100%
carbon neutrality, broken down across the supply
chain to provide measurable targets.
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USE CASE DEFINITION &
PRIORITIZATION: WHAT
ARE BEST PRACTICES?

Organizations across industries are facing the
same challenges. Some are more advanced, which
can represent invaluable learning opportunities
for those that follow. Rather than reinvent the
wheel, companies should collect, understand,
and implement best practice through quantified
use cases. These can inspire your own use cases,
adapted to your needs. They provide a concrete
path to action, as the example in the sidebar,
“Improving the carbon emissions footprint,”
illustrates.

It is critical to analyze the widest range of use
cases across different sectors before choosing
which to deploy. Use cases should span multiple
industries, quantifying their impacts on
sustainability and productivity as well as the
relationship between cost and implementation.
They should aim to stimulate change, providing
concrete external examples to help deliver the
sustainability and productivity ambitions of all

organizations.

After identifying relevant use cases, companies
should prioritize actions according to their
sustainability and productivity potential. Then,
act fast to pilot those with the highest potential,
learn from the process, and then scale depending
on the results.
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Improving the carbon emissions
footprint

Using the example of a logistics provider,
asurvey of relevant use cases highlighted
multiple options to meet the conflicting
goals of reducing fleet emissions while
maximizing productivity. Each of these use
cases has been proven in other organizations,
with full details of the relative cost, resources
required, and benefits received. Relevant

example use cases included:

= EVs — shifting from fossil-fueled
vehicles to environmentally friendly
EVs to decrease carbon emissions.

— Synthetic biodiesel — using biodiesel,
produced from waste oil and fats, as an
alternative green fuel to reduce carbon

emissions.

— Solar panels — installing and using
solar panels to reduce carbon emissions
and energy costs while increasing
energy independence.

— Energy storage system (ESS) —
deploying an ESS made up of old
EV batteries to increase share of

carbon-neutral electricity usage.

After studying use cases and applying this
learning to its own situation and objectives,
the logistics provider was able to create

a future, action-based plan to meet its

holistic needs.
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SUPPLY CHAIN TARGET
PICTURE: WHAT IS OUR
TARGET PICTURE?

After defining their long-term supply chain
ambition and prioritizing relevant use cases,
companies should then build an integrated target
picture for each part of the supply chain. This
provides clear guidance on building the future
supply chain, integrating use cases to achieve
long-term ambitions. It also opens up thinking
to new concepts, such as embracing circular
supply chains and adopting concepts such as
recycling, reuse, and refurbishment of products
and materials.

Three key principles should underpin
transformation of the supply chain target

picture into practice:

1. Commitment from senior management,

embedded in their agenda.

2. Accountability throughout the organization,

making targets an integral part of all operations.

3. Integration of transformation program
structures into the overall organizational
structure to ensure that alignment.

When it comes to the supply chain target
picture, there is no single solution. Companies
must tailor their approach with regard to
structures, governance, resources, and business
model. For example, Unilever has established
sustainability governance structures and clear
lines of accountability on both a strategic

and operational level. It has embedded its
commitment to sustainability in its business
agenda through its purpose, vision, and business
model. It is also open to outside influences,
looking for external advice from a variety of
sources, including an Advisory Council made up
of nongovernmental organizations (NGOs) and

academics.
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SUPPLY CHAIN ROADMAP
DEFINITION: HOW CAN
Currently, single-use batteries are usually WE ACHIEVE OUR GOALS?
discarded after being discharged. The

Primary battery recycling in Asia

combination of this unsustainable model Optimizing the supply chain requires a clear,

and increasing green consumer demand implementation-ready roadmap with specific

means that many market players face actions. Prioritize actions to break this roadmap into

substantial business risks. To avoid losing ashort-, medium-, and long-term implementation

market share over the medium- and long- plan (see the example in Figure 3, where actions

term, a major Japanese multinational are organized by time horizon and value chain

conglomerate sought to adapt its existing focus). Put in place a program organization to

operations. This focused on the development ensure goal-oriented, coordinated design and

of arecycling business model to both meet action implementation based on clear, predefined

customer expectations and provide future responsibilities, timelines, and resources.
growth opportunities. As a first step, the
project analyzed current opportunities

and risks, taking into consideration
country-specific regulations and the

client's reputation. Based on that baseline,
the project then analyzed the strategic,
organizational, and fiscal impact of a
recycling business model. To complete the
project, a tailored model for the Japanese
and Southeast Asian market was developed
to strengthen the organization’s leading role
in the primary battery market.

Figure 3. A concrete roadmap for supply chain transformation
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CONCLUSION

TAKING A HOLISTIC
SUPPLY CHAIN APPROACH

NOW IS THE TIME TO START THE JOURNEY
AND BUILD A SUSTAINABLE AND HIGHLY
PRODUCTIVE SUPPLY CHAIN

Supply chain pressures are overpowering existing structures,
impacting productivity and sustainability. To overcome these
challenges, companies must take a holistic, transformational,

and use case-driven approach to:
1 Understand your current position.
2 Setlong-term ambitions.

3 Understand use case options and relate them

to your business.
4  Build a medium-term supply chain target picture.
5 Translate into short-term concrete roadmaps.
6 Pilot rapidly, learn, iterate, and deploy.

This transformation will help an organization define and
implement a clear supply chain target picture to achieve
tangible results in a structured way. Now is the time to start
the journey and build a sustainable and highly productive
supply chain — both for the good of the business and for

greater society.
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Arthur D. Little has been at the forefront of innovation since
1886. We are an acknowledged thought leader in linking
strategy, innovation and transformation in technology-
intensive and converging industries. We navigate our clients
through changing business ecosystems to uncover new growth
opportunities. We enable our clients to build innovation
capabilities and transform their organizations.

Our consultants have strong practical industry experience
combined with excellent knowledge of key trends and dynamics.
ADL is present in the most important business centers around the
world. We are proud to serve most of the Fortune 1000 companies, in

addition to other leading firms and public sector organizations.

For further information, please visit www.adlittle.com.
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