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Foreword

As PwC, we closely follow the green transition and sustainability agendas in line with

our global purpose of building trust in society and solving important problems, while we
continue to provide guidance through the projects we undertake with our public and private
sector stakeholders.

In the dynamic landscape of global sustainability efforts, private sector companies find
themselves at a crossroads, facing critical decisions that extend beyond profit margins
and shareholder value. This strategy paper delves into the strategic options available to
companies navigating the complex terrain of emission reductions. As we embark on this
exploration, we acknowledge that the choices made today carry profound implications
for the future —shaping not only the environmental footprint of businesses but also their
competitive positions in a world increasingly focused on the imperatives of climate action.

Within the spectrum of emission reduction strategies, two archetypal roles emerge for
companies to choose: the Green Pioneer and the Carbon Player. The former represents
pioneers who embrace innovation and lead the journey toward a sustainable future. On
the other hand, the latter adopts a pragmatic watchful wait strategy, optimizing existing
operational models and strategically positioning themselves in conventional markets.

This paper unfolds the nuanced considerations, risks, and potential rewards inherent in
these strategic choices while exploring the strategic options for each player to amplify
growth, bolster resilience, and maximize value generation. Serving as a compass, this
strategy paper guides businesses through the intricate landscape of emission reductions,
empowering them to make informed choices that extend beyond immediate gains and
contribute to a resilient and sustainable future.
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Executive Summary

The adoption of the 2015 Paris Agreement, backed by broad international consensus,

has elevated the importance of addressing climate change to the forefront of the global
agenda. In parallel with these developments, there has been significant momentum in
efforts to reduce emissions and transition to sustainable economic models. Leading global
actors such as the European Union (EU) and the United States of America (USA), are
deploying significant policy initiatives to restructure their economies for significant emission
reductions.

However, substantial barriers are anticipated in the global efforts to reduce emissions,
suggesting that the shift to low-carbon economies is likely to evolve gradually over several
decades rather than materialize as a rapid and widespread transformation. Moreover,

the projected costs associated with complete decarbonization are notably high, many
pivotal green technologies are still in the development phase, and regulatory frameworks
worldwide are not yet sufficiently advanced to compel economic actors to decarbonize.

Moreover, progress is not consistently linear, and there are instances where countries,
sectors, or companies may pragmatically make decisions. Consequently, the green
transition has become a risky process, characterized by numerous nuances and
uncertainties. Companies navigating through this transition must strategically navigate
these uncertainties, making timely and prudent decisions to mitigate risks and maximize
rewards.

Within the complex landscape of this multi-decade transition process, companies are
presented with the choice of adopting two main archetypes: green pioneers and carbon
players. The former seeks to unlock diverse untapped opportunities by leading in emission
reductions through innovative technologies and solutions, while the latter adapts a watchful
wait and see strategy with a focus on optimizing the existing operational models. Although
both archetypes encompass inherent risks and rewards, companies have various options
to maximize their value generation in their decarbonization journeys.

May 2024



El Global ClimatelDevelopment
and Challenges

The onset of the 21st century has witnessed an
unprecedented acceleration in global climate change,
marked by severe environmental, economic, and
social challenges. The dramatic rise in global surface
temperatures has ushered in a surge of natural
disasters globally. Rising temperatures have led to
the melting of ice caps and glaciers, contributing to
sea-level rise and threatening coastal communities
and habitats. The acidification of oceans, a direct
consequence of absorbing increased levels of
carbon dioxide, has disrupted marine ecosystems,
endangering marine life and the livelihoods of millions
who depend on them.

Socio-economically, the impacts of climate change are
equally alarming. Agriculture, a cornerstone for global
food security, faces dire threats from erratic weather
patterns, affecting crop yields and food production.
Water scarcity has become more pronounced,
affecting billions around the globe, while the increased
frequency of natural disasters has led to massive
economic losses and displacement of communities.

In response to these urgent challenges, the
international community has rallied to forge
agreements and commitments aimed at mitigating
climate change. The Paris Climate Agreement,
adopted in 2015, stands as a landmark global accord,
aiming to limit the global temperature increase to

well below 2°C above pre-industrial levels, with an
aspiration to keep the rise to 1.5°C". This agreement
underscores the collective acknowledgment of the
critical need to reduce greenhouse gas emissions and
adapt to the impacts of climate change. In parallel with
the Paris Agreement, emission targets have been set
at the country or regional scale.

Beyond the Paris Agreement, various regional and
national initiatives have emerged, reflecting the
diverse approaches countries are taking to combat
climate change. Within this scope, the EU announced
its goal of becoming the first climate neutral continent
by 2050 with the EU Green Deal and committed to
emit at least 55% lower net greenhouse gas emissions
by 2030 compared to 1990 levels. Similarly, countries
like China and India have embarked on substantial
renewable energy projects, aiming to transition away
from fossil fuels and reduce their carbon footprint.

Nonetheless, countries have implemented protectionist
policies in international trade and are supporting
investments in green transformation to enhance
domestic capacity, thus sustaining competitiveness
while pursuing their targets.

For example

* The EU has aimed to protect its domestic
industries in transitioning to low carbon economy with
the Carbon Border Adjustment Mechanism (“CBAM”).
It has also set a target for domestic production
capacities in selected critical net zero technologies to
reach at least 40% of the EU’s annual needs by 2030
through the Net Zero Industry Act?.

* The United States announced the Inflation
Reduction Act, a financing package of nearly $400
billion, which is dominantly dedicated to support the
production of clean energy equipment, electricity
infrastructure and electric vehicles. It is also intended
to incentivize research and development (R&D) on
leading-edge technologies such as carbon capture,
utilization and storage (CCUS) and green hydrogen®.

1 UN. The Paris Agreement. Retrieved from, https://www.un.org/en/climatechange/paris-agreement

2 EC (2023). Net-Zero Industry Act. Retrieved from,

https://commission.europa.eu/strategy-and-policy/priorities-2019-2024/european-green-deal/green-deal-industrial-plan/net-zero-industry-act_en

3 The White House (2022). Inflation Reduction Act Guidebook. Retrieved from, https://www.whitehouse.gov/cleanenergy/inflation-reduction-act-guidebook/

8 | May 2024

Despite all efforts, considering the current situation,
failure to reach the desired targets is quite obvious.
The increase in the 30-year average of the Earth’s
global surface temperature compared to the pre-
industrial period reached 1.26°C in January 2024.
Considering that the past 30-year’s increasing trend is
followed, the 1.5°C level is expected to be reached in
September 2033, earlier than expected.*

The pathway to achieving these ambitious targets is
fraught with challenges. The transition to low-carbon
economies is a complex, multi-decadal process

that involves overcoming significant technological,
financial, and regulatory hurdles. Key barriers include
the high costs associated with decarbonization, the
developmental phase of critical green technologies,
and the need for more comprehensive and
enforceable regulatory frameworks globally.

Figure 1. Key Barriers to Climate Action®

H Market
» Lack of standards
+ Limited demand for green products
» High price for green products

3%523 Technology
0550 . High abatement costs
* Immature transition technologies
* Insufficient GHG measurement
mechanisms
1 Policy
= * Policy uncertainty

* Insufficient price on carbon

» Lack of sector-specific incentives
* Inconsistent level playing field

* Lack of reporting standards

Furthermore, obstacles in investment coupled with
limited societal awareness impede the attainment
of ambitious targets set both globally and locally.
Hence, a nuanced approach that takes into account
the vulnerabilities and capacities of different regions
is crucial, given the uneven distribution of climate
change impacts.

As we advance, it is imperative that international
cooperation and solidarity guide our efforts in
addressing the multifaceted challenges posed

by climate change. Investing in research and
development of green technologies, enhancing global
and regional regulatory frameworks, and ensuring
equitable access to resources and technology are
critical steps towards a sustainable and resilient
future. The journey towards mitigating climate change
is a shared responsibility, requiring unwavering
commitment and collective action from all stakeholders
across the globe.

U[IH Investors
@ * Pressure on short-term results
* No reliable climate rating
* Not many suitable projects

QR Q Society
49\. » Lack of consumer education
* Negative climate narrative among
public
* Winners and losers: inertia

4 Copernicus Climate Change Service (2021). Global temperature trend monitor. Retrieved from, https://cds.climate.copernicus.eu/cdsapp#!/software/app-c3s-global

temperature-trend-monitor?tab=app

5 WEF (2020). The Net-Zero Challenge: Fast-Forward to Decisive Climate Action. Retrieved from, https://www3.weforum.org/docs/WEF_The_Net_Zero_Challenge.pdf

May 2024 | 9



E From Ambition to Adaptation:
Coexistence in Green Transition

The journey from ambition to adaptation in the context
of the global green transition is characterized by a
nuanced and multifaceted process, where shifts in
consumer behavior, differentiating market players,
and developments in green energy infrastructures
constitutes a gradual process that takes place in
different pace and different pathways giving rise to
dual economic structures.® In these structures, high
carbon producers and consumers coexist alongside
their low carbon counterparts. Rather than being an
unintended consequence, this duality is a product of
the interaction between economic systems, market
dynamics, and the challenges in restructuring
established structures.”

This dual structure is closely tied to the deep-rooted
nature of high carbon economies in traditional energy
sources, hindering a swift transition to a zero-

carbon future due to vested interests and economic
dependencies. In this dual structure, the persistence of
high-carbon economies, deeply rooted in conventional
energy sources, juxtaposes the emergent low-carbon
sectors driven by renewable energy and sustainable
practices. This slow-paced transition raises questions
about the feasibility and widespread adoption of
decarbonization efforts, prompting discussions on the
need for adaptive or hybrid strategies that balance the
risks and threats posed by different actors.

Ambitious global commitments and pragmatic green
policies adopted by different parties demonstrate how
the need for hybrid strategies transcends into reality
for the feasible energy management mix. Germany,
often cited as a pioneer in renewable energy,
provides an intriguing case study. In the aftermath

of the Ukraine-Russian War, Germany’s choice to
revert to coal-based plants highlights the adoption

of traditional energy strategies over exclusively

green ones in response to external pressures, such
as geopolitical events and concerns about energy
security. As exemplified by the case of Germany and
others discussed below, countries and companies are
turning to adaptable and flexible strategies to address
immediate needs, meet demand, and simultaneously
progress towards their long-term decarbonization
goals.

Figure 2. Case Studies for Adopting Hybrid Strategies

Hybrid Country Strategies

Hybrid Company Strategies

Despite its commitment to
‘ ambitious green energy
objectives, Japan faced energy
Japan security concerns leading to
temporary increase in reliance to
traditional energy sources. The country adopts
a balanced approach that underlines energy
efficiency, investment in next generation energy
technologies, and gradually phasing out nuclear
power. Japan’s green transition approach displays
the need for meeting the immediate energy needs
and working toward long term stability.

Y In the face of geopolitical
‘ uncertainties, South Korea
implements hybrid strategies
South Korea by simultaneously investing in
renewable energy infrastructure
such as solar and wind power while maintaining
a significant reliance on nuclear energy. The
country promotes R&D in green technologies as
well. This comprehensive approach underscores
South Korea’s dedication to addressing current
energy demand while simultaneously investing for
a greener future.

A global manufacturing company
has embraced hybrid strategies

for decarbonization. The company
Energy Sector has diversified its energy portfolio

by investing in renewable energy
technologies such as wind and solar, while also
developing cleaner technologies for traditional
fossil fuel-based power generation. The company’s
gas turbines, for example, are designed to operate
on a blend of natural gas and hydrogen, reducing
emissions compared to conventional gas-fired
power plants.

526;3 A global industrial conglomerate,
47:‘) has adopted a hybrid approach

to decarbonization by integrating

Industrial  renewable energy solutions into
Manufacturing manufacturing processes while
also improving energy efficiency and reducing
emissions from its operations. The company has
invested in renewable energy technologies such
as wind turbines and solar panels for its facilities,
while also implementing energy-saving measures
and investing in energy-efficient equipment.

This green transition, characterized by its dual nature, hybrid strategies that incorporate both ambitious

has profound implications for businesses, industries, climate action and pragmatic adaptation to immediate
and governments. Given that the green transformation ~ economic and environmental challenges. All these

is not a one-size-fits-all endeavor, the adaptable players, based on their risk tolerance, capabilities,
and pragmatic strategies adopted by countries have and long-term aspirations, position themselves along
implications for businesses and industries, as well. a two-sided spectrum. Each side of this spectrum
Stakeholders must navigate a landscape marked presents unique risks and opportunities specific to the
by uncertainty and opportunity, where strategic company or industry.

positioning can determine long-term success or failure.

Companies and countries are thus motivated to adopt

6 OECD, 2015, Monitoring the Transition to a Low-Carbon Economy

7 Thomas Oatley, 2023, The Carbon-Climate Cleavage: The Dual Economy, Climate Change, and the Polarization of American Politics
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Figure 3. Navigating Strategic Choices along the Green Transition Spectrum

Carbon
Players

High
Emitters

High

Hybrid
Strategies

Green
Pioneers

,Industry
Best
Practice

Low

Carbon Content

Carbon Players prioritize market
expansion in traditional product

markets, focus on operational
efficiency over environmental
sustainability.

The context of green transformation extends beyond
aligning with sustainability goals; it involves strategic
positioning for long-term success. Actors strategically
positioning themselves as green pioneers leverage
opportunities in the green economy, innovations,

and technologies. In contrast, those maintaining
business as usual benefit from cost stability, delaying
investments in emerging technologies until clear
evidence emerges, thereby avoiding short-term
uncertainties. This dual-sided spectrum allows entities
to navigate the complexities of the evolving landscape,
balancing risks, and opportunities in accordance with
their unique circumstances and aspirations.
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Green Pioneers actively
transition to sustainable business
models, divest from carbon-
intensive operations, and invest
in innovative green technologies

Within this dual economic framework, stakeholders
align themselves along a spectrum of strategic
choices, ranging from aggressive pursuit of green
innovation (Green Pioneers) to a more cautious,
incremental approach to decarbonization (Carbon
Players). Green Pioneers seek to harness first-mover
advantages in new markets for green technologies
and sustainable products, while Carbon Players
optimize existing operations, hedging against risks
associated with premature investment in unproven
technologies.

El Strategic Choices: Navigating
the Green Transition

In the midst of uncertainties entailing the shift toward
a greener future, companies are compelled to make
strategic decisions, determining their competitive
stance and timing to navigate the challenges of the
green transition successfully. Although each strategic
choice involves trade-offs, it also presents significant
opportunities for actors to seize untapped potential
and stimulate competitiveness and growth.

Broadly classified in this context, various strategic
choices can be grouped into two main categories:

the vanguards, actively adopting innovative emission
mitigation technologies (referred to as green
pioneers), and those focusing more on carbon-related
strategies (referred to as carbon players).

3.1 Green Pioneers: Balancing Rewards
and Risks for Value Creation

Green pioneers exhibit distinctive characteristics

such as actively aiming to transition toward a more
sustainable business model, aiming to reduce their
environmental footprint by divesting from carbon-
intensive operations, and investing in innovative green
technologies.

The primary goal of these players is to create value
through decarbonization. This strategic approach
essentially entails leveraging the first-mover
advantage to secure a competitive edge and a
substantial market share in emerging green markets.
While the potential outcomes for green pioneers can
be significant, it’s crucial to acknowledge that this
strategy also carries inherent risks that warrant careful
consideration.

Rewards

Companies are increasingly recognizing the
importance of embracing sustainability and green
initiatives. By strategically positioning themselves as
green pioneers, organizations can access burgeoning
green markets, mitigate future regulatory risks, and
secure attractive green finance opportunities.

i) Early Access to Green Markets: Green pioneers
can secure early access to burgeoning green
markets through early engagement in sustainable
product offerings. By consolidating their brand image
and reputation, green pioneers can ensure the
cultivation of new revenue streams and business
opportunities in the steadily growing green markets.®

ii) Mitigation for future regulatory risks: In light

of the global commitments to emission reductions,
adopting a proactive approach toward environmental
concerns positions green pioneers to effectively
mitigate future regulatory risks and safeguards
against potential reputational damage. This strategic
approach not only aligns with current environmental
imperatives but also establishes a foundation for long-
term resilience.

8 International Finance Corporation (IFC), 2017, Creating Markets for Climate Business: An IFC Climate Investment Opportunities Report
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iii) Green Finance Opportunities: Between 2021
and 2022, global climate finance reached $1.3 trillion,
marking a substantial rise from $653 billion recorded
during the period from 2019 to 2020.° Green pioneers
can secure a financially robust future, outpacing their
competitors by leveraging numerous financial benefits
from green finance ecosystem. While improving
access to low-cost finance, green initiatives may also
enhance the appeal of companies, attracting investor
interest and bolstering their attractiveness in financial
markets."®

Risks

On the other side of the coin, embarking on emission
reduction initiatives presents various challenges

for companies navigating the transition towards
sustainability. High initial investment costs pose
financial hurdles, while competitive pressures from
entrenched carbon players may disrupt market
dynamics. Additionally, uncertainties surrounding
emerging green technologies entail risks of technical
difficulties. Therefore, careful consideration and risk
mitigation strategies are essential when making these
early bets to navigate potential challenges effectively.

Figure 4. Trade-offs for Green Pioneers

Rewards Risks

i) High Initial Investment Costs: Emission
reduction initiatives often require significant upfront
investment costs, particularly in technology,
infrastructure, and training. Such financial
commitments may constitute challenges, particularly
for smaller enterprises.

ii) Competitive Pressures: Green pioneers will

be exposed to pressures from carbon players
entrenched in conventional, cost-efficient production
methods. This may entail disruptive ramifications,
particularly in markets characterized by uncertainty,
where the scalability of consumer demand for green
products is not assured.

iii) Technological Uncertainties: Investing early

in emerging green technologies carries the risk

of relying on unproven innovations. Technical
difficulties or unexpected developments in these
chosen technologies may impact the viability of
selected green solutions, potentially putting companies
at a disadvantage compared to their competitors
investing in more advanced technologies at late
stages.™
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9 Climate Policy Initiative, 2023, Global Landscape of Climate Finance 2023

10 International Finance Corporation (IFC), 2017, Creating Markets for Climate Business: An IFC Climate Investment Opportunities Report

11 World Economic Forum (WEF), 2023, Fostering Effective Energy Transition
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Maximizing Value Creation

In the dynamic business landscape, a green pioneer
leads sustainable innovation, meeting evolving
market demands to catalyze long-term positive
value. Maximizing value generation involves a

focus on interconnected aspects, from cutting-edge
technologies to green finance initiatives.

i. Reduce Energy Consumption Costs: By reducing
energy consumption costs through enhanced
efficiency and sustainability measures investing

in green technologies can offer significant value.
Implementing energy-efficient solutions can
substantially decrease energy usage and utility
expenses. Moreover, adopting advanced monitoring
and control systems enables companies to identify
and address inefficiencies further optimizing energy
consumption and driving down operational costs.

ii. Offer New Green Products: A green pioneer can
strategically maximize value generation by introducing
new products that align with sustainability
standards and emerging market demands.
Identifying gaps in the sustainable products market
and addressing the unmet demands elevate the
player’s standing in the market while fostering trust
and loyalty among customers. Introducing green
products not only signifies a strategic market entry
but also provides a distinctive comparative advantage
through the utilization of the first-mover advantage.
Channeling these products towards markets with
stringent sustainability regulations and heightened
consumer demand for environmentally conscious
offerings is a prudent approach.

iii. Invest in Green Technologies: Emission
reductions can be achieved to a certain extent through
proactive measures. However, realizing additional
reductions depends on the development of promising
yet experimental technologies.

While these technologies pose risks, they also

offer substantial rewards for companies achieving
commercial scalability. To capitalize on these
opportunities, there is a compelling need to
significantly increase R&D budgets and direct
financial and human resources towards exploring and
developing promising green technology potentials.
For the development of such technologies, it is crucial
for companies to form alliances with research
institutions, technology providers, and especially
startups that specialize in disruptive technologies.'

iv. Secure Low-Cost Finance: Securing low-cost
finance is crucial for a green pioneer facing substantial
investment requirements in R&D and infrastructure
for emission reductions. This financial support serves
as the backbone for sustainable growth, innovation,
and long-term economic viability. Exploring green
financing instruments tailored for sustainability
initiatives and incorporating Environmental, Social,
and Governance (ESG) criteria into the business
strategy is key. This not only attracts ESG-focused
investors but also aligns the financial strategy with
sustainability goals, reducing borrowing costs and
facilitating debt raising. Diversifying financing
sources, including government grants, green bonds,
and socially responsible investment funds, enhances
financial resilience and strategic positioning. This
strategic approach serves to alleviate the overall costs
associated with the green transformation, particularly
enhancing the financial viability of experimental
technologies.™

Strategic Focus and Growth

Green Pioneers stand at the forefront of environmental
innovation, driven by a vision to integrate sustainability
deeply into their business models. These entities are
distinguished by their proactive stance on reducing
carbon footprints, pioneering new markets for green
technologies, and advocating for transformative
change within their industries.

12 World Economic Forum (WEF), 2023, Fostering Effective Energy Transition

13 International Finance Corporation (IFC), 2017, Creating Markets for Climate Business: An IFC Climate Investment Opportunities Report
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Figure 5. Strategic Focus and Growth Areas for Green Pioneers

Strategic Focus Areas

Enhanced Strategies for Growth

Innovation and Market Leadership

Green Pioneers prioritize R&D in green
technologies, sustainable product design, and
eco-friendly business practices to tap into new
markets and consumer segments demanding
greener choices.

Sustainability as Competitive Advantage
Leveraging sustainability not just as a
compliance metric but as a core business
strategy, these companies aim to differentiate
themselves in the market, build brand loyalty,
and create value for stakeholders.

Collaboration for Broader Impact
Recognizing the systemic nature of climate
challenges, Green Pioneers often engage in
cross-sector partnerships, policy dialogues,
and global initiatives to foster an ecosystem
conducive to sustainability.

3.2. Carbon Players: Leveraging the
Opportunities Behind the Transition

Carbon players, in contrast, may not prioritize
environmental sustainability as a core strategy. The
main objective of such players is to expand and
grow by capturing high market share in conventional
product markets vacated by green pioneers.
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Diversification into Green Niches
Expanding into renewable energy, sustainable
agriculture, or green manufacturing to explore

untapped opportunities beyond traditional
business models.

P D Leveraging Digital Technologies

= Utilizing Al, 0T, and blockchain to optimize
resource use, enhance energy efficiency, and
create transparent, sustainable supply chains.

Building Resilience through Adaptability
Continuously evolving business practices to
anticipate and respond to regulatory changes,

market shifts, and environmental trends.

This strategy primarily involves ensuring competitive
pricing in traditional products and directing
investments and sales towards regions with lower
regulatory risks. Carbon players have the opportunity
to expand their market share in conventional carbon
insensitive markets, leveraging operational efficiency
and budget discipline to enhance their competitive
edge. However, this strategic choice is not devoid of
significant risks.

Rewards

Carbon players utilize strategic methods that exploit
their established market presence and operational
efficiencies. By strengthening their global market
presence and leveraging current infrastructure,
carbon players can achieve enhanced profitability.
Moreover, embracing a cautious approach enables
them to strategically integrate already proven green
technologies, guaranteeing dependable and cost-
effective reductions in emissions with a long-term
horizon.

i) Reinforced Global Market Presence: Carbon
players hold a competitive edge to reinforce their
global market presence in conventional product
markets benefiting from established customer base
and operational know-how. They can also capitalize
on market conditions, maintaining a high profitability in
regions where demand for carbon-intensive products
remains strong.

ii) Increased Profitability in the Short to Medium
Term: Carbon players have the potential for improved
operational efficiency and cost-effectiveness by
optimizing conventional production processes.
Combined with the opportunity to capitalize on
existing infrastructure, established processes and
stable market positions, these actors can enhance
profitability in the short to medium term.

iii) Reliable and Cost-Effective Emission
Reductions: Carbon players can adopt a wait-
and-see strategy, incorporating promising green
technologies as they mature, ensuring reliable and
cost-effective emission reductions. This minimizes
the risk of investing in obsolete technologies in an
era of continuous innovation and new technology
development.

Risks

On the other side of the coin, evolving environmental
regulations and shifting consumer preferences

poses notable obstacles for carbon players. The
widespread adoption of carbon pricing instruments
emerges as a primary concern, posing threats to the
economic sustainability and competitive positioning

of this player group. Furthermore, rising carbon

prices may escalate operational expenses, potentially
contracting traditional markets and amplifying financial
vulnerabilities for these players.

i) Expanding Carbon Pricing Instruments:

Primary risk factor for carbon players lies in the
increasingly widespread and stringent implementation
of carbon pricing instruments. This trend poses

a pivotal challenge to the economic viability and
competitiveness of companies engaged in carbon-
intensive activities.' Increasing carbon prices can
drive up operational costs, harming the profitability and
competitiveness of companies.

ii) Contraction of Conventional Markets: Although
the backbone of the carbon players’ strategy is to
generate value by maintaining the current operational
approach, an anticipated consequence is the gradual
contraction of conventional markets owing to evolving
consumer preferences and regulatory shifts, thereby
posing challenges to the sustainability of their
established approach.

iii) Decreasing Financial Options for High-Carbon
Activities: With the rise of net-zero banking initiatives,
carbon players are poised to encounter a reluctance
to provision of investment capital or face relatively
high-cost financing options, further exacerbating the
financial risks. Furthermore, companies subject to
high carbon pricing may be perceived by investors as
riskier investments, which may undermine their ability
to attract capital and investment.'®

14 World Economic Forum (WEF), 2023, Fostering Effective Energy Transition

15 International Finance Corporation (IFC), 2017, Creating Markets for Climate Business: An IFC Climate Investment Opportunities Report
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This geographical diversification aims to capitalize on
more favorable economic and regulatory conditions,
fostering a conducive environment for sustained

Both Green Pioneers and Carbon Players play pivotal
roles in the global transition towards sustainability.
The strategic choices made by these entities not

Figure 6. Trade-offs for Carbon Players

Rewards Risks Value Creation business growth and enhanced value generation. only determine their competitive standing and market
Expanding into new regions requires thorough market relevance but also contribute to the collective progress
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7 Reliable and ~» Exacerbating Diversify Markets/ optimizing within the confines of existing carbon- interconnected world.
@ cost-effective emission @4} financial risks Xéx Regions intensive frameworks while gradually integrating
reductions sustainable practices in response to regulatory

Maximizing Value Creation

In order to optimize value generation capacity, carbon
players must navigate through a set of key strategies,
primarily focused on unlocking opportunities through
the mitigation of previously outlined risks. A carbon
player should therefore focus on a few key points that
essentially reinforce each other.

i. Improve Budget Discipline: As financing will
become increasingly costly and hard to secure, the
main task for a carbon player should be to improve
budget discipline through a strategic approach that
centers on effective cost management and financial
prudence. A key strategic initiative involves enhancing
operational efficiency to achieve a significant reduction
in production costs, positioning the company as

a low-cost producer in the market. This strategy
requires allocating resources to productivity-enhancing
technological solutions, design efficiency, and the
seamless integration of digital tools for automation and
advanced data analytics. Moreover, it is imperative

to acknowledge that operational efficiency aligns

with emission reductions, offering carbon players the
opportunity to mitigate the impact of carbon pricing
instruments. Capitalizing on economies of scope and
scale stands as the paramount strategic advantage for
the success of carbon players.
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ii. Expand Market Share with Conventional
Products: The competitive advantage derived from
budget discipline and cost reductions positions
carbon players to significantly increase their market
share in product markets relinquished by green
pioneers. However, the success of this strategy relies
not only on competitive pricing but also demands

a multifaceted approach encompassing additional
strategic elements. The first focal point for carbon
players is the consolidation and expansion of the
existing customer base to establish a stronghold for
the core business. Achieving this objective entails
improved after-sales support, loyalty programs, and
tailored engagement strategies. Carbon players
may further distinguish themselves from peers by
diversifying conventional product offerings through
features or variations that align with consumer
preferences. Additionally, exploring innovation within
the conventional product range allows them to stay
responsive to evolving market dynamics.

iii. Diversify Markets/Regions: A crucial strategy for
carbon players involves expanding into regions with
less carbon awareness and lower regulatory risks
associated with high emissions.

pressures and market evolution.

Figure 7. Strategic Focus and Adaptation Areas for Carbon Players
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Operational Efficiency and Cost

Management @
Prioritizing enhancements in production

efficiency, waste reduction, and energy

management to stay competitive while slowly

transitioning towards lower carbon models.

Market Adaptation and Regulatory

Compliance $
Adapting business operations to align

with evolving environmental regulations

and shifting market demands, without

compromising on immediate profitability.

Strategic Investments in Sustainability A
Selectively investing in green technologies / @\
and practices that offer clear financial returns AZA
or competitive benefits, often in response

to stakeholder pressures or regulatory

incentives.

Balancing Short-term Returns with
Long-term Sustainability

Developing a phased approach to
sustainability that aligns with business goals
and market realities, ensuring continued
relevance and profitability.

Exploring Hybrid Models

Combining traditional business operations
with investments in renewable energy, carbon
offsetting, or eco-efficient technologies to
gradually transition towards greener models.

Engaging with Stakeholders

Actively communicating with investors,
customers, and regulatory bodies to manage
expectations and articulate the company’s
path towards sustainability.
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B Conclusion

As a result of the new climate agenda set by the Paris
Agreement and subsequent COP events, international
policies inspiring decarbonization have been further
intensified. International organizations, governments,
and financial sectors, accompanied by changing
customer expectations worldwide, are exerting
increasing pressure on industry players to adopt new
technologies and develop new business models to
achieve global decarbonization targets.

However, decarbonization is a complex, multilayered,
and lengthy journey for all stakeholders. Thus, we
envision a two-sided economy emerging over the
course of the next decades. On one hand, green
pioneers, who primarily trust expansion of low-carbon
economies, will thrive. On the other hand, high-carbon
players will continue to dominate markets with lower or
no carbon reduction expectations. Nevertheless, the
latter is expected to gradually lose market share over
time.

Emission reduction and the green transition represent
intricate processes, characterized by nuanced
complexities and the absence of a universally
applicable, one-size-fits-all approach. These efforts
may exhibit considerable variations for companies,
depending on their unique conditions, primarily the
region and sector in which they operate. Therefore,

a straightforward decarbonization may not be the
optimum strategic decision for every player. In arriving
at this strategic decision, numerous parameters must
be taken into consideration, including the company’s
current emission levels, technological sophistication
level, regional reach, customer base, and the sector’s
emission reduction potential.

In addition, it is imperative to recognize that the

complete decarbonization potential is limited, given the
current state of technological and interdependencies.
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It is also essential to acknowledge that as initial
emission reductions are accomplished, the marginal
abatement costs are expected to escalate further,
imposing an increasingly substantial financial burden
on companies. Hence, each player should assess
the economic and social costs associated with
implementing additional levers for decarbonization at
every stage of this journey. Subsequently, companies
should tailor their decarbonization strategies with a
dynamic and agile approach.

We anticipate that the primary determinants in these
strategic choices will be the trajectory of carbon
prices, the state of national regulatory frameworks,
possible shifts in customer demand and diversification
of climate finance mechanisms and products. A
comprehensive monitoring of all parameters outlined
in the report, with a particular emphasis on these four
factors, will ensure that companies make informed
decisions at the opportune moments. However, it
would be prudent to approach competition by viewing
the green transition as a gradual and significantly
nuanced process. In this context, hybrid strategies
might be predominantly employed, with green players
often undertaking decarbonization initiatives, and
carbon players maintaining a presence in conventional
product markets.

It should be acknowledged that decarbonization is
a double-edged sword, with each option carrying its
own set of risks and rewards. The nature and scale
of these risks and rewards vary significantly based
on the unique conditions of each firm. Therefore,
each company should approach this process with
paramount importance, crafting their value creation
strategies in a bespoke manner aligned with their
distinct capabilities and conditions.
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