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Key takeaways

o Global supply chains — which according to BCG analysis o Based on analysis of the automotive and textiles sectors, BCG

account for as much as 80% of the world’s total carbon
emissions — will need to decarbonize to deliver net zero
outcomes

Organizations will need to start to rapidly address not
only their direct emissions, but also their indirect emis-
sions — that is, the emissions arising from their suppli-
ers, as well as the usage and disposal of their products

An estimated $25-50T of the c. $100T+ investment
needed to deliver net zero supply chains will have to be
directed towards SMEs — which represents a substantial
challenge in terms of market access and risk appetite, as
well as the education, incentives, technology, and other
resources to use these funds effectively

& HSBC observe seven principles that should be applied to
virtually all supply chains in their journey to net zero

In practice, a ‘leadership crucible’ involving multiple
actors working together within and across supply chains
is needed; these actors include corporates, governments
and policymakers, industry bodies and NGOs, and banks
and other financial institutions

We understand more and more about the ‘why’ and
‘how’ of enabling net zero supply chains. But we cannot
afford to lose sight of the third critical factor: the ‘when’.
The pace of change is incredibly important, and the data
clearly shows that the answer is ‘now’



it has ever been. According to the International

Panel for Climate Change, to meet the goal of lim-
iting global warming to 1.5° Celsius above pre-industrial
levels — believed to be an upper limit for maintaining much
of human civilization — the atmosphere has capacity for
only 400-500 billion more tons of greenhouse gas (GHG)
emissions. This carbon budget could easily be exhausted
by 2030 or earlier. And current pledges to reduce emis-
sions, such as those struck at the Paris Climate Accords in
2015, are far from the level of ambition needed to reach
the agreement’s goal of net zero emissions by mid-century.
(See exhibit 1)

The need to mitigate climate change is clearer than

Most political and business decision-makers understand
the urgency. But it’s much harder to translate this net zero
commitment into tangible real-world change. To actually
reduce the impact of climate change, two stringent mea-
sures are needed. First, annual industrial emissions must
be reduced in line with the scientific estimates, which
means dropping them in half by 2030. Then the impact of
past human activity must be reduced further, ideally by
removing greenhouse gases from the atmosphere, and get-
ting closer to pre-industrial levels by 2050 or sooner.

Exhibit 1 | Global net CO2 equivalent emissions pathways

Gigatonnes per year

60
=== Current trajectory?
/ = Paris pledges?
40 2°C-compatible path3
== 1.5°C-compatible path*
20
0
2020 2050 2100
-20

1. Assumes CO2 emissions grow from 2018 at same rate as the “current policies” scenario in UNEP 2019 emissions gap report (1.1% CAGR) 2. Assumes countries
decarbonize at the same annual rate that was required to achieve their intended nationally determined contributions from 2020-2030 3. Assumes 25% reduction
by 2030 and net zero by 2070 4. Assumes 45% reduction by 2030 and net zero by 2050

Note: Emissions of non CO2 forcers are also to be reduced by more than 50% in pathways limiting global warming to 1.5°C

Source: IPCC: UNEP emissions gap report; BCG analysis

Exhibit 2 | The three scopes of greenhouse gas emissions

The GHG Protocol is a framework developed by the World Resources Institute and the World Business Council for Sustainable

Development. It defines three scopes: metrics and criteria for a company to use in measuring and managing its emissions.

Scope 1: Direct emissions: from facil-
ities and vehicles owned and operated
by the primary company;

Scope 2: Indirect emissions: from the
use of energy or electricity purchased
by the primary company;

Scope 3: Indirect emissions that occur
in the primary company’s value chain,
including operations by suppliers, distri-
bution, logistics, business travel, invest-
ment by the company in the supply
chain, and the use of sold products.

In this report, we use these definitions. Most activity described in the report is in Scope 3

Source: Greenhouse Gas Protocol; BCG Analyis
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Global supply chains — which according to BCG analysis
account for as much as 80% of the world’s total carbon
emissions — are a critical enabler of climate action. Many
organizations have started to rapidly address their direct
emissions, but not enough has been done to reduce their
indirect emissions, including the emissions arising from
their suppliers, as well as the usage and disposal of their
products.

Taking a supply chain approach would allow organiza-
tions to have a more holistic focus in their decarbonization
and general sustainability strategies. As exhibit 2 shows,
there are three general categories of emissions to manage,
labeled Scopes 1, 2, and 3 in the Greenhouse Gas Proto-
col, a global framework for measuring and managing GHG
emissions. Scope 3 is the category of supply chain-related
activities: typically the largest category in GHG volume and
in complexity.

In researching this white paper, BCG and HSBC teamed up
to understand what it will take for global supply chains to
most effectively transition to net zero. Our two firms have
based this report on our internal knowledge and on sec-
ondary research, surveying over 100 clients to gather direct
feedback from the market. We began with an estimate,
developed by BCG and the Global Financial Markets Asso-
ciation, that it will require more than $100T in total invest-
ment to reach a net-zero economy by 2050. The longer this
investment is delayed, the greater the amount required,
and the more extreme the damage from storms, fires,
droughts, and ecosystem harm (to cite only a few forms of
damage) in the meantime.

Our analysis found that as much as $25-50T — between a
quarter and half of the total global investment — will need
to be directed to small and medium-sized enterprises
(SMEs). Exhibit 3 shows the estimated range of investment
required. While not necessarily household names, BCG
analysis estimates that SMEs can represent more than
90% of the organizations in any given supply chain. Deliv-
ering this investment to millions of fragmented SMEs rep-
resents a substantial challenge in terms of market access
and risk appetite. Moreover, SMEs need to be provided
with education, incentives, technology, and other resources
to use these funds in the most effective ways to decarbon-
ize their emissions.

SMEs are also often of such small scale that they tend

not to reach the participation threshold for carbon pric-
ing schemes recognized by government tax regimes. This
means that SMEs are typically under the radar for country-
or sector-wide targeted reductions.

The importance and opportunity for SMEs to progress the
climate change agenda is gradually becoming more widely
acknowledged, particularly through initiatives such as the

SME Climate Hub, but there is still much more to do.

In this report we looked closely at two typical industries
that rely on global supply chains. They are in some ways
‘book-end’ archetypes, opposites in many respects. the
highly fragmented and SME-heavy textiles industry, and
the more consolidated corporate-heavy automotive indus-
try. Together, they gave us a better idea of the supply chain
opportunity, and the levers we can use to foster change.

Exhibit 3 | Estimated investment needed to reach net zero across global supply chains
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Sources: WEF & BCG report on net zero supply chains, GFMA & BCG report on the 100-150 Trillion opportunity, Orbis database, literature review, BCG analysis
Note: Segmentation of businesses is defined as follows; small businesses have <50 employees/<$10M turnover, medium businesses have
50-250 employees/<$50M turnover, large businesses have >250 employees and over $50M in turnover


https://www.sifma.org/wp-content/uploads/2020/12/Climate-Finance-Markets-and-the-Real-Economy.pdf
https://www.sifma.org/wp-content/uploads/2020/12/Climate-Finance-Markets-and-the-Real-Economy.pdf
https://smeclimatehub.org/

The challenge is not only a matter of cost or technology.

It involves changes in business models and organizational
culture. SMEs need incentives to move toward a smaller
carbon footprint, resources to cover the costs, training to
make it work, the technological platforms to help them
overcome hurdles. Most of all, they need to work collabo-
ratively to marshal all the necessary factors — technology,
resources, and know-how — and turn them into action.

The supply chain is key to this because it already connects
millions of companies around the world, all of whom depend
on those links for their own supplies and access to their cus-
tomers. According to Elm Analytics, in the US auto industry
alone, there are 140 branded manufacturers, about 5,000
tier 1 suppliers, about 25,000 tier 2 suppliers, and more than
200,000 other suppliers. If all of these companies reduced
emissions, the aggregate effect would be dramatic.

Supply chains are rich with operational data and offer
potential — once hurdles are overcome — to be closely mon-
itored for efficiency and other carbon-related factors. They
are also vulnerable to climate effects — they falter during
severe storms, floods, droughts, and fires — and thus pro-
vide constant reminders of the need for urgent action.
Because global supply chains traverse long distances, they
can be used to compare actions in different places and see
how the outcomes vary.

Their interdependence also serves as a motivating factor:
there are huge opportunities for interconnected buyers,
suppliers and peers to partner to collaborate and reach
common ambitions. While varying materially across supply
chains, Scope 3 emissions are often substantial — with BCG
estimates as high as 85% of total emissions across the
automotive supply chain, and as much as 95% for textiles.
Addressing SME emissions in supply chains will not only
substantially move the needle in terms of total emissions,
but also increase the relative visibility of larger corporates’
own Scope 1 and 2 emissions, fueling more change.

Finally, supply chains are ideal vehicles for exchanging
information and ideas, particularly when linked with digi-
tal platforms. Large companies tend to have funding, prod-
uct design, and technological insight at their disposal. They
can use logistics and information connections to work
closely with smaller companies and ensure that there is a
concerted common effort to decarbonize.

Textiles and
automobiles

o understand the potential impact of supply chains
on carbon emissions, two industries are particularly

revealing: textiles and automobiles. They are both
important consumer products. Together, BCG estimates
they comprise about 5% of global GDP, and each produces
a significant amount of carbon emissions. Yet, they vary
significantly from each other in ways that affect their poten-
tial for change.

Textile manufacturing tends to organize itself around a
value chain with seven steps, each concentrated in a dif-
ferent region. The first step, raw materials sourcing, might
typically take place in China, India or Brazil. Textile produc-
tion, the second step, would be sourced to India or Bangla-
desh. Garment manufacturing (along with design) might
happen in Bangladesh, India, China or Vietnam — or, for
retailers like Inditex, in their own factories near headquar-
ters (in this case, in northern Spain). The next three steps
— distribution and transport, retailing, and customer use —
typically happen near to the country where the clothing is
purchased. And final step, end-of-use (often discarding old
clothing, but with an increasing push towards recycling),
will either occur locally, or sometimes quite problematically
in developing markets (for example, they might be dumped
or go into landfill).

Automotive manufacturing is concentrated around the
original equipment manufacturers (OEMs) that produce
and sell completed automobiles. Each OEM has its own
network of suppliers, with manufacturing plants often clus-
tered near each other. The result is an industry located

in hub-like centers in the U.S., Germany, Japan, South
Korea, Thailand, Spain, Brazil, and (more recently) Mexico,
China and India. Because these hubs tend to be relatively
self-contained, much of a car’s manufacturing process
often takes place within a single region, and though the
industry has many suppliers, they are generally linked in
close-knit long-term relationships with one or two OEMs.

Reducing the carbon footprint in each of these two indus-
tries requires very different strategies. In recent years,
decarbonization levers across the automotive and textiles
supply chains have not only become clearer, but also more
feasible. Most are spread across the full product life cycle,
from manufacturing raw materials to delivering the-end-
product to consumers, and even extending to the disposal
of products.
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In the textile industry, there is great leverage in address-
ing small and medium-sized companies. As shown in
exhibit 4, whether measured by their economic impact
(gross value added to the economy), or by their net zero
investment (the amount of financial resources needed to
change their emissions profile), they contribute almost half
of the economic value and the emissions in this industry.

The challenge comes in convincing them to change. A tex-
tile mill in Bangladesh is one of many, supplying dozens

of apparel makers, and often competing on price. There is
little incentive to reduce emissions as a single company,
especially if it is expected to make that decision on its own.
A few of its customers may appreciate the gesture, but
probably not enough to switch suppliers. The supply chain
must be shifted at a broader level.

it involves several high-energy processes such as bleach-
ing, dyeing, finishing and assembly. Use represents another
25-35% share, mainly generated by washing and drying
clothes. There is also a carbon footprint attached to the
original raw materials. Swapping polyester for recycled
polyester, for example, can substantially reduce the energy
required in production, reducing CO2 emissions.

Exhibit 5 shows a range of activities that could be used to
reduce carbon emissions in a textile supply chain. Since
the industry is fragmented, many of these measures should
take place as shared activities: decarbonization of the util-
ity grid that supplies electric power to textile companies,
training for company leaders about the virtuous cycles
inherent with efficiency, and an emphasis on data collec-
tion & transparency. More sustainable sourcing options can

Exhibit 4: Companies by size in Textiles and Automotive supply chains
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Sources: WEF & BCG report on net zero supply chains, GFMA & BCG report on the 100-150 Trillion opportunity, Orbis database, literature review, BCG analysis
Note: Segmentation of businesses is defined as follows; small businesses have <50 employees/<$10M turnover, medium businesses have
50-250 employees/<$50M turnover, large businesses have >250 employees and over $50M in turnover

That shift would yield great rewards in climate terms. Prior
BCG analysis estimates that the textile industry currently
emits 3.3 Bn metric tons of greenhouse gases per year.
Surprisingly little of this comes from transportation or
retail; fabric is relatively light to ship and other parts of the
process are more energy-intensive. The fabric manufactur-
ing process contributes 22% of the emissions from a gar-
ment. Making the garment accounts for another 30-40%;

be found for textile fibers, including recycled fibers. With
individual companies, the frequency and temperature of
textile or apparel washing can be adjusted. Efficiencies can
be improved, and some processes, such as dyeing or trans-
portation, can be made more sustainable. With concerted
effort, the practices of the industry can shift to greater use
of electric vehicles, greater factory efficiency, and more
emphasis on recycling and reuse.



Exhibit 5: Emissions and abatement levers across stages of the Textiles supply chain
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Exhibit 6: Emissions and abatement levers across stages of the Automotive supply chain
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In automobiles, by contrast, there is less opportunity for
change in manufacturing, even with suppliers. Most sup-
pliers serve just a handful of manufacturers, and they
tailor their products accordingly. They have already opti-
mized for energy-efficiency, especially after 30 years of
lean production. BCG estimates that together manufactur-
ing and auto retail comprise only 5% of all emissions.

There is still some savings available through operations —
about 25% of the total emissions from the industry — but

it will not be found on the assembly line. Most of it comes
from unsustainable materials, such as metals and plas-
tics, sourced further up the value chain. When these mate-
rials are incinerated instead of recycled, CO2 enters the
atmosphere. Even better would be to eliminate unneces-
sary materials or parts altogether, such as the use of cer-
tain rare earth metals in battery components.

The much greater opportunity for reducing emissions is in
motor vehicle use — shifting to electric vehicles or reduc-
ing emissions impact. In exhibit 6, which shows a break-
down of an automotive supply chain, this proportion is
included in the figures for the largest companies (specifi-
cally the OEMs(. They provide 85% of the economic value
and account for up to 80% of the investment needed to
reduce emissions. Most of that will go towards reducing
the carbon footprint of the individual automobile.

More than 70% of automotive emissions occur after manu-
facturing and retailing — when they are driven. The source
is not just CO2 from internal combustion engine (ICE)
vehicles, but also the batteries and other components that
are not recycled at the end of the vehicle’s life.

Exhibit 6 shows an array of measures that can reduce the
carbon footprint in automotive supply chains. The devel-
opment and commercialization of electric vehicles (EVs)
should be the highest priority. Whether powered by fuel
cell or battery, the conversion of the installed base of cars
will do the most to reduce emissions, assuming the con-
tinued drive towards renewable electricity generation in
markets.

Even in electric vehicles, there are emissions — partly from
the manufacturing of batteries, and the rest from the type
of fuel used to generate electric power where the vehicle is
charged. In Europe, for example, Norway is best in class,
with BCG estimating that 98% of energy for BEVs are gen-
erated from clean sources, Germany is behind at 45%, and
the Netherlands are far behind at 18%. Full grid decar-
bonization should be put in place to bring most coun-
tries closer to Norway’s example. BCG estimates it could
reduce carbon emissions by an estimated 27 grams per
kilometer driven, out of a total 131 grams per kilometer,
representing a c. 20% reduction.

BOSTON CONSULTING GROUP | HSBC

Automakers should also source “green materials” more
diligently, reengineering elements of their metals and ores
supply chains. They may do this by setting CO2 targets for
suppliers, or using recycled steel and aluminum. There are
always further improvements available in lean production
and energy efficiency. Further innovation in batteries and
synthetic fuels could also make a difference. For example,
giving a second life to an auto battery by recycling it into
an energy storage system, instead of discarding it, could
reduce emissions by 22 grams per kilometer driven with
that battery.

Finally, governments and investors should finance and
incentivise both the production of BEVs (such as EU fund-
ing of the BEV battery industry) and the spread of infra-
structure such as charging stations for electric vehicles.
With this, many countries should reach a tipping point
where electric vehicles are inexpensive, convenient, and
fashionable enough for people to switch en masse.



The big
picture

very industrial sector has its own version of the supply
Echain challenges, and each industry requires its own

solutions. But they all have a similar dynamic in
common. In all key supply chains, there are small, medium
and large enterprises, and each group requires different
capabilities and resources.

This was one of the findings in a recent joint survey of BCG
and HSBC of business leaders across the automotive and
textiles supply chains on their readiness to undergo a net-
zero transition: to move their own supply chains to a low-
er-carbon footprint.

Leaders of large corporations are increasingly eager to
change. They know that if they don’t, they will struggle to
attract investors, employees, and even customers.

Indeed, of the 73 corporations whose leaders were sur-
veyed?, over half had a net zero transition plan. This is
corroborated by the fact that more than 1,000 large cor-
porates worldwide have now set emissions reduction tar-
gets through the Science Based Targets initiative (SBTi).
These companies are typically the cornerstones of large
supply chains.

However, many corporates have not yet determined how
they will realize these pledges, and for SMEs, the number
is probably much smaller. The vast majority of SMEs sur-
veyed by BCG and HSBC did not have a plan to transition
to net zero, and less than a sixth had a defined carbon
reduction target for their businesses.

It is clear from our survey that the ‘how’ is even more chal-
lenging for SMEs than the desire to proceed. More than
half of the SMEs in the survey mentioned the lack of know-
how as one of the top 2 reasons for not having net zero
transition plans. The number for large corporates was only
half that. As a result, SMEs simply do not feel ready for the
transition. Other challenges holding them back include:
potentially limited access to finance, lack of incentives,
knowledge and resource gaps, and unclear and costly data
gathering and reporting methods.

1 BCG and HSBC conducted a survey of about 126 HSBC clients in the
automotive and textiles sectors, including 53 SMEs (with less than 250
employees) and 73 large corporations (with more than 250 employees).
These companies were headquartered primarily in the UK and Hong
Kong.

In addition, as supply chains start to transition to a net-
zero approach, product standards are often inconsistent
between geographies. Suppliers must thus often deal

with multiple buyers with different requirements, which
drives up complexity and cost. From a technology perspec-
tive, many of the technologies needed either do not exist
yet, are not available at scale, or are simply too expen-
sive. Within the SME managerial ranks, there can be resis-
tance to change, and an inertia towards changing habitual
embedded practices. In the wake of the pandemic, many
small businesses are making ends meet month by month,
and may be hamstrung by more general supply chain diffi-
culties — particularly when over half of those surveyed feel
that transitioning to net zero will either have no positive or
a negative financial impact.

The transition to net zero supply chains will likely come
with winners and losers, as did previous disruptive and
‘paradigm-shifting’ innovations in the past. This will involve
small companies, which are often the last to change —

and often through no fault of their own. For large compa-
nies seeking to bring their supply chains along with them,
it will not suffice to mandate new standards. One firm’s
supply chain is a another’s business, and corporates have
a responsibility to support these efforts. Corporates simply
‘demanding more’ of their suppliers will not move the
needle, and lead to limited progress and missed goals.
Small suppliers are unlikely to have the knowhow and
resources to make the transition. Nor will it be possible to
switch to “greener” alternative suppliers; there may well be
no alternatives with lower carbon footprints.

In short, there needs to be a net-zero transition of the entire
supply chain, where all players have a voice and role to

play. Like many complex business challenges, this requires
a holistic approach that starts with defining the problem

— What does net zero mean in the specific context of the
supply chain? — before progressing to the critical ‘how’.

8 DELIVERING NET ZERO SUPPLY CHAINS: THE MULTI-TRILLION DOLLAR KEY TO BEAT CLIMATE CHANGE.


https://sciencebasedtargets.org/companies-taking-action

Roadmap to
transition

hile levers vary from one sector to the next, seven
Wprinciples seem to apply to all. Though drawn in

part from our study of the textile and automotive
industries, they enable any jurisdiction, company, or indus-
try, to build — or at least move towards — emissions-free

supply chains.

1 Rethink product design. Go back to the drawing
board and revisit product design, rather than opti-
mizing existing processes. Net zero supply chains will
not be delivered by tinkering at the edges of a prod-
uct’s carbon footprint, but may require a wholesale
re-evaluation of how people use it and how it is made.
Does fashion need to be washed daily, with reduced
life cycles and leaking microplastics? Do we need to
make, sell, and dispose a vehicle for each person who
drives, or is the sharing economy the future of mobil-
ity? And equally topical, can we pivot back to ‘building
to last’ rather than ‘building to replace’? Indeed, this
dynamic of defining leaner product designs has yet to
pick up in some sectors. While changing end product
certifications was put in place in nearly half of auto-
motive clients surveyed, only around a tenth of the
textile players surveyed had considered it in as part of
their sustainability strategy in the last 3 years.

2 Embrace collaboration. Supply chains are asym-
metric. They have a few large corporations with top
quality talent, education and resources at one end,
and many smaller, less sophisticated SMEs along the
chain. These suppliers will need substantial help to
enable the transition to occur. They all need to col-
laborate to succeed: to share knowledge, technology,
investment, and resources. For example, both the ath-
letic wear company Puma and retail giant Walmart
collaborated with HSBC to launch a financing pro-
gram that rewards environmental and social standards
throughout the supply chain. Collaboration should not
be limited to within a corporate’s own supply chain
either, but needs to be across the whole sector in
order to accelerate change. For example, the indus-
try needs to agree on common data standards, share
technologies, etc.

BOSTON CONSULTING GROUP | HSBC

3

Build the capabilities needed for change. As sup-
pliers begin the net zero transition, they may find gaps
in their skills and knowledge. As mentioned, this is an
even bigger issue when considering SMEs. Capabil-

ity development and training can help accelerate the
shift. BMW has provided emissions-reduction work-
shops for first and second tier suppliers, covering the
use of recycled materials, smarter use of tools, and
education of the car purchaser. One explicit goal is
competing with electric vehicles for net-zero credibility.

Invest in technological solutions (often referred

to as ‘climate tech’) that address GHG-related issues.
These include alternative fuels, less energy intensive
manufacturing processes, and methods of carbon cap-
ture to compensate for or neutralize emissions that
the organisation has not yet reduced. Speed up the
time it takes to bring an innovation to market. Some
of the most effective advances either exist in pilot
form, simply have not yet reached the right hands or
do not yet exist at scale. Others do not yet exist at

all, and the window for R&D investment — given the
length of time needed for scaling-up across supply
chains, sectors, and countries — is closing. Industry,
governments and financial institutions will need to col-
laborate to not only fund and drive this R&D, but also
help accelerate it.

Develop better data structures. Net zero supply
chains will need transparent, visible and consistent
analytics. This in turn requires a robust system for
gathering operational data across the supply chain,
down to the last mile, and making it sufficiently fit
for purpose to be adopted by most participants. It is
particularly important to have standards to assess
and report the carbon footprint of an organisation
across scope 1, 2 and 3. Some data providers already
exist. For example, the apparel industry’s Higg Index
assesses environmental and social sustainability for
value chains, including data on water use, carbon
emissions, and labor conditions. Specialised data play-
ers such as Coriolis are also growing in this space,
using advanced analytics and reporting to help pro-
vide end-to-end transparency on environmental,
social, and governance metrics across supply chains.
Ultimately, access to this data needs to go all the way
downstream, and right into the hands of consum-
ers. For example, there’s a clear need to have consis-
tent labelling for end consumers that would help with
their purchasing decisions, echoing the caloric and
ingredient data we have seen in food packaging for
many years — except now focusing on the health of the
planet, not just of consumers.


https://www.bmwgroup.com/content/dam/grpw/websites/bmwgroup_com/ir/downloads/en/2016/2016-BMW-Group-Sustainable-Value-Report.pdf
https://www.bmwgroup.com/content/dam/grpw/websites/bmwgroup_com/ir/downloads/en/2016/2016-BMW-Group-Sustainable-Value-Report.pdf
https://coriolistechnologies.com/

6 Think about policy and standards holistically.
This applies to both government and business policy.
While we are seeing momentum now, there has been
a lack of consistency in policies, standards and market
practices. This has resulted in an ever-changing set
of requirements that businesses need to comply with
simply to meet the requirements of their partners,
driving up complexity and cost. Supply chains cross
national borders and need policies that hold everyone
to a high but workable common standard.

7 Enable financing. Most small businesses don’t have
the capacity or money to focus on a net zero strat-
egy. Of the SMEs in our survey that have not launched
initiatives to reduce emissions, about half report the
lack of access to finance as a key preventing factor.
The path to net zero is much easier for large corpo-
rate entities with access to capital markets than for
smaller, unrated suppliers. Targeted, ring-fenced and
affordable capital is a key enabler of the net zero
supply chain, but banks will not be able to do this
alone. Banks need to team together (for example,
through syndication), to co-invest with corporates,
and form public-private partnerships to help deliver
financing to where it is most needed. For this to work
in practice, data structures must provide transparency
across the supply chain to trace where such funding is
being directed, used, and by whom.

A leadership
crucible

s we've seen, the net zero transition across supply
chains will involve multiple actors. These include

large and small companies, banks, investors, gov-
ernments, policy makers, and non-governmental organiza-
tions (NGOs) like the World Resources Institute, the World
Wide Fund for Nature, and CDP (the former Carbon Disclo-
sure Project) which co-founded SBTi.

No one actor can support the incentive structure required to
reach net zero in time. Ongoing collaboration across stake-
holder groups will be essential. People who can work well
across organizational boundaries will find themselves oper-
ating at a premium. For every supply chain, many partici-
pants have a role to play

Governments and policymakers: Need to accelerate
carbon reduction by mandating change through policy, while
also ensuring cross-jurisdictional alignment on key dimen-
sions such as how to authenticate green transactions, sim-
plify and standardize disclosures, and agree on the choice

of transition activities. In addition, governments will need to
establish rewards and incentives to rebalance the economic
equation, make change more affordable, improve access to
funding by encouraging banks to finance the transition, and
put in place safeguards to avoid capital flight from where it is
needed most.

Industry bodies and NGOs: Their role is to disseminate
knowledge and resources, and to lobby for change. These ini-
tiatives will raise the stakes. They should help run programs
to support smaller suppliers through the transition. They can
also provide technical and industry-specific field expertise

to governments and support the development of workable
standards for net zero ambitions. In addition, NGOs have
the responsibility, along with governments, to establish stan-
dards and measurement indicators that emphasize and facil-
itate real-world change, not portfolio aesthetics.

Large corporations: As the leaders of some of the world’s
largest supply chains, these major enterprises can help
move the transition forward, in a rapid but manageable way.
They should work with their suppliers on decarbonization,
rather than simply mandating change and passing the prob-
lem of implementation to their smaller supply chain cohorts.
They can co-invest, provide liquidity through supply chain
finance, share knowledge and resources on how to transi-
tion, and help propagate innovation and technologies across
the supply chain to reach scale.
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End users: We should not overlook the role of the people
who purchase products and services. While manufacturers
try and ensure sustainable products are at least as desirable
—if not more so — than their non-sustainable counterparts,
there will always be compromises that consumers will need
to make, whether that be in price, form, or function. End-us-
ers need to vote with their feet and buy from sustainable
producers, even if that means changing their habits.

Banks and financial institutions: The obvious role for
banks in enabling net zero supply chains is through financ-
ing. They can continue to facilitate investment through cap-
ital markets and syndicated lending. They can also leverage
their unique position to support their clients, big and small,
and facilitate their decarbonization efforts.

From a financing perspective, banks can ringfence funds

to support the transition. They can also apply their analyt-
ics and their accumulated knowledge and experience to
better predict the GHG impact of projects and investments,
the likelihood of success, and the timeframe of expected
returns. This can help add awareness of net zero impact to
risk management considerations.

In addition, there is an opportunity for banks to partner with
their large corporate customers as co-investors. They can
set up sustainable supply chain finance programs, enabling
lower borrowing costs for smaller suppliers, and better shar-
ing of risk between banks and corporates. The partnerships
developed by HSBC with Walmart and Puma represent an
example. Banks can also collaborate with governments

and development banks to form much needed public-pri-
vate partnerships — providing additional lending, investment
backing, grants, ‘green banks’ and the like — that help ‘plug’
investment gaps.

For example, HSBC and Temasek will be investing up to
$150M in a platform to support sustainable infrastructure
projects across Asia, partnering with the Asian Develop-
ment Bank (ADB) and Clifford Capital Holdings to manage
the platform and benefit from their expertise. Similar part-
nerships have included HBSC’s collaboration with the ADB
to support PPE distribution in the pandemic. Efforts like
these, in which commercial banks collaborate with develop-
ment banks to improve supply chain decarbonization — and
ESG priorities more broadly — need to be stepped up further.
Most critically, real-world positive impact should be top of
mind: tracked, evidenced, and linked to real-world targets so
it is clear that this financing is genuinely moving the needle.

BOSTON CONSULTING GROUP | HSBC

Banks and other financial institutions are in a privileged
position to help supply chains reach their goals. Those banks
with a large global network — spanning the largest corpo-
rations and smallest micro-businesses — should use their
resources, expertise and networks to share expertise where
other global organisations do not reach. This includes lever-
aging their channels and platforms as education hubs.
Businesses in a supply chain typically use financial services
as a common point of data entry, access, and sharing in a
supply chain. Now these hubs can be sources of sustainabil-
ity-related insights and data for organisations that do not
necessarily have their own dedicated research teams and
resources.
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The time
1S NOW

s we understand more and more about the ‘why’
and ‘how’ of enabling net zero supply chains, we

cannot afford to lose sight of the third critical factor:
the ‘when’. The pace of change is incredibly important, and
the data clearly shows that the answer is ‘now’:

Time to grow and adapt: Suppliers need to start

their net zero transition journeys immediately. The time
required to perfect new processes and technologies can
take decades. Today’s investments will thus pave the way
for the future, when the need may be even greater.

Possibility of an Orderly Transition: Starting early will
allow suppliers to think and act strategically, and embed
sustainability into their operating models and culture,
rather than having rapid change forced upon them. Well-
made choices, well-designed products and processes,
effective partnerships, and a sufficiently long runway for
transition can all make a difference. They will mitigate
being forced to close redundant business lines, dispose
stranded assets, and fight for talent at the eleventh hour.

Early Mover Advantage: In many circumstances, sustain-
ability is not yet seen as a necessity. However, businesses
that embrace transition earlier will likely benefit from the
ability to change in a more thoughtful and orderly manner.
There are already signs that investors would award a liquid-
ity premium to companies that have a strong transition strat-
egy. Consumers are also likely to share some of the burden
by choosing sustainable products at slightly higher prices.

The Burning Platform: Simply speaking, climate change
is happening all around us. The sooner we reduce carbon
emissions, the less damage we will need to ‘undo’ as a pop-
ulation and the easier the net zero transition journey will be.

In short, driving change across global supply chains is
imperative to combating climate change. But this will only
work if all actors work together, and now. Up to 50% of
the investment and effort to realise net zero supply chains
needs to be directed to SMEs. While there is momentum
on climate change amongst leading corporates, they need
to work hand in hand with banks, governments, and their
smaller suppliers to make a difference.
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About HSBC Holdings Plc

HSBC Holdings plc, the parent company of HSBC, is headquar-
tered in London. HSBC serves customers worldwide from offices
in 64 countries and territories in its geographical regions: Europe,
Asia, North America, Latin America, and Middle East and North
Africa. With assets of $2,976bn at 30 June 2021, HSBC is one of
the world’s largest banking and financial services organisations.

At HSBC, we recognise that our planet urgently needs drastic and
lasting action to protect our communities, businesses and nat-
ural environment from the damaging effects of climate change.
We're mobilising finance and accelerating innovation to make
this happen, working in partnership with our customers to realise
the opportunity to build a more sustainable, resilient, and pros-
perous future.

We are transforming our own operations and supply chain to net
zero across HSBC by 2030, and asking our suppliers to do the
same. We're on the right path and in the past decade we've cut
our operational emissions by almost half.

Beyond this, we believe we can make the most significant impact
in the global fight against climate change by working with our
customers to support their transition to lower carbon emissions.
It’s a pillar of our ambitions and of our strategy as a business.
We are committed to aligning the financed emissions from our
portfolio of customers to net zero by 2050 or sooner, in line with
the Paris Agreement goals. To help get there, our target by 2030
is to provide between USD750 billion and USD1 trillion of finance
and investment towards the transition.

Since 1 January 2020, cumulatively we have provided and facil-
itated USD87 billion of sustainable finance and investments. In
the first half of 2021, we helped raise more Green, Social, Sus-
tainability and Sustainability-linked (GSSS) bonds for clients than
we did in the whole of 2020. Those funds pay for green projects
and new technology and initiatives that open up new opportuni-
ties and avenues to net zero.

As the world’s largest trade finance bank, we are uniquely posi-
tioned to actively facilitate an inclusive transition of our clients
and their supply chains.

About BCG

Boston Consulting Group partners with leaders in business and
society to tackle their most important challenges and capture
their greatest opportunities. BCG was the pioneer in business
strategy when it was founded in 1963. Today, we help clients with
total transformation—inspiring complex change, enabling organi-
zations to grow, building sustainable competitive advantage, and
driving bottom-line impact.

To help tackle climate change, advance racial equity, transi-

tion to a circular economy, boost economic development, create
food systems and security, embrace large-scale renewables and
clean technology, accelerate sustainable finance and investing,
and build sustainable supply chains, BCG’s sustainability consul-
tants help clients transform their business models to optimize
for social and business value. This transformation can take many
forms, ranging from expanding value chains to building cross-sec-
tor models.

As part of our commitment to protecting our planet and help-
ing our clients achieve sustainable competitive advantage, BCG
is deepening and broadening our focus. The BCG Center for Cli-
mate & Sustainability brings together more than 550 experts
covering the full range of sustainability topics, including biodiver-
sity, circular economy, decarbonization, sustainable agriculture,
transition financing, water management, and other ESG topics—
across all sectors—to support our clients around the world. As
the exclusive COP26 consultancy partner, BCG will work along-
side companies and governments to identify ways to mitigate
global climate change.

As BCG partners with our clients to help them realize their
net-zero ambitions, we must also continue to change the way
we operate as a firm, and have set out the following net-zero
commitments:

o We will reach net-zero climate impact by 2030; from 2030
onward, we will become climate positive by removing more
carbon than we emit

o We are committing $400 million over the next decade to
enable BCG teams to drive climate and environmental impact
across industries and countries
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