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About Deloitte 
“Deloitte” is the brand under which tens of thou-
sands of dedicated professionals in independ-
ent firms throughout the world collaborate to 
provide audit, consulting, financial advisory, 
risk management and tax services to selected 
clients. These firms are members of Deloitte 
Touche Tohmatsu Limited (DTTL), a UK private 
company limited by guarantee. Each member 
firm provides services in a particular geographic 
area and is subject to the laws and professional 
regulations of the particular country or coun-
tries in which it operates. Globally, Deloitte has 
approximately 200,000 professionals and offic-
es in more than 150 countries. 
See www.deloitte.nl.

About EY
EY refers to the global organisation, and may 
refer to one or more, of the member firms of 
Ernst & Young Global Limited. EY is a global 
leader in assurance, tax, transaction and advi-
sory services. The insights and quality services 
we deliver help build trust and confidence in 
the capital markets and in economies the world 
over. We develop outstanding leaders who 
team up to deliver on our promises to all of our 
stakeholders. In so doing, we play a critical role 
in building a better working world for our peo-
ple, for our clients and for our communities. 

For more information, please visit www.ey.com.

About PwC
PwC helps organisations and individuals create 
the value they’re looking for. We are a network 
of firms in 157 countries with more than 184,000 
people who are committed to delivering quality 
in assurance, tax and advisory services. 
Find out more by visiting www.pwc.com.

About True Price
True Price Foundation (True Price) is a social en-
terprise that aims to create the business oppor-
tunities for sustainable products, by providing 
the right information, incentives and mindset 
that come with True PricesTM. The True PriceTM 
of a product includes the net social and environ-
mental costs incurred in production, distribu-
tion, selling and consumption. Similarly,  True 
Profits and True Returns display these costs at 
company- and investment portfolio level. True 
Price’s work is based on a unique methodology, 
incubated within a multi-stakeholder platform 
and designed to become open-source. True 
Price believes that knowledge and transparen-
cy about True Prices™ will upscale sustainable 
business opportunities and profoundly trans-
form markets. 
For more information visit: www.trueprice.org. 
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“True Pricing is 
a new methodology...
it allows companies 
to restore trust.”



Foreword
We are part of truly exciting, yet unsure times. 
The internalization of externalities is inevitable 
by virtue of stakeholder actions or by nature. 
Costs and benefits to society become costs and 
benefits of companies. Combined with increas-
ing demands for transparency, this poses both 
risks and opportunities. Companies are facing 
a tipping point; they are investing in business 
models for integrated long term value creation, 
but their actions are still not trusted by stake-
holders. This is why measuring, monetizing and 
managing externalities is becoming increasingly 
important. True pricing is a new business meth-
odology that makes it possible to better meas-
ure and manage these externalities. Ultimately, 
it allows companies to restore trust and their 
license to operate. 

True Pricing is a growing trend. Deloitte, EY, PwC 
and True Price have compiled this report on the 
business case for true pricing. You will read about 
the tremendous opportunities which monetiz-
ing externalities presents. The case studies illus-
trate how organisations can use monetization 
to step up their management of externalities. 
This report is a living document; as more and 
more organisations adopt true pricing, the busi-
ness case is being built. I look forward to your 
responses and invite you to become our partner 
for this inevitable business case.

Herman Mulder
Chairman True Price

Request 
for Feedback 
This Consultation Report was drafted to obtain 
feedback on the business case for true pric-
ing. True Price, Deloitte, EY and PwC welcome 
comments on all aspects of the Consultation 
Report from all stakeholders. Comments may 
take the form of agreement or recommenda-
tions for change. Several consultation questions 
have been formulated and are available at:  
www.trueprice.org/consultation.  True Price 
accepts comments on the Consultation Re-
port until 30 May 2014.  A summary of the key 
responses will become publicly available on  
www.trueprice.org. Comments can be submit-
ted in English via the Consultation Report Feed-
back form that is available on the True Price 
Foundation’s website. True Price is looking for-
ward to your answers and comments, as they 
will play an important role in the Final Report. 
The Final Report is planned to be published in 
the summer of 2014.
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Executive 
summary: The 
business case 
for engaging in 
true pricing 
Resource scarcity, population growth, economic 
development, lower transaction costs and more 
effective regulation: companies face a ‘new nor-
mal’. Their impacts on society that occur out-
side of the market – externalities – are growing 
and these externalities are being internalized 
at a higher rate than before. As a consequence, 
things that had no price before, such as water or 
underpayment, are increasingly getting a price 
and do become relevant for the bottom line. Or-
ganisations can anticipate on this by engaging in 
true pricing. True pricing is the monetary valu-
ation of social and environmental externalities. 
It is a new technology that allows organisations 
to quantify their societal impact. Such informa-
tion and knowledge enhances decision-making 
(Chapter 3 & 7) throughout the organisation in 
the areas of risk management (Chapter 4), inno-
vation (Chapter 5) and reputation (Chapter 6).

Figure 1 The business case for engaging in true pricing
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1. Enhance decision-making (Chap.3)
• Integrate social and environmental externalities
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3. Spur 
innovation

(Chap. 5)
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• Adopt one of four improvement strategies
• What to do on Monday morning? 

7 steps ahead for your business
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Enhance decision-
making in business

The monetization of social and environmental 
externalities leads to better decisions:
•	 Integrate	social	and	environmental	
	 externalities	in	business	decisions	

Monetizing helps companies to move from 
qualitative, subjective to quantitative, ob-
jective decisions. It helps them to compare 
different sets of social and environmental 
externalities and weigh their materiality vis-
à-vis other profit drivers. By (i) expressing 
these externalities in a single unit, (ii) using 
for this unit the currency of business (money) 
and (iii) integrating them in common metrics, 
e.g. prices, profits and returns. Companies 
can then effectively take externalities into ac-
count in their decisions.

•		 Optimize	the	timing	of	decisions
Through monetization, companies can meas-
ure the effect of improving externalities on 
their future cost curve. In this way they can 
determine the strategy they can adopt best 
in order to improve externalities. 

Manage risks

By quantifying social and environmental exter-
nalities, companies can better manage risks:
•		 Integrate	externality	risks	

Current risk management frameworks often 
do not include externality risks. By giving a 
financial value to the impact of externality 
risks, they can be integrated in the decision 
on which risks to assess. It enables them to 
address material risks in the most optimal 
manner. 

•		 Evaluate	risks
Monetizing can improve risk assessment, 
because it allows companies to better classi-
fy and prioritize risks. If they monetize their 
risks, companies are in a better position to 
choose which risks to mitigate. In that way, 
they can also better anticipate potential ex-
ternality risks.

Spur innovation

Monetizing social and environmental externali-
ties can be a driver and opportunity for innova-
tion:
•		 Innovation	of	existing	and	new	
	 business	aspects

Monetizing helps companies to focus inno-
vation on those business aspects that most 
benefit from improvements in social and en-
vironmental impacts. This can be innovation 
in existing or new products, services, technol-
ogies, processes and supply chains. 

•		 Business	model	innovation
Companies can develop innovative business 
models that improve externalities.

Enhance Reputation

Better insight in the monetary value of societal 
impact can improve reputation: 
•	 Prevent	reputation	risk

Measuring and monetizing all impacts quan-
titatively – internally – allows companies to 
safely make partial or qualitative claims ex-
ternally about their sustainability. 

•		 Improve	transparency	and	reporting
Monetizing has the potential to improve 
transparency and reporting. It allows con-
sumers to compare the social and environ-
mental performance of brands based on 
standardized information. Moreover, it can 
be used in integrated reporting, which can at-
tract investors with more long-term horizons 
and investors with an interest in the societal 
impact of their investments as well. In addi-
tion, monetizing enables companies to clear-
ly communicate the effect of interventions, 
which increases stakeholder trust. 

•		 Enhance	brand	loyalty
Due to more objective information, monetiz-
ing may lead stakeholders to perceive brands 
with a better societal impact as more attrac-
tive than conventional brands. This will in-
crease brand loyalty.
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Commodity prices have more than doubled in 
the past decade1, corporate investments in wa-
ter are expected to rise by 60% in the coming 
five years,2 this year China announced a carbon 
trading scheme, BP almost went bankrupt due 
to the environmental fall out of its Gulf spill (see 
Box 1), the Bangladesh and Rana Plaza disaster 
has been costly to apparel brands3 and private 
sector wage growth in China was 14% in 2012.4  
At the same time, brands and products that are 
perceived to be responsible and sustainable are 
commanding higher premia than before.5 In 
the ‘new normal’, costs and benefits to society 
become costs and benefits to organisations. So-
called externalities become internalized. Goods 
that previously had no price are getting a price. 

Box 1 BP’s costs related to the oil spill 
in the Gulf of Mexico

In July 2013, BP revealed that the costs for the 
Gulf of Mexico disaster were set to rise well 
above $42,4bn. These costs included response 
and clean-up, criminal penalties, natural re-
sources damages, Clean Water Act penalties, 
Gulf Coast Claims Facility and other actions. Re-
percussions include a fall in share price, suspen-
sion of dividend payments and demand from 
investors for extra yield to hold the company’s 
bonds, which drives up borrowing costs. The BP 
oil spill also shows that investors should be con-
cerned by the externality risk exposure of their 
investments. For instance, The Norwegian Gov-
ernment Pension Fund Global lost more than € 
1 billion (US$ 1,4 billion) on its 1,75% stake in BP. 

References: MSCI Research Bulletin (2010); The Financial Times 
(2011); UNEP Finance Initiative (2011); The Guardian (2013).

Box 2 Definitions: Externality and Internalization

Externality: a side effect of market behaviour on 
a person that was not agreed to by that person. 
This can be a problem, because the effect is of-
ten not reflected in market prices. Example: if an 
organisation extracts water from a local aquifer, 
that reduces the amount of water available to 

other business and the local population. If wa-
ter is not priced, this can lead to the depletion 
of scarce resources and pollution, but also to 
many missed opportunities. 

Internalization: the process by which the costs 
or benefits to society become a private cost or 
benefit to an organisation. Internalization can 
take the form of regulation, taxation, scarcity or 
consumer preferences. Note that internalization 
means that an organisation pays for the societal 
costs (in case of a negative externality), but not 
necessarily that the damage is repaired or that 
the injured party is compensated. For instance, 
a CO2 tax does not mean that CO2 is taken out 
of the air.

1.1 The internalization 
of externalities
There are two factors that cause internalized 
externalities to increase. First, the size of exter-
nalities is growing due to resource scarcity and 
population growth. Second, the rate of internal-
ization is increasing due to lower transaction 
costs, consumer demand for sustainable prod-
ucts and more effective regulation. Figure 2 pro-
vides an overview of the factors that increase 
the amount of internalized externalities. 

1.1.1 The size of externalities 
is increasing
The size of externalities is driven by both envi-
ronmental and social externalities. One of the 
key factors behind increasing environmental 
externalities is planetary boundaries. Humanity 
has already passed three out of the nine bound-
aries beyond safe thresholds: climate change, 
the rate of biodiversity loss, and the rate of in-
terference with the nitrogen cycle6. They will 
require human intervention to return to a level 
at which they are self-regulating. The impact is 
well-known; rising sea levels and more extreme 
weather patterns such as storms and droughts7. 
In 2013 global food prices spiked after droughts 
in the USA8. Since the Western world depends 
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heavily on relatively few foreign suppliers for a 
large number of metallic minerals used in the 
energy and high-tech sector9, there too resource 
scarcity will increase the volatility of food and 
energy prices10. As a result, foreign investors are 
purchasing land in order to secure their supply 
of food and raw materials. Another key driver is 
population growth, which increases demand for 
goods and services. Together with economic de-
velopment and the new middle class in emerg-
ing economies, we will see increased production 
volumes. A third factor that increases the size 
of environmental externalities is the intensity of 
resource depletion and pollution, which highly 
depends on the degree to which production is 
still linear instead of circular. This factor is not 
necessarily increasing, because more opportu-
nities for circular production are being devel-
oped all the time. 

In turn, social externalities are influenced by 
the growing influence of business as opposed 
to governments. Now this often means that 
whether or not a country is lifted out of poverty 
depends on decisions by businesses rather than 
policy makers. Business largely influences the 
global success of markets, which determines the 

access people have to goods. At the same time, 
lagging institutional development, for example 
in human rights protection, leads to inequality. 
This affects people’s ability to actually purchase 
goods and can also impact people’s health and 
well-being through poor working conditions. 

1.1.2. The rate of 
internalization is speeding up
As externalities are growing, the rate of internal-
ization is going up. The main reason being that 
transaction costs, the main barrier to internali-
zation, are rapidly decreasing.11 Firstly, because 
the cost of information is declining, due to pro-
gress in information technology and science: 
environmental and social disasters make it to 
news sites in seconds. Developments in satellite 
imaging, social media and data management 
promise a further decline in costs. Secondly, 
the cost of coordination and reaching agree-
ment has decreased. Institutional agreements 
between governments, civil society and private 
sector actors have increased. See Figure 3 for 
the relation between governmental initiatives 
and overall societal costs. Agreements that in-
ternalize externalities include: REACH, the Waste 
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Electrical and Electronic Equipment Directive, 
the Dodd-Frank Act, Global Reporting Initiative, 
OECD guidelines, Ruggie Framework and sever-
al ISO norms. Most recently, the Accord on Fire 
and Building Safety in Bangladesh – a legally 
binding agreement between international trade 
unions, NGO’s and companies - proves that sec-
tors are also regulating themselves voluntarily. 
Finally, consumers can nowadays sidestep insti-
tutional agreements and coordinate via social 
media in order to reward or punish companies. 
Transaction costs are then often negligible.

Consumer demand also speeds up internali-
zation. As middle-class income levels increase, 
consumers have more income to spend on 
quality aspects of products, like societal im-
pacts. A last driver which increases the rate of 
internalization is effective regulation. It is af-
fected by governments’ willingness to regulate. 
As a consequence of economic development, 
governments can become more responsive to 
pressure to raise minimum environmental and 

social standards, as for instance shown by the 
rise in minimum wages in China.13 A second fac-
tor, governments’ capacity to regulate, which is 
affected by political development, makes it eas-
ier to track whether companies are internalizing 
their externalities.

Framework and several ISO norms. Most re-
cently, the Accord on Fire and Building Safety 
in Bangladesh – a legally binding agreement 
between international trade unions, NGO’s and 
companies - proves that sectors are also regu-
lating themselves voluntarily. Finally, consum-
ers can nowadays sidestep institutional agree-
ments and coordinate via social media in order 
to reward or punish companies. Transaction 
costs are then often negligible.

Consumer demand also speeds up internali-
zation. As middle-class income levels increase, 
consumers have more income to spend on 
quality aspects of products, like societal im-
pacts. A last driver which increases the rate of 
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Figure 3 Governmental initiatives to internalize externalities12
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internalization is effective regulation. It is af-
fected by governments’ willingness to regulate. 
As a consequence of economic development, 
governments can become more responsive to 
pressure to raise minimum environmental and 
social standards, as for instance shown by the 
rise in minimum wages in China.13 A second fac-
tor, governments’ capacity to regulate, which is 
affected by political development, makes it eas-
ier to track whether companies are internalizing 
their externalities. •

—
6 Rockström et al. (2009). Planetary Boundaries: Exploring the Safe Operat-
ing Space for Humanity.

7 Drought is among the most devastating of natural hazards (food produc-
tion losses, depleting pastures etc.) and there is a medium confidence that 
droughts will intensify in the 21st century in some seasons and areas (IPCC, 
2012). This applies to regions including southern Europe and the Mediter-
ranean region, central Europe, central North America, Central America and 
Mexico, northeast Brazil, and southern Africa.

8 World Bank (2012). Severe Droughts Drive Food Prices Higher, Threaten-
ing the Poor.

9 European Commission (2010). Europe 2020: A strategy for smart, sustain-
able and inclusive growth. COM(2010), Brussels.

10 KPMG (2012). Expect the Unexpected: Building business value in a chang-
ing world.

11 From an economic point of view, interventions to internalize externalities 
can be found that are mutually beneficial. Finding and implementing these 
interventions, however, have costs called transaction costs. If these transac-
tion costs are sufficiently low, then naturally the involved stakeholders will 
find and implement a solution to internalize externalities in a free market. If 
transaction costs are sufficiently high, however, then stakeholders will not 
find or implement a solution in a free market (Coase, 1960).

12 Based on an analysis by the True Price Business Case Report project 
team.

13 Bloomberg news (2014) “China Wages Seen Jumping in 2014 Amid Shift 
to Services”
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In the ‘new normal’, the interests of society and 
business are becoming more aligned through 
internalization, which from a societal perspec-
tive is highly desirable.14 For companies that do 
not change their way of working it poses serious 
costs in the short run and creates an existential 
threat in the long run.15 At the same time, they 
will miss out on opportunities to increase rev-
enues. In highly competitive international mar-
kets, therefore this may even mean they will run 
out of business. How can companies best adapt 
to the new normal? They can do so by improving 
externalities, so avoiding negative and promot-
ing positive externalities. True pricing enables 
companies to improve externalities in an effec-
tive way, as elaborated in Chapters 4-7.

2.1 True Pricing

True pricing is a new technology companies can 
use to improve their impact on society by manag-
ing their externalities. True pricing has been made 
possible by innovations in technology (meas-
urement, information technology, data manage-
ment) and science (life cycle analyses (LCA), social 
life cycle analyses (sLCA), environmentally extend-
ed input-output analysis, environmental econom-
ics). There are various methods and tools for val-
uation, such as TIMM, ExternE, EPS, the Trucost 
Database, the social hotspots database and the 
EP&L. For an overview please refer to BSR’s Meas-
uring and Managing Corporate Performance in 
an Era of Expanded Disclosure (2013)16, WBCSD 
Guide to Corporate Ecosystem Valuation (2011) 17 
or WBCSD’s Measuring socio-economic impact – 
A WBCSD guide for business (2013).18

True pricing integrates the external costs and 
benefits to society into financial metrics in three 
steps:
1.  Measure the externalities that cause 
 societal costs and benefits; 
2. Monetize the externalities so that one can 
 express societal costs and benefits in  
 financial terms;
3. Integrate the monetized externalities in key 
 financial metrics such as prices, profits  
 and  returns.

True pricing can be done at several levels. First, at 
product level, the true price consists of the retail 
price plus the net environmental and social costs. 
Second, at company level, the true profits are the 
financial Profit & Loss (P&L) plus the Environ-
mental P&L and Social P&L. At investment level, 
the true return of an investment is the quoted 
return plus the environmental return and the 
social return. Perhaps the most tangible way of 
thinking about true pricing is at the product lev-
el. Where the purpose is not to charge the true 
price and make products more expensive. The 
aim is to create transparency about the true 
costs and benefits of a product, and use this 
information to drive the true price down to the 
retail price, see Figure 4.

True pricing is part of a bigger global trend to-
wards mapping natural and social impacts (or 
‘capital’), and monetizing these impacts. Inter-
estingly, businesses and business-oriented or-
ganisations are taking the lead. A selection of or-
ganisations (small and large) active in this space 
are: the Natural Capital Coalition (NCC), WBCSD, 
the Prince’s Accounting for Sustainability, TEEB 
4 Business, the B Team and UNEP.19

Figure 4 True pricing at product level



The Business Case for True Pricing | 17

Chapter 2 < 

2.2 The True Pricing Roadmap

The crucial question is when to internalize what 
externality and how to set up a roadmap with 
an optimal timeline. It is highly unwise to keep 
mineral, fossil and water dependencies at the 
current level until 2040. However, it seems sim-
ilarly unwise for an organisation to eliminate 
all negative externalities by 2015. By mapping 
and monetizing externalities, an organisation 
can set up a True Pricing Roadmap to improve 
its true prices and set a clear target (reduce the 
gap between the true price and the retail price). 
Figure 5 illustrates this for an end product with 
a horizon until 2020. The true price is composed 
of the retail price plus the true price gap.  

For the sake of comparison retail prices are kept 
at the same level over time. 

As of now, externalities will increase, which 
widens the true price gap and squeezes profit 
margins, as part of externalities are internalized 
leading to higher costs. At the same time, the 
rate of internalization will increase. One effect 
of internalization is to reduce the True Price 
gap, as a part of the costs that used to be borne 
by society are now borne by companies. Anoth-
er effect of internalization is a further decrease 
in margins for the same reason. In sum, under 
business as usual (BAU), the overall effect on 
the true price of a product is that profit margins 
will reduce and the true price gap will increase. 

Impact of changing business environment Impact of improving externalities with true pricing by business

2013  Increasing  Increasing  2020   Risk   Innovation  Branding  2020
  externalities  internalization BAU   management

True
Price

True
Price
Gap

Margin: Cost:        True Price Gap: Social costs         | Environmental costs   

Retail 
Price

2020 Scenario 1:
Business as Usual

2020 Scenario 2:
Improving externalities

Figure 5 The True Pricing Roadmap
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There are three key steps an organisation can 
simultaneously take to reduce its true price and 
improve its impact, reduce costs and maintain 
or even improve profit margin. The first is risk 
management: remove the highest hotspots 
from the supply chain and increase operational 
efficiency, to reduce the risk on resource scarcity 
and lower resource intensity. The second step is 
innovation, through which companies produce 
better products, processes and technologies at 
lower costs, operate more efficient and sustain-
able supply chains and develop new business 
models. The third step is reputation manage-
ment, which allows companies to increase their 
sales volume when communicating their superi-
or impact credibly and accessibly to consumers. 
The expected effect of these interventions is a 
lower true price, due to a smaller true price gap, 
and improved profit margins.

It is important to note that companies have 
different maturities regarding their readiness 
to tackle externalities, which the True Pricing 
Roadmap should match. Some companies can 
set up a True P&L and publish it with a commit-
ment to have a positive EP&L and SP&L by 2020. 
Most, however, cannot. Many are ready to use 
true pricing internally in risk management or for 
innovation, whilst quite a few could communi-
cate about the true prices of selected products. 
Some are well-advised to start mapping and 
measuring their impacts. •

—
14 Meyer, C. & Kirby, J. (2010). The Big Idea: Leadership in the Age of Trans-
parency. Harvard Business Review. Available at: www.hbr.org.

15 Refer to Figure 12 for the relation between the approach to improving 
externalities and the effect on the cost curve

16 BSR (2013). Measuring and Managing Corporate Performance in an Era 
of Expanded Disclosure. Available at: www.bsr.org.

17 WBCSD (2011). Guide to Corporate Ecosystem Valuation. Available at: 
www.wbscd.org.

18 WBCSD (2013). Measuring socio-economic impact – A WBCSD guide for 
business. Available at: www.wbscd.org.

19 For more organisations please visit: www.naturalcapitalcoalition.org  
or www.wbcsd.org.
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In a world with many internalized externalities, 
companies that provide affordable products 
with a positive impact on nature and society 
will thrive. This requires them to measure, man-
age and communicate their externalities. Com-
panies can measure and improve their impact 
without monetizing externalities and integrat-
ing them in financial metrics. They have been 
doing this for a long time. So, why monetize? In 
essence, companies are made to steer on finan-
cial metrics: profit, price and return. If an organ-
isation seriously wants to address an issue, then 
it needs to be reflected in these metrics.

3.1 From qualitative to 
quantitative decisions
Decision makers face the challenge to weigh 
different externalities against each other and 
against other profit drivers. As a result, many 
decisions that involve externalities are based on 
heuristics and thus are prone to decision bias. 
Unfortunately, this is expected to lead to subop-
timal decisions within an organisation. Whether, 
when and to what extent to address an external-
ity will very much depend on accidental factors 
and the people involved. In addition, it is expect-
ed that the contribution of externalities to profit 
will be undervalued vis-à-vis other drivers that 
are expressed in financial terms. It also leads 
to suboptimal decisions by an organisation’s 
stakeholders, such as investors, regulators and 
consumers. Typically, they have even less exper-
tise in externalities, which exacerbates the com-
munication problem.

3.2 From multidimensional 
to single dimensional 
Any decision made by an organisation has mul-
tidimensional impacts on society and inherently 
involves trade-offs. It is difficult to integrate so-
cial and environmental externalities in strategic 
decisions, because they are highly multidimen-
sional, have different units and no self-evident 
value. For example: How to take CO2 into ac-
count in long-term projects? How to compare 
multi-dimensional risks of many suppliers with 

each other? How to communicate the value of 
programs related to biodiversity, resource de-
pendence or good wages to investors? How to 
optimize a portfolio in terms of risk and return 
whilst taking externalities into account? How to 
convince consumers that your product really 
has a better impact on society than alternatives, 
especially when consumers cannot compare 
the impacts?

3.3 From non-financial to 
financial 
Traditionally, companies base strategic deci-
sions on the optimization of a single measura-
ble one-dimensional metric everybody under-
stands: financial value. Monetizing externalities 
allows companies to expresses all externalities 
in one unit, which reduces the multidimensional 
effect of alternatives and makes them easier to 
compare to each other. Since they are expressed 
in the same unit as the one used for standard 
costs and benefits, they are also easier to com-
pare to standard profit drivers. In addition, in-
cluding externalities in existing frames used by 
decision makers (true profits), consumers (true 
prices) and investors (true returns), provides a 
common language for integrated thinking and 
communication.

3.4 Challenges in monetizing

Despite the added value of monetizing to com-
panies and society in general, there are several 
challenges related to monetizing externalities. 
The first is that time and effort is needed to 
come to a (globally) accepted standard, which is 
necessary if all companies are to report their ex-
ternalities systematically. Numerous companies 
(ISO, UNEP and WBCSD) are working on environ-
mental valuation, however, despite significant 
progress in the field  in the past years, it remains 
difficult to formulate a globally accepted meth-
od of LCA. Looking at social valuation there is 
also a need for more appropriate tools, meth-
ods and data sources to assess the quantitative 
dimension of social impact. Through time and 
coordination, however, it is possible to develop 
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guidelines for monetizing and come to stand-
ardisation.

Another challenge concerns the tension be-
tween the aim to quantify and the qualitative 
observations. Some have indicated a possible 
lack of credibility to express social and environ-
mental externalities in financial values. Others 
argue that some of the externalities with an 
ethical dimension - like child labour or worker 
safety – cannot be given a monetary value.20 Al-
though these are valid points, considering the 
need and importance to integrate social and en-
vironmental externalities in decisions, it is likely 
that attaching a financial value to them will make 
decision-making more effective compared to 
current decision-making processes. Naturally, 
monetization should acknowledge possible lim-
itations with respect to specific externalities and 
should not be treated as a one-off guidance for 
making decisions. The next chapter will zoom in 
on how monetizing can make current decision 
making in terms of risk management more ef-
fective. •

—
20 Accounting for Sustainability (2012). Future proofed decision making 
Integrating environmental and social factors  into strategy, finance and op-
erations.
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“True Pricing
allows companies 
to measure and 
manage externalities 
by expressing 
them in one 
financial metric”
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Companies are increasingly vulnerable to envi-
ronmental and social externalities throughout 
the entire value chain. The impact and likeli-
hood of risks associated with these externali-
ties are changing in time, see Box 3. Given their 
size and the current rate of internalization, they 
need to be taken into account in decisions on 
risk management. Monetizing allows companies 
to integrate externality risks in current risk man-
agement frameworks. Consequently, they can 
better classify and prioritize risks.

Box 3 Externalities and associated risks

Water	scarcity	
Water scarcity can be a major risk to organisa-
tions that depend on freshwater supply. They 
may face water shortages, declines in water 
quality and water price volatility, partially caused 
by climate change. Projections predict that in 
2030 freshwater availability bears potential for 
crisis and conflict. Additionally, the 2030 Water 
Resources Group (2010) estimates that global 
demand for freshwater will exceed supply by 40 
percent in that same year. Water scarcity impos-
es a business continuity, financial and reputa-
tional risk. References: World Economic Forum 
(2013); 2030 Water Resources Group (2010).

Child	labour 
Currently, the number of children engaged in 
child labour is estimated at 168 million, which is 
almost 11 percent of the total child population. 
Half of these children are engaged in hazardous 
work that directly endangers their health, safety 
and moral development. From 2000 – 2012 the 
number of children in child labour reduced with 
almost one-third1. This was mainly due to gov-
ernment commitments, sound policy choices 
and increased implementation of ILO conven-
tions. Recent child labour-related incidents with 
retailers and electronic equipment manufactur-
ers show that it may impose a reputational risk. 
Reference: International Labour Office (2013).

Loss	of	biodiversity 
The rate of biodiversity loss has passed the 
point at which nature can self-regulate and will 

require human intervention. Primary industries 
such as extractives, forestry, farming and fish-
ing are mostly affected. Risks include reduced 
productivity (as a consequence of land degrada-
tion), restricted access to land, reduced quotas 
(e.g. in the fishing industry), and reputational 
risk (due to operations with adverse impacts on 
ecosystems). Reference: Rockström et al. (2009).

Labour	safety
Occupational accidents or work-related diseas-
es result in 2.3 million deaths per year. From 
1998 - 2008 both the fatal and non-fatal acci-
dent incident rate declined1. New risks emerge, 
for example health and safety risks related to 
nanotechnology or exposure to non-ionizing 
radiation, or age and gender-related risks. The 
overall costs of accidents and diseases are of-
ten much greater than immediately perceived. 
Investing in labour safety reduces absenteeism 
and improves worker morale, performance and 
productivity. Reference: International Labour 
Office (2011).

Climate	change 
The world faces a long-term global temperature 
rise of 3,5°C, which could cause irreversible im-
pacts, such as deglaciation, contamination of 
groundwater supplies, water shortages, lower 
agricultural yields, more infectious diseases, 
and increasingly severe floods, droughts and 
storms. It is predicted that “80 percent of the cu-
mulative CO2 emitted worldwide between 2009 
and 2035 is already ‘locked-in’ by capital stock 
that either exists now or is under construction 
and will still be operational by 2035”. Climate 
change poses an operational and financial risk. 

References: IPCC (2007); International Energy Agency (2011).

4.1 Integrate externality 
risks: The Externality 
Risk Universe
Externalities represent a set of risks and op-
portunities that traditional risk management 
systems may not yet fully identify or effective-
ly manage. The risks associated with externali-
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ties, will persist in the long run, beyond normal 
business planning timescales. Successful man-
agement of these risks requires companies to 
integrate them in existing risk management 
frameworks. 
Enterprise Risk Management21 (ERM) is a crucial 
process to guarantee the viability of any corpo-
rate strategy and objectives. The ERM Frame-
work established by the COSO (Committee of 
Sponsoring Organizations of the Treadway 
Commission) is widely used. It enables compa-
nies to relate key risks across the organisation 
and provides guidance on how to identify, ad-
dress and monitor them. 

Many companies operate a sustainability risk 
management process linked to, but separate 
from, their risk management framework. How-
ever, as the COSO also proposes, a more sys-
tematic integration of sustainability in general 
into the framework can provide additional stra-
tegic and operational leverage for companies22. 
Figure 6 presents the Externality Risk Universe 
where global macro-economic developments 
(left side) are linked to the management of the 

ten most relevant social and environmental risk 
categories (inner circle) and  the outcomes (right 
side). 

Monetizing enables companies to classify the 
risks related to social or environmental exter-
nalities in the same monetary terms as any oth-
er risks they might incur or generate. In this way, 
the emerging categories of risks and opportuni-
ties can easily be included in the holistic process 
of ERM. This resonates with ‘Integrated thinking’ 
which, according to the IIRC, leads to integrated 
decision-making and actions that consider the 
creation of value over the short, medium and 
long term23. Monetizing can thus be a comple-
mentary framework in integrated reporting and 
performance transparency.

Although empirical studies show that compa-
nies with good risk management practices out-
perform their peers financially, no research has 
been done yet on the effect of integrating sus-
tainability risk on performance. In a recent re-
port, a positive relationship was found between 
risk management maturity and financial perfor-
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Figure 7 Compound annual growth rates 2004-
2011 by risk maturity level. Adopted from EY (2013).  
Turning Risk into Results

mance (in terms of growth in revenue, EBITDA 
and EBITDA/EV). Companies in the top 20% of 
risk maturity generated three times the level of 
EBITDA compared to those in the bottom 20%24 
(see Figure 7). This implies that companies that 
integrate externalities in their risk management 
framework and therefore have a higher level of 
externality risk maturity, may perform better 
than companies with a lower externality risk 
management maturity. 

4.2 Evaluate risks 

The valuation of social and environmental ex-
ternalities can improve risk assessment. Often 
companies classify risks in terms of impact and 
likelihood based on opinions. Monetized risks 
(monetization is only applicable for impact) 
support companies to take more ‘fact-based’ 
decisions on which risks to mitigate. It helps to 
better classify and prioritize risks and focus on 
material risks. The interpretation and impact of 
specific risk categories, differ strongly per sec-
tor, organisation and the environment it oper-
ates in. The Externality Risk Universe can help 
to ensure that material social and environmen-
tal risks are identified and appropriate internal 
controls are embedded. Such controls may in-
clude supplier screening to prevent poor work-
ing conditions (see Box 4) or the assessment of 
raw material use in the credit management pro-
cess of a bank. 

Box 4 The cost of having safer working conditions 
in Bangladesh after Rana Plaza

In April 2013, more than 1.130 people died 
when the Rana Plaza building near Bangladesh’s 
capital, Dhaka, collapsed. The building housed 
mostly textile manufacturers with in total ap-
proximately 5.000 employees. The general cost 
estimation for the renovations, upgrades and 
retrofitting of buildings that is needed across 
the industry in Bangladesh to make the facto-
ries safe, is $3 billion. That translates into about 
8 cents per garment at factory price. The impact 
on retailers’ profits, would be minimal; for a ma-
jor retailer, with 5 percent of its production in 
Bangladesh, the increased cost would be about 
four one-thousandths of a percent of total cor-
porate revenue. 

Reference: The Atlantic (2013).

As the Rana Plaza incident illustrates, including 
externalities in risk management allows com-
panies to forego current or future costs relat-
ed to supply chain activities. For example, an S/
EP&L identifies long-term externality risks that 
are most material, which allows more effective 
management and results in higher returns. It is 
easier to anticipate potential externality risks 
and opportunities. Finally, monetization of ex-
ternality risks can also serve as a driver for inno-
vation (see Chapter 5).
Next to addressing the right risks (‘doing the 
right things’), monetization at operational level 
may enable companies to address risks in the 
right way (‘doing things right’). ProRail uses mon-
etization to include social benefits and costs in 
decisions on infrastructure projects. 

Case 1: Life Cycle 
Management at ProRail

ProRail is a semi-public organisation working 
for the Dutch government that handles main-
tenance and extensions of the national rail-
way network infrastructure, and allocates rail 
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capacity and traffic control. The Dutch railway 
sector is heavily scrutinized; potential railway 
issues are widely covered by media, politics 
and the public. Partly because of this, ProRail is 
vulnerable for reputational risk due to poten-
tial delays for rail passengers, but also health 
and safety risks. Therefore, ProRail includes 
these issues into the decision-making process, 
by integrating social costs and benefits in its 
Life Cycle Management (LCM). 

ProRail analyses decisions related to mainte-
nance, renewal and construction of railway in-
frastructure based on LCM. LCM within ProRail 
entails that projects are evaluated on their im-
pact on total costs and benefits during the full 
life cycle. Three types of projects are distin-
guished to which the LCM method is applied: 1. 
decisions about investments in (new) infra lay-
out 2. decisions about maintenance vs. replace-
ment 3. decisions about combining/clustering 
certain project activities in time, in order to 
minimize the nuisance for rail passengers. The 
LCM method initially contained only economic 
costs, but is further developed in recent years 
to include social costs and benefits as well. This 
is done by applying the valuation method used 
in societal cost-benefit analysis (SCBA’s). Social 
costs and benefits (availability, capacity, trav-
el time, safety, etc.) are calculated in terms of 
money, which makes them comparable with 
economic costs and benefits. 

The outcome of a fully integrated LCM with 
SCBA is a financial comparison of the current 
situation with the potential new situation once 
the project is implemented, in terms of: 
1. Life Cycle Costs (LCC) for ProRail - “hard”  
 costs for construction, renewal and  
 exploitation (maintenance) 
2. Social costs / benefits because of  
 unavailability of infrastructure - “soft” costs  
 regarding e.g. alternative transport and value  
 of time of passengers, because of planned  
 and unplanned disruptions 
3. Other social cost / benefits – “soft” costs  
 regarding e.g. safety, health, environment  
 (SHE) and comfort

While calculating social costs and benefits, all 
stakeholders are taken into account: passen-
gers, government, transport companies and the 
environment. However, benefits for passengers 
are the most relevant social part of LCM. To give 
an example, one of the most essential function-
alities is time with regards to travel time, delays 
and technical failures. This is the reason why 
the LCM method expresses the value of time 
for an average passenger for planned disrup-

tions at approx. €8,00 
per hour. For unplanned 
disruptions, the value 
of time is multiplied by  
a factor of 2,4. 

Within ProRail, LCM is 
used by multi-discipli-
nary teams as input for 
the initial business case 

of a project as well as for each phase transi-
tion of the project. LCM is strongly related to 
the ProRail Risk Matrix, specifically for the SHE 
aspects. The risk matrix serves as input for the 
LCM method. And when risks are valued in a 
LCM and effectively mitigated through the com-
pletion of a project, this serves as input for the 
risk matrix as well.

LCM is a method, with which ProRail can (both 
internally and externally) proactively state that 
the interests of passengers are explicitly consid-
ered in investment decisions and that in some 
cases economic costs are outweighed by these 
interests. Moreover, making the social costs and 
benefits visible shows that public money is well 
spent. •

—
21 When addressing ‘risk management’ in this paper, we refer to the enter-
prise-wide, integrated cycle of risk and performance management.

22 EY & COSO (2013). Demystifying sustainability risk - Integrating the triple 
bottom line into an enterprise risk management program.
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Companies can use innovation to identify new 
business opportunities that avoid negative and 
promote positive externalities. In this report, 
innovation refers to ‘sustainable innovation’. 
There are three levels of innovation, which, 
when combined, can have the largest impact on 
an organisation’s financial performance. Mon-
etizing helps companies to focus innovation, 
because it provides tangible information on the 
value of social and environmental externalities 
in specific business areas. This allows them to 
identify business opportunities for innovative 
existing or new products, processes and busi-
ness models. Also, monetizing helps to measure 
the effect of externalities of specific innovations 
on the bottom-line.  

5.1 Focus innovation

Innovation can be incremental, leading to a li-
cense to operate, consist of mid-term contin-
uous improvements, or it can be a disruptive 

change for the long term. It is driven by both 
internal factors: cost management, risk man-
agement or finding growth in existing and new 
markets, and external factors: resource scarci-
ty, growing transparency and demand for sus-
tainable products. Many companies already 
use sustainability to rethink business models, 
products and processes25. For example DSM 
uses sustainability to develop new products, see 
Case 2. The increasing number of internalized 
externalities provides a great business opportu-
nity for companies to use innovation to improve 
externalities. As mentioned before, this refers 
to reducing negative and promoting positive ex-
ternalities. Monetizing externalities has the po-
tential to drive, focus and measure the impact 
of three types of innovation:
1. Improve the current product portfolio to  
 realize efficiency;
2.  Develop new products and services to  
 develop new markets;
3.  Define new business models.

Re
ve

nu
e

Today        Time    

Decline without innovation

Improve License to Operate

Grow traditional business sustainably 

Growth outside traditional business

Improve current
product portfolio

Develop new 
products & services

Define new 
Business Models

Figure 8 Innovation model (adopted from Deloitte Sustainable Innovation)
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Companies can create most value if they em-
brace all three types of innovation, so for the 
short-, mid- and long-term. Figure 8 shows the 
different types of innovation to improve exter-
nalities and expected revenues over time, rang-
ing from relatively low extra revenue when im-
proving the current product portfolio to higher 
revenue streams when developing new busi-
ness models.

5.1.1 Improve current 
business aspects
Improving existing business aspects, such as 
the portfolio of products and services, technol-
ogies, processes and supply chain is the easiest 
and fastest way to innovate, as it can be realized 
within a relatively short timeframe. The main 
objective is to improve externalities in business 
aspects through modifications or additions. The 
criterion to improve externalities is added to the 
innovation process. 

An example of this level of innovation is the 
introduction of the Unox Free Range Sausage 
(scharrelrookworst) by Unilever. This sau-
sage is produced under more animal-friendly 
conditions and its environmental impact is 
20% less than an average smoked sausage. 
This had a positive effect on sales, improved 
the lives of 500.000 animals and consumers 
are very positive about the new product. The 
new Free Range Sausage was recognized as 
the Best Buy Sausage in 2013, according to 
the Nature and Environment (Natuur en Mi-
lieu) foundation. Making this typical Dutch 
sausage more sustainable also led to a posi-
tive marketing effect for Unilever, winning a 
marketing award with the product (Bronze 
Effie Award 2012).

As the example shows, innovations at this lev-
el will rather quickly create financial benefits, 
consumer awareness and improve the envi-
ronmental impact of the company. In doing so, 
companies keep up with customer expectations 
and maintain their license to operate.

5.1.2 Develop new products 
and services to develop new 
markets
Developing new services or products for exist-
ing or new markets is a type of innovation that 
can be realized in one or two years. It is mainly 
driven by an increasing demand of consumers 
for sustainable products and services. For ex-
ample, 30% of Dutch consumers take sustaina-
bility information into account in their purchas-
ing behaviour.26 In order to identify innovation 
priorities, companies have to use consumer 
information and create new competencies and 
tools. They can do so by starting alliances with 
business partners. Through its ECO+ and Peo-
ple+ programs, DSM has developed products 
with a better environmental and social impact, 
which has led to increased sales (see Case 2). 
DSM is already using sustainability as a driver to 
develop new products and sees monetizing as a 
promising next step.

Case 2: DSM’s People+ 
and ECO+ programs 

As part of its 2010-2015 strategy DSM in mo-
tion:  driving focused growth, the organisa-
tion is taking sustainability to the next level. 
In addition to fulfilling its own responsibilities 
toward society, DSM has successfully devel-
oped sustainability as a strategic growth driv-
er. DSM has two programs focused on prod-
uct development and improvement. ECO+ is 
DSM’s program for the development of in-
novative products and solutions with a bet-
ter  environmental impact compared to com-
peting mainstream solutions that fulfil the 
same function.  When considered over their 
entire life cycle, ECO+ solutions offer superior 
performance and a lower eco-footprint. The 
ecological benefits can be created at any stage 
of the product life cycle, from raw materials to 
manufacturing, potential re-use and end-of-
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life disposal. DSM uses comparative Life Cycle 
Assessments to determine whether a solu-
tion should be considered ECO+. An exam-
ple of an ECO+ product is DSM’s engineering 
plastics, which enables customers to produce 
lower-drag, lighter-weight and therefore more 
fuel-efficient cars. A life-science example is 
Brewers Clarex™, which enables brewers to 
prevent chill haze without having to cool their 
beers to sub-zero temperatures. Other ECO+ 
benefits are the minimization of the use of 
natural resources such as water or minerals 
(including metals), or the reduction of waste.

People+ is DSM’s program to develop solutions 
that measurably improve the lives of consum-
ers, workers and communities across the val-
ue chains. In the absence of a ready-to-use 
methodology to assess the impact of products 
on people’s lives, DSM started to develop a 
new methodology in consultation with stake-
holders in 2011. The DSM People LCA tool en-
ables business groups to identify new levers 
for innovation, develop value propositions, 
and engage with partners in the value chain. It 
concentrates on the impact of DSM’s products  
on the lives of people that make and use the 
product. The tool is now an incentive for inno-
vation and research and development across 
the organisation worldwide. An example of a 
new product innovation is DSM’s waterborne 
resins for paints. They reduce the health risks 
for professionals and DIY painters compared 
to solvent-based paints on the market. 

It is DSM’s ambition that by 2015 at least 80 
percent of its innovation pipeline stems from 
ECO+ products or solutions, and that they ac-
count for approximately 50 percent of total net 
sales. At the end of 2012, the innovation pipe-
line contained 80 percent ECO+ products and/
or solutions. ECO+ solutions as a percentage 
of running business increased to 43 percent in 
2012. Data from the business groups DSM En-
gineering Plastics and DSM Resins & Function-
al Materials show that ECO+ sales have grown 
by around 10 percent each year since 2010, 
while non-ECO+ sales have slightly declined. 

Moreover, ECO+ sales also show significantly 
higher contribution margins, of about 10 per-
cent, compared to non-ECO+ sales.

According to Reinier Grimbergen, Director 
Sustainability & Business Development DSM, 
looking to the mid- and long-term future, DSM 
considers monetization of environmental and 
social value chain impacts as a promising next 
step to understand and steer Triple P value 
creation.27

5.1.3 Define new 
business models
The third type of innovation companies can 
use to improve externalities are new business 
models. Successful business models include 
novel ways of capturing revenues and deliv-
ering services in tandem with other compa-
nies28. A new business model can be created 
by thinking differently and investing in future 
changes together with strategic partners. This 
can be done by setting up Public-Private-Part-
nerships (PPP) with companies outside the 
sector or governments, which can facilitate 
sustainable business operations.29 Business 
model innovation can have a profound impact 
on the future of the organisation, as research 
by BCG shows: nearly 50% of companies have 
changed their business models as a result of 
sustainability opportunities, 23% of which an-
swered that they profit from this.30 

The following three cases highlight the soci-
etal value that can be created through busi-
ness model innovations that improve exter-
nalities. DyeCoo has partnered with IKEA and 
NIKE to create an innovative business model 
in the textile sector that improves the envi-
ronmental impact of the production process 
(Case 3). Similarly, Randstad set up a Pub-
lic-Private-Partnership with the Dutch gov-
ernment and other companies to improve the 
social externality of unemployment (Case 4). 
Last, AkzoNobel initiated an innovative part-
nership with a supplier to reduce the negative 
environmental impacts of one of the raw ma-
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terials in their paints (Case 5). 
Case 3: DyeCoo partners 
with IKEA and NIKE 

The textile industry is one of the largest con-
sumers of water and most of the world’s textile 
suppliers are located in Asia. The scale of the in-
dustry’s activity in the region puts pressure on 
the availability of clean water and contributes to 
environmental pollution in the discharges from 
manufacturing processes. As textile demand is 
foreseen to grow in the coming years and the 
amount of available water will continue to re-

duce, the license to operate for the textile indus-
try might be threatened.
 
DyeCoo Textile Systems, a Dutch-based organ-
isation, has developed the first commercially 
available waterless dyeing technology. It uses 
recycled carbon dioxide (CO2), which avoids the 
large amount of water and chemicals used in 
traditional dyeing processes. By removing the 
need to use water in the dyeing process and 
eliminating the risk of effluent discharge, the 
newly developed DyeCoo system could bring 
significant benefits to the region. The potential 
of the waterless dyeing process has also been 
recognized by NIKE, Inc. which, in close collabo-
ration with IKEA GreenTech, invested in DyeCoo 

Figure 9 Environmental benefits of NIKE Colordry (source NIKE inc.)
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in 2012. As Steve Howard, Chief Sustainability 
Officer IKEA group says:  “IKEA strives to have a 
positive impact on people and the planet. By help-
ing to scale the DyeCoo system for use with larger 
production volumes, we could help to make a big 
difference for the environment as well as workers 
and communities around textile facilities”.31 

Multiple value is created using and scaling the 
DyeCoo innovation, as can be seen in Figure 9. 
A 100% reduction of water, will lead to less costs 
and avoiding a scarce resource. 100% reduction 
of polluted waste water will reduce negative 
environmental impact and cost less in taxes. A 
100% reduction of chemicals, which costs less 
and reduces negative environmental impact. 
Also the re-use of CO2 creates a circular system. 
A 40% faster dyeing will positively impact the 
cost price. The 63% reduction of energy use pos-

itively impacts cost price and saves CO2. Last, 
there is less space needed to dye, which posi-
tively impacts the cost price. 
When only considering the 100% reduction in 
water and chemicals, the cost to dye 1 kg of tex-
tile in Asia is significantly reduced from €1.20 to 
€0.70, which is a 40% cost price reduction. Mon-
etizing the externalities show that the DyeCoo 

system has significant advantages over the con-
ventional dyeing process. Till date, the brand 
owners NIKE and IKEA have not yet considered 
to communicate True Prices for their products. 
“True Prices might certainly be a topic for the near 
future” says Ian Spoelstra, Sales Director Dye-
Coo, “the main interest at this point in time is to 
secure the textile supply”. 32 

Case 4: Randstad Project 
Baanbrekend 

Randstad is the world’s second-largest HR ser-
vice provider, founded in the Netherlands and 
operating in around 40 countries. Randstad de-
veloped an innovation with Project Baanbrek-
end. Baanbrekend is a Public Private Partner-

ship between municipalities and Randstad with 
the aim to help people on welfare to work. With 
this project Randstad has accomplished to give 
a value (price) to the social impact of the pro-
ject by calculating the cost saving of a person 
having a job compared to being on welfare; the 
true cost of unemployment. The project is a per-
fect example of a PPP, creating a new business 

True
Price

Community

Municipalities

Employers

Other HR service
providers

Employees

Randstad

Value Creation
Baanbrekend

Figure 10 Stakeholders Randstad Project Baanbrekend
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model by setting up a strategic partnership with 
Dutch municipalities, organizations hiring the 
people and also with ‘competitors’ of Randstad.
Due to the project, over 1900 people got a new 
job in 2013, thereby meeting the target of plac-
ing about 60% of all the ‘Job Ready’ people on 
welfare in the participating municipalities. From 
the staffed employees, 82% are still working 
after 3 months and 78% still have a job after 6 
months, which makes the impact of the project 
very sustainable. Randstad has a positive so-
cietal impact by lowering true unemployment 
costs and adding value for all the six stakehold-
ers involved in the project.

Based on an interview with Inge Dijkstra, Oper-
ational Director Randstad HR Solutions, the val-
ue per stakeholder (see Figure 10) is described 
as follows.33 Value for Randstad itself is creat-
ed in different ways. Randstad is earning a fee 
for every employee placed at a new employer. 
There are 3 fees: one at the start, one after 3 
months of a person being employed and again 
after an employee is working for over 6 months. 
The municipalities pay part of the costs of the 
Randstad team working for the municipality. Im-
pact on the brand image of Randstad. In 2013 a 
lot of articles and advertisements were placed 
in the media, providing free publicity, creating 
a significant amount in PR value. The munici-
palities obtain value by decreasing the amount 
of people on welfare. Randstad calculated this 
value to be € 7.000 Euros per person who got 
a job for at least 6 months. Value is created for 
the people finding a new job by increasing their 
income, happiness and health. According to 
several researches, people who are working are 
on the average happier, and have less health 
issues. For the employers value is created by 
getting employees with reduced costs. Next to 
this, they contribute to their social environment 
and CSR. Other HR service providers obtain val-
ue because project Baanbrekend searches jobs 
for people in their database, therefore these 
HR service providers place people at employers 
without having the hassle of matching them-
selves. In total the society obtains value from 
happier and healthier inhabitants, lower costs 

for municipalities (possibly leading to lower tax-
es or other investments from the municipalities) 
and lower care costs. The total social impact for 
project Baanbrekend on municipalities in 2013 
has been calculated to be about € 10 mio..34  

Case 5: AkzoNobel: supply 
chain innovation to reduce 
negative environmental 
externalities 

AkzoNobel has been making its manufacturing 
processes more sustainable for some time now. 
It has assessed the cradle-to-gate footprint of 
its operations since 2009. The results show a re-
duction of approximately 3 percent, from about 
980 kg/ton (2009) to around 950 kg/ton in 2012 
on a comparable basis. There are limitations in 
terms of how far improvements can be made. 
Especially, considering  that over 90 percent 
of the carbon footprint linked to the paint and 
coatings the organisation sells are not directly 
related to its own operations. 

This makes AkzoNobel’s target to achieve a 25-
30 percent reduction in the carbon footprint of 
its products by 2020 a particularly challenging 
one. AkzoNobel cannot achieve this by simply 
improving its own operations, which is why the 
organisation is looking to work with partners 
such as Solvay.

AkzoNobel sells epoxy coatings, which contain 
epoxy resins. One of the main raw materials 
used to produce epoxy resins is epichlorohy-
drin. Conventionally it is produced out of oil via 
a relatively energy intensive process, but Solvay 
has developed an alternative method, which 
uses glycerin (a biodiesel production by-prod-
uct) as a feedstock.  In turn this consumes sig-
nificantly less energy and water.

The fact that AkzoNobel normally buys epoxy 
resins – and not the raw material epichlorohy-
drin – could have been a stumbling block. But 
this was overcome by striking an innovative 
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deal, whereby AkzoNobel guarantees to buy 
volumes of glycerine-based epichlorohydrin (or 
Epicerol®) indirectly via the epoxy resins pur-
chased from Solvay’s customers. Via a “book 
and claim” approach, an independent third par-
ty verifies how much bio-based product is in 
AkzoNobel’s supply.
The benefit for AkzoNobel and its customers is a 
lower footprint, by using bio-based raw material 
in coatings, with exactly the same performance, 
without incurring extra costs. Solvay benefits 
from the  major commitment to their product, 
which confirms their commercial intuition.

5.2 The promise of 
monetization for innovation
There are several ways in which monetizing can 
enhance decision-making in innovation. First, it 
can be used to focus innovation on those prod-
ucts in the current portfolio that provide the 
largest business opportunity to improve exter-
nalities. PUMA has used monetizing to compare 
environmental externalities caused by a con-
ventional and a sustainable shoe and T-shirt.

In 2012, PUMA extended its corporate EP&L to 
product level and published a product EP&L, 
in which it compared a sustainable and a con-
ventional version of a suede shoe and a cotton 
T-shirt. For the shoe, PUMA used a mix of organ-
ic cotton and linen instead of leather and for the 
T-shirt organic cotton instead of conventional 
cotton. The product EP&L covered four phases 
in the lifecycle: raw materials, production pro-
cesses, consumer use and disposal. Both prod-
ucts have 31% less environmental impact. The 
environmental costs of the shoe decreased 
from €4.29 to €2.95 per shoe, for the T-shirt 
this was €3.42 to €2.36 respectively.35 In con-
clusion, monetizing at product-level provided 
PUMA with quantified insights about the effect 
of specific product innovations on the environ-
mental impact of existing products. PUMA can 
use these insights in marketing and can contin-
ue to monetize externalities on other products 
as well.

Second, to our knowledge, so far no organisation 
has used monetization to develop new products 
that improve externalities. Third, there is great 
potential in using monetizing for business mod-
el innovation. It can help companies to identify 
those externalities that provide the best oppor-
tunities for improvement that are not captured 
by current business models. For example, mon-
etizing might show companies that water scarci-
ty provides a great opportunity, which they can 
best address by shifting to circular production 
processes. This requires new modes of collab-
oration with suppliers that currently consume 
and dispose of water. Monetizing can help to de-
termine a price that incentivises water reuse. •

—
25 Harvard Business Review (2009). Why is sustainability now the key driver 
for innovation.

26 Dossier Duurzaam (2012). Resultaten Dossier Duurzaam.

27 Interview with Reinier Grimbergen, Director Sustainability & Business 
Development DSM (2014). January 27th.

28 Harvard Business Review (2009). Why is sustainability now the key driver 
for innovation.

29 KPMG (2012). Expect the unexpected; building business value in a chang-
ing world.

30 MIT Sloan management review & BCG (2013). The innovation  
bottom line.

31 IKEA Greentech venture capital invests in innovative waterless textile 
dyeing system, IKEA GROUP Press release, 8th April 2013

32 Interview with Ian Spoelstra, Sales Director Dyecoo (2014). On the dyeing 
innovation of Dyecoo. February 3rd.

33 Interview with Inge Dijkstra, Operational Director Randstad HR Solutions, 
on Project Baanbrekend, 15th January, 2014

34 Interview with Inge Dijkstra, Operational Director Randstad HR Solutions, 
on Project Baanbrekend, 15th January, 2014

35 PUMA (2012). New PUMA shoe and T-Shirt impact the environment by a 
third less than conventional products.
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Markets are not perfect and prices are not right 
because of information asymmetry. Consum-
ers do not have insight in the societal impact 
of products and companies do not take into ac-
count all impacts in the prices that they charge. 
In an emerging era of limits, scarcities, nega-
tive impacts, interdependencies, information 
technology, and social media, the imperative 
of structured “transparency” of material facts 
and figures will become more prominent for 
good governance and good business. Investors, 
consumers and voting citizens will increase the 
pressure. Better insight in the value of societal 
impact can improve reputation. Monetizing fa-
cilitates communication, which can play a role in 
transparency and reporting, but also branding. 
Ultimately, this can result in an increase in sales, 
higher market shares and customer loyalty. 

6.1 Prevent reputation risk

Demands for transparency put increasing pres-
sure on companies. This makes them increas-
ingly vulnerable, because if how they perform 
is not in line with what they have communicat-
ed, they run the risk that stakeholders do not 
trust them anymore. Measuring and monetizing 
all impacts quantitatively – internally – allows 
companies to safely make partial or qualitative 
claims externally about their sustainability. In 
that way, they prevent their reputation from be-
ing harmed.

6.2 Improve transparency 
and reporting
Consumers are more aware of the social and 
environmental impact of products and services. 
Cone Communications Research (2012) reveals 
that 86% of consumers are more likely to trust 
an organisation that reports its CSR results; 82% 
are more likely to purchase a product that clear-
ly demonstrates the results of the organisation’s 
CSR initiatives than one that does not; and 40% 
will not purchase an organisation’s products or 
services if CSR results are not communicated.36 

Also, consumers increasingly use certification 
schemes and labels in their buying behaviour, 

such as the Rainforest Alliance, UTZ certified, 
EKO and Fair Trade Original. These are highly 
trusted sources of information about the social 
and environmental performance of a product.37 
The information provided to consumers should 
be credible, verifiable and standardized, oth-
erwise brands run the risk of being accused of 
greenwashing.38

An example of an organisation that uses certifi-
cation to improve transparency is Unilever. The 
organisation committed to use tea from Rain-
forest Alliance Certified Farms in all Lipton Yel-
low Label tea bags sold in Western Europe by 
2010. In 2008, Unilever ran a campaign on the 
certification of Lipton tea, which resulted in an 
increase in sales and market share. In Italy for 
example turnover increased by 10,5% and val-
ue share by 2,13 pts.39 Interestingly, although 
product features were not mentioned in the 
campaign, the perception on the Lipton brand 
as a quality tea has increased.40

Next to labels, consumers can increasingly ac-
cess information about a product’s social or 
environmental performance through apps or 
websites. Some of these are based on compa-
nies’ inputs, for example they can influence the 
scores by engaging with consumers and profes-
sional judges. Whilst other apps let consumers 
make their own judgment, so in the case of a 
negative perception of the brand’s societal im-
pact, they can give a low rating. Most apps score 
environmental impacts, whilst only few also in-
clude social impacts, like GoodGuide and Rank-
a-Brand, see Figure 11.

Related to this, sustainability rankings or 
awards are additional sources of information, 
which consumers and investors can consult. 
Some well-known sustainable awards or rank-
ings are Katerva, DJSI, the Inrate Sustainability 
Guide and Best Global Green Brands. Many of 
these awards consult or analyse companies’ 
annual reports, which are another rich source 
of information for various stakeholders. The 
recent development towards integrated report-
ing, shows that companies become increasingly 
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transparent on their social and environmental 
performance. Examples of companies that have 
published an EP&L are NovoNordisk and PUMA 
(see Box 5). Recently, NS (Dutch Railways) has 
published an assessment of its environmental 
impact.  

Box 5 PUMA’s EP&L

PUMA was the first company in the world to 
publish an EP&L, which revealed that on a prof-
it of €202.2 million the organisation’s environ-
mental impact was large; €145.0 million in 2010. 
Of that environmental impact, only €8 million 
was derived from PUMA’s core operations, while 
the remaining €137 million fell upon its supply 
chain. This information helped PUMA to focus 
innovation on the supply chain and the design 
of a new shoe and T-shirt with less environmen-
tal impact. PUMA Chairman Jochen Zeitz states 
that by being creative in product design and 
turning to recycled materials, the organisation 
can significantly reduce environmental impacts 
and save costs. Examples are the use of more 
efficient cutting techniques that reduce the ma-
terial wasted during manufacturing or a change 
in the core material. PUMA started to measure 

whether their efforts to become a more sustain-
able organisation. By being transparent about 
this, at the same time they arm the consumer 
with the knowledge to make better, more in-
formed decisions in their purchasing. 

References: PPR (2012); Gardner, S. (2012).

Monetizing has the potential to improve trans-
parency. It can be used to inform consumers 
with convincing, fact-based and standardized 
data on the current status and initiatives un-
dertaken to improve an organisation’s impact. 
Also, it can support already existing labels or 
gauge whether qualitative claims can actually 
be supported by hard data. Since monetizing 
can make the efforts and activities of companies 
more visible and comparable, it can also facili-
tate the selection process in sustainable awards 
and rankings. Judges can base their opinions on 
more factual data about companies’ social and 
environmental performances or improvements 
and benchmark these over years. Last, conduct-
ing a True P&L will enhance transparency in re-
porting, which can attract investors with more 
long-term horizons and interest in more impact-
ful investments. 
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Figure 11 Social and environmental impact
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6.3 Enhance brand loyalty

Next to transparency, communicating on soci-
etal impact can positively influence consum-
ers’ brand loyalty. A study by GMA and Deloitte 
found that sustainability considerations either 
drive or influence the buying decisions of more 
than 50% of the 6,000 consumers that were in-
terviewed.41 Once a more sustainable product 
has captured the consumer’s commitment it 
tends to create brand stickiness by retaining the 
consumer’s loyalty through repurchase. In ad-
dition, consumers are still on a learning curve, 
because they do not always understand the 
social and environmental benefits of a prod-
uct; 95% of the consumers would ‘buy green’ if 
they had the right information and an otherwise 
satisfactory product. Also, ‘Employer’s Brand’ is 
enhanced if an organisation produces products 
or services with a positive societal impact. It is 
a key element in attracting and retaining talent, 
especially younger generations.42 

Monetizing can enhance brand loyalty, by trans-
lating societal impacts into a frame that con-
sumers are used to, namely prices. By directly 
showing the true price of a product, consumers 
can better compare the societal performance of 
products. Due to more objective information, 
it can lead them to perceive brands with a bet-
ter societal impact as more attractive than con-
ventional brands. It increases trust and makes 
consumers more willing to pay a premium for 
products from brands that display their social 
and environmental impacts. 

The true price of a product can be communicated 
in many ways and through many channels. For 
some companies this can be a great opportunity 
to show how their product differentiates from 
conventional products that have a higher social 
and environmental impact. PUMA has done so 
on their website for selected products with a 
product EP&L, which shows the environmental 
costs of a conventional and a more environ-
mental-friendly shoe and T-shirt. If consumers 
have no information about the environmental 
costs and the products have the same quality, 

they would choose the product with the lowest 
price. In this case, the conventional T-shirt has 
the same retail price as the organic T-shirt. How-
ever, since the latter’s environmental costs are 
lower, consumers will be more inclined to buy 
the organic T-shirt. For the suede shoe there is 
a trade-off: a higher retail price but lower envi-
ronmental costs. Showing that the suede shoe 
has lower environmental costs may increase the 
number of consumers who prefer this shoe.

One of the risks in showing the true price of a 
product, is that if competitors do not show their 
true price (yet), consumers will perceive your 
product as more expensive. Since they cannot 
make a fully-informed comparison with the so-
cietal impact of other products, they might be 
inclined to continue purchasing their regular 
brand.

Lastly, companies can use true pricing to show 
how they improve their impact, for example 
through lowering their true price or publishing 
a true P&L. Stakeholders will more likely im-
prove their perception of the product, service 
and brand, which may increase sales and rev-
enue. Companies that publish their improve-
ments should however consider, that if the true 
price of a product increases or their true P&L 
does not improve over time, consumers and 
investors will shift to brands that do improve. 
This does provide a great stimulus for product 
innovation. •
—
36 Cone Communications (2012). Consumers Demand More Than CSR  
“Purpose”.

37 BBMG, Globescan and SustainAbility (2012). RE: Thinking consumption; 
Customers and the Future of Sustainabilty

38 Greenwashing Index (2013). Available at: www.greenwashingindex.com.

39 Nielsen MAT DATA (2009). Lipton Yellow Label Tea sales.

40 Horlings- Wonderwings, S. (2009). Bridging the gap between branding, 
sustainability and consumer demands. Dutch Sustainable Trade Initiative 
(IDH).

41 GMA and Deloitte (2009). Finding the green in today’s shoppers, Sustain-
ability trends and new shopper insights.

42 MIT Sloan management review & BCG (2013). The innovation  
bottom line.
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Once companies have identified the general, 
qualitative business case for improving exter-
nalities, the question is: when to start improving 
which externalities to what extent? Improving 
externalities means avoiding negative external-
ities and stimulating positive externalities. It is 
an impact-specific approach, where companies 
can for example focus more on water than on 
living wages at a certain point in time. When 
timed effectively, improving externalities can 
lead to a first-mover advantage43, for example 
in terms of more effective risk management, 
new business innovations and enhanced repu-
tation. There are two steps companies can take 
to start improving their externalities: 1. Identi-
fy the business case for improving externalities 
and 2. Choose an improvement strategy.

7.1 Step 1: Identify the 
business case for 
improving externalities
After discovering the business case for engaging 
in true pricing, the first step companies should 
undertake is identifying the business case for 
improving externalities. As shown in Figure 12, 
this is driven by three factors: (1) the materiality 
of specific externalities to the organisation, (2) 
the opportunities to improve externalities, and 
(3) the ability to implement improvements.

7.1.1 The materiality of 
externalities
The decision when to improve, which externali-
ties to what extent, requires a deeper, organisa-
tion-specific understanding of the total societal 
impact, be it environmental, social, economic or 
tax impact.44  It is important to understand the 
materiality of specific externalities, which de-
pends on their size and rate of internalization. A 
third factor is the dependence of an organisation 
on a specific externality, which is determined by 
its business model—air pollution is likely to be 
more material for an aluminium smelter than 
for a professional services firm. Additionally, it is 
important to gain insight into which stakeholder 
groups are affected by externalities.

7.1.2 The opportunities to 
improve externalities

The second factor that determines the business 
case for avoiding negative and promoting posi-
tive externalities is the opportunity to improve 
externalities. It is important to know the sets of 
alternatives that exist to improve externalities. 
Different alternatives will require different lev-
els of investments and possibly collaboration 
with other stakeholders. For example, if an or-
ganisation wishes to reduce its dependence on 
suppliers that do not pay their workers a de-

cent living wage, there are several alternatives 
from which it can choose. The organisation can: 
shift to a supplier that pays decent living wages, 
punish suppliers that do not pay a decent liv-
ing wage, adjust sourcing requirements to ones 
that include conditions on a decent living wage, 
collaborate with current suppliers to improve 
their payment schemes or arrange compensa-
tion schemes for employees with suppliers.

The opportunities to improve are also influenced 
by the dependencies and trade-offs between dif-
ferent externalities. For example, growing a crop 
on one location may reduce transport and there-
fore emissions, but may require the use of water 
in an area where it is relatively scarce. 
In some cases, companies will decide not to take 
action even if an externality is highly material. For 
example, if there is no alternative that creates a 
lower externality or if the alternatives are too 

Figure 12 Factors that determine the business case 
for improving externalities
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expensive or result in a higher premium. That is 
where innovation becomes important, because it 
can increase the set of alternatives, for example 
by providing new products that have a larger pos-
itive impact as compared to current alternatives.

7.1.3 The ability to 
implement improvements 
A third factor in identifying the business case is 
an organisation’s ability to implement improve-
ments. This depends on organisation-specific 
characteristics, one of which is size. Large com-
panies may have more resources or experience 
available than smaller companies. While small-
er companies will experience less bureaucracy, 
which allows them to adapt more quickly45, for 
example in terms of innovation. Decision struc-
ture also plays a role, where centralized compa-
nies will be able to change course more easily 
than decentralized companies. This is linked to 
geographical location, in that decisions may be 
further complicated when geographical diversity 
increases due to local laws and cultural differ-
ences.46 Another characteristic is industry type. 
For example, capital-intensive industries such as 
utilities are characterized by long-term commit-
ments to large investments in fixed assets like 
land, equipment and machinery, which makes 
them more vulnerable to unexpected events. 47  
They have limited ability to disinvest or shift in-
vestments as illustrated by the case in Box 6. Also, 
the extent to which best practices to improve ex-
ternalities are already available differs per indus-
try48, in some cases research and development 
of new solutions may require large investments. 
Companies may not want to invest individual re-
sources to set up a framework to measure indus-
try-specific externalities, which other companies 
in the industry can use afterwards. That is why 
openness to collaboration with peers and other 
stakeholders in the value chain is critical, see for 
example initiatives in the textile industry49 and 
chemicals industry.50 Lastly, the systems availa-
ble for gathering information51, the information 
already available and the skills to translate infor-
mation into strategy execution also determine or-
ganisation’s ability to implement improvements. 

Next to organisation-specific characteristics, be-
havioural factors play a role in the ability to im-
plement improvements. One such factor is the 
willingness of people in the organisation to im-
plement improvements, which is influenced by 
the CEO’s involvement. By leading by example, he 
or she can affect the core values of the organisa-
tion52 and the degree to which top management 
is held accountable for improving externalities.53 
Current strategy may or may not be conducive 
to an organisation’s willingness to implement 
improvements. This depends on the extent to 
which sustainability is seen as an opportunity, 
threat or compliance exercise. Companies that 
focus on the former are more likely to see the 
improvement of externalities as a way to manage 
risks, drive innovation and enhance reputation. A 
last factor is appetite for risk, where risk-averse 
companies are more likely to improve externali-
ties to avoid risks and stay ahead of competition. 

Box 6 The effect of industry type on Honda’s ability 
to implement improvements

The 2011 floods in various regions in Thailand 
resulted in USD 46.5 billion of total damages 
and losses, such as lost production and income. 
The decrease in exported goods was valued at 
USD 7.9 billion. Roughly 90 percent of the dam-
age and losses were borne by the private sec-
tor of which the manufacturing industry was hit 
the hardest bearing approximately 70% of total 
costs. For Honda it meant a 23.1% decrease of 
its unit production in Asia as well as and major 
supply chain and production operations around 
the world. Despite these risks, Honda contin-
ues to make use of the same facilities, given the 
large investment required to relocate. 

References: TFS Initiative (2013); Epstein (2008); World Bank 
(2012). Thai Food (2011).

7.2 Step 2: Adopt one of four 
improvement strategies 
Once the business case has been identified, 
step 2 for companies is to determine which of 
four improvement strategies to adopt:  proac-
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tive, active, reactive or inactive. Each strategy 
comes with a different set and timing of actions 
to improve externalities.  Actions will come with 
internal and external costs, and have different 
consequences for the future cost curve of an or-
ganisation. Figure 13 presents the four improve-
ment strategies and the effect of their timing on 
the cost of improving externalities.  
The assumption here is that companies that 
adopt a proactive improvement strategy already 
take actions that are typical of the active and in-
active strategy. As shown, a proactive strategy 
will ultimately lead to lower costs as compared 
to an active or reactive strategy. Companies that 
adopt an inactive strategy are expected to go 
out of business in the short term.

7.2.1 Proactive 
improvement strategy 
In a proactive strategy, companies often use the 
improvement of externalities for branding. Typi-
cally, companies are transparent about their im-
pact and can better communicate to stakeholders 
how they (will) improve it. Related to that, compa-
nies can choose to adjust pricing strategies. Since 
they may be able to transfer (part) of the benefits 
stemming from the improvement of their impact 
to consumers. Typically, companies take action 
and consequently incur costs early on. Due to such 

investments, their overall costs are expected to be 
lower in the long run than if they would have adopt-
ed one of the other strategies. This is mainly the  
case, because they forego possible costs related 
to taking measures in response to stakeholder 
concerns about externalities.

7.2.2 Active 
improvement strategy 
Companies that adopt an active improvement 
strategy are likely to take actions in the sphere 
of innovation. They will want to develop new sets 
of alternatives, such as new process innovations 
to reduce waste, exploring natural rather than 
manmade solutions (e.g. Veolia’s use of natural 
wetlands to filter water rather than industrial 
mechanisms54) and alternative business models 
(e.g. Kingfisher’s plan to lease equipment rather 
than sell it55). Companies prefer to wait and see 
how stakeholder interests develop. This gives 
them time to learn from proactive companies 
and further develop their own strategy. They 
perceive that taking the first step to improve ex-
ternalities is impossible within their industry and 
requires a pre-competitive setting. In that case, 
they need time to convince peers to take joint 
steps, to share risks and costs related to improv-
ing externalities. By adopting an active strategy, 
companies risk that stakeholder pressure accu-
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Figure 13 Cost curves of the four generic improvement strategies
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mulates and that stakeholders might take over 
the initiative. This will likely result in more overall 
costs than in the case of a proactive strategy and 
at a slightly later moment in time. 

7.2.3 Reactive improvement 
strategy  
Under a reactive strategy, companies are like-
ly to take actions to actively manage risks. They 
can adjust sourcing requirements, for example 
by starting with selecting suppliers based on sus-
tainability criteria and collaborating with suppli-
ers to improve their environmental and/or social 
aspects such as working conditions or living wag-
es. Also, they can take measures to monitor new 
government regulations for internalizing external-
ities. Taking a reactive approach can be a high risk 
strategy.56 If companies wait too long, they might 
not be able to improve externalities or only at ex-
tremely high cost. They risk losing their license to 
operate. A reactive strategy can delay the cost to 
improve externalities. However, once companies 
have to start improving their externalities, the 
costs of doing so are likely to be significantly high-
er than for proactive and active competitors as 
change will be forced upon the organisation.

7.2.4 Inactive 
improvement strategy
Companies that adopt an inactive strategy take no 
action to improve externalities. Often companies 
will adopt an inactive strategy if they are unable 
to improve externalities, despite the size of their 
externalities or the willingness of people in the 
company to implement improvements. Inactive 
strategies result in a downward spiral; as negative 
externalities become more severe they have an 
increasingly negative impact on the organisation, 
which in turn affects its ability to adapt. As a result, 
this strategy will eventually result in bankruptcy.  
The cost of externalities spirals out of control and 
then suddenly drops to zero. The prospect of be-
coming locked-in in an inactive strategy may offer 
opportunities for innovation, for example to dras-
tically transform an organisation’s business model 
or abandon stranded assets. 

7.3 The added value of 
monetizing: optimizing 
strategic decision-making
From a strategic perspective, monetizing exter-
nalities offers companies the opportunity to make 
better-informed strategic decisions. First, it helps 
to determine the optimal moment to improve 
which externalities to what extent, because it 
quantifies social and environmental externalities 
and their dependencies. It enables companies to 
compare externalities that have different attrib-
utes in terms of materiality. Also, by attaching a 
financial value to alternative scenarios in which 
different externalities are improved, companies 
are in a better position to determine which com-
bination of externalities is most optimal and at 
which moment it makes strategic sense to start 
improving the externalities.

In addition, monetizing can be used to choose the 
type of strategy to improve externalities. It ena-
bles companies to quantify the costs and bene-
fits of implementing specific actions to improve 
externalities and their effects on their future cost 
curve.  In that way, it becomes easier to compare 
actions to improve externalities with other strate-
gic actions. Also, they can better define appropri-
ate actions and relevant KPIs with full awareness 
of the consequences for their future cost curve. 
This allows them to measure improvement of ex-
ternalities, because KPIs can also be defined in 
quantitative terms. All in all, although, quantify-
ing externalities remains challenging at times, in 
pursuing it, the decision process will move from 
qualitative to quantitative analysis. •
—
43 Nidumolu, R. (2013). Organizational Change for Natural Capital Manage-
ment: Strategy and Implementation. InnovaStrat.

44 PwC (2013). Measuring and Managing Total Impact: a new language for 
business decisions.  

45 Han, C.C. (1999). Organization size, flexibility, and performance: a system 
dynamics approach.

46 Epstein, M.J. and Roy, M. (2001). Sustainability in action: identifying and 
measuring the key performance drivers. Long Range Planning, Vol. 34, Iss: 
5, p.585-604.

47 Han, C.C. (1999). Organization size, flexibility, and performance: a system 
dynamics approach.

48 Epstein, M.J. and Roy, M. (2001). Sustainability in action: identifying and 
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What Goal

Step 1 Define ambition Define the business case of why to monetize externalities and identify key 
success factors. The business case can be divided into:
a) Enhance decision-making in business
b) Manage risks
c) Spur innovation
d) Enhance reputation

Step 2 Define dimensions of value 
by mapping the value chain 
and value creation process of 
your organization

Understand each externality, how they arise and which set of indicators and 
methodologies to use to assess them.

Step 3 Define scope by conducting a 
materiality analysis

Determine whether you are measuring the right externalities; those that are 
relevant and significant and not just those that are easy to measure.

Step 4 Measure externalities by 
collecting existing data and 
sourcing new data

Gather information from existing corporate systems. 
Fill gaps identified by setting up new information systems and sourcing addi-
tional information from e.g. suppliers or from targeted evaluations.

Step 5 Monetize externalities by 
analysing data and valuing 
impact

Create a holistic view of the impact on the business and its stakeholders by 
monetizing the externalities.

Step 6 Manage externalities by inte-
grating them in the business 
strategy

Improve externalities, so reduce negative and promote positive externalities 
in order to create shared value.
- Integrate externality risks and opportunities in existing assessments and 
frameworks;
- Take action to improve externalities, so reduce negative and promote posi-
tive externalities;
•  Reactive improvement strategy: manage identified risks by e.g. adjusting 

sourcing requirements (Ch.4)
•  Active improvement strategy: focus on innovation by developing products 

with less externalities involved opening up new markets (Ch.5) 
•  Proactive improvement strategy: communicate true prices of your prod-

uct and adjust pricing strategies (Ch.6 ) 
- Start or join industry initiatives to collaborate and create synergies.

Step 7 Set KPIs to manage 
externalities

Manage externalities by defining relevant KPIs on how to improve them and 
track progress.

measuring the key performance drivers. Long Range Planning, Vol. 34, Iss: 
5, p.585-604.49 Accord on Fire and Building Safety in Bangladesh (2014).  
Available at: www.bangladeshaccord.org.

50 Together for Sustainability (2014). www.tfs-initiative.com.

51 Epstein, M.J. (2008). Making Sustainability work: best practices in managing 
and measuring corporate social, environmental and economic impacts. 

52 PwC (2011). Sturen op cultuur en gedrag.53 McKinsey (2007). The CEO’s 
role in leading transformation.

53 McKinsey (2007). The CEO’s role in leading transformation.

54 Veolia (2010). Wetlands protection and management. 
Available at: www.veoliawater.com.

55 The Guardian Sustainable Business (2011). Rethinking business - Ian 
Cheshire live Q&A. Available at: www.theguardian.com/sustainable-business.

56 Nidumolu, R. (2013). Organizational Change for Natural Capital Manage-
ment: Strategy and Implementation. InnovaStrat.

7.4 What to do on Monday morning? 7 steps ahead for your business

References: these next steps are distilled from key action points for business as defined by TEEB for 
Business, PwC (2013), EY & COSO (2013) and this True Price business case report.
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Key definitions
Cost of coordination: All costs that need to be in-
curred in order to carry out a transaction57.

Cost of information: Search and information costs 
are costs such as those incurred in determining that 
the required good is available on the market, which 
has the lowest price.

Externality: a side effect of market behaviour on a 
person that was not agreed to by that person. This 
can be a problem, because the effect is often not 
reflected in market prices. 
Impact: Impact is defined as the portion of the total 
outcome that happened as a result of the activity 
of an organisation, above and beyond what would 
have happened anyway58. As such, impacts can be 
differentiated from intentions, outputs and out-
comes. While outputs and outcomes are related 
to the provider of the product, activity or service, 
impacts are associated with users59 and other 
stakeholders. Impact includes both intended and 
unintended effects, negative and positive effects, 
and long term and short term effects60.61

Internalization: the process by which the costs or 
benefits to society become a private cost or benefit 
to an organisation. Internalization can take the form 
of regulation, taxation, scarcity or consumer pref-
erences. Note that internalization means that an 
organisation pays for the societal costs (in case of 
a negative externality), but not necessarily that the 
damage is repaired or that the injured party is com-
pensated. For instance, a CO2 tax does not mean 
that CO2 is taken out of the air.

Internalized externalities: An organisation’s societal 
costs or benefits become the organisation’s private 
costs or benefits.

Life-cycle analysis: Life Cycle Assessment (LCA) is 
a tool for the systematic evaluation of the envi-
ronmental aspects of a product or service system 
through all stages of its life cycle. LCA provides an 
adequate instrument for environmental decision 
support62.

Monetizing: Monetizing external impacts provides 
“figures that can be directly integrated with conven-
tional financial measures and unequivocally linked 
to the financial bottom line”63. 

Planetary boundaries: Nine bio-physical process-
es, which have boundaries that compose the safe 
operating space of the planet. Due to human 
activity, some of these boundaries have already 
been crossed and can only be restored with human 
intervention.

Transaction costs: Transaction costs refer to the 
costs of providing for some good or service through 
the market rather than having it provided from 
within the firm. Examples are search and informa-
tion costs, bargaining and decision costs, and polic-
ing and enforcement costs.

True pricing: Integrating the external social and envi-
ronmental costs and benefits to society into finan-
cial metrics, such as prices, profits and returns.

—
57 Hazeu, C.A. (2000). Institutionele economie; een optiek op organisatie- 
en sturingsvraagstukken. Bussum: Coutinho uitgeverij. p.25

58 Clark, C., Rosenzweig, W., Long, D., Olsen, S. (2004). Double bottom line 
project report: Assessing social impact in double bottom line ventures. 
Methods catalog. p.7. 
Available at: http://www.riseproject.org/DBL_Methods_Catalog.pdf

59 Kolodinsky, J., Stewart, C., Bullard, A. (2006). Measuring economic and 
social impacts of membership in a community development financial insti-
tution. Journal of Family and Economic Issues, 27(1): 27-47.

60 Wainwright S. (2002). Measuring impact: A guide to resources. London, 
NCVO Publications.

61 Maas, K. (2009). Corporate Social Performance: From Output Measure-
ment to Impact Measurement. Erasmus University Rotterdam.

62 UNEP (2014). Consumption, Standards and Labels, Measuring Sustaina-
bility, Life Cycle Assessment. Available at: www.unep.org. 

63 WBCSD (2009). Corporate Ecosystem Valuation. Building the  
business case.
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