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Foreword

If we are to limit global average temperature
increases to 1.5°C, we must reduce carbon dioxide
equivalent (CO,g) emissions by 45% by 2030 and
reach net zero by 2050." This will require drastic
transformations in how we produce and use energy
and other resources. Governments, as major
consumers, can and must do their part.

Last year’s report, Net-Zero Challenge: The Supply
Chain Opportunity,? by the World Economic Forum
and the Boston Consulting Group, highlighted

how companies can multiply their climate

impact by decarbonizing their supply chains.

This report examines the role of governments

as consumers in the global effort to combat
climate change: why their contribution is critical
and how they can reduce their carbon footprint
across their operations and supply chains.

The 26th UN Conference of the Parties (COP26),
which took place in November 2021, generated
considerable momentum, with many national
governments and major cities pledging to

make their procurement processes greener.

The governments of the United Kingdom, India,
Germany, the United Arab Emirates and Canada,
under the new Industrial Deep Decarbonization
Initiative (IDDI), all announced intentions to buy low-
carbon steel and concrete.?

We must build upon this momentum to ensure that
more governments use their purchasing power to
buy low-carbon goods and services, making sure
that their own actions contribute towards setting us
on a path to a net-zero world.

Green Public Procurement: Catalysing the Net-Zero Economy 3



Executive summary

A systematic framework will enable procurement
officials to overcome the challenges of setting
and reaching net-zero goals.

The procurement activities of national, state
and local governments are directly or indirectly
responsible for 15% of global greenhouse gas
(GHG) emissions. Abating these emissions will
help considerably in reaching the goal of the
Paris Agreement to slow global warming to well
below 2°C.

Greener public procurement will likely cost more,
at least in the short run. And the bureaucratic

The opportunity

The vast majority of the emissions for which

public procurement is responsible — up to 70%

of the total — stem from the activities of just six
industries: defence and security, transport, waste
management services, construction, industrial
products and utilities. The burning of fossil fuels in
public transport and defence and security activities
is responsible for almost all public procurement’s
Scope 1 emissions. Its Scope 2 emissions, from
the purchase of electricity to run operations,

The challenges

Greener public procurement will likely increase
costs to governments. According to our analysis,
approximately 40% of all public procurement-
related emissions can be abated for less than $15
per tonne of CO,e, although the amount varies by
industry. In total, efforts by the world’s governments
to reach net-zero emissions will increase
procurement costs by between 3% and 6%.

A further challenge is the highly decentralized nature
of government procurement activities. On average,

complexity of public procurement operations will
make it difficult to align on decarbonization strategy.
But these barriers can and must be overcome if
governments are to help us reach our climate goals.

This report analyses the benefits and challenges
of green public procurement and provides specific
guidance on how procurement officials can ensure
that their procurement activities contribute to our
net-zero goals.

make up 13% of the total. Upstream Scope 3
emissions generated by the companies from which
governments procure goods and services make up
the rest, as much as 67%.

Abating these emissions will have several benefits.
It will lead to an estimated $4 trillion boost to

the green economy, create around 3 million net
new jobs and considerably reduce the social

cost of carbon.

less than half of 2019 public procurement spending
in Organisation for Economic Co-operation and
Development (OECD) countries took place at the
federally centralized level. In addition, the added
costs of green public procurement will have to
compete for funding with other governmental
priorities such as health and education. And
because transparent data on public sector
emissions is lacking, setting emissions baselines,
defining decarbonization targets and tracking
progress are difficult.

Green Public Procurement: Catalysing the Net-Zero Economy: 4
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The solution

We offer a ten-step framework for overcoming the
challenges of greener public procurement. These
include baselining current emissions and future
goals, optimizing for climate-friendly goods and
services, working with suppliers, engaging with
industry ecosystems to promote decarbonization
and enabling the procurement organization to meet
its climate goals.

Steps 1 and 2: Create transparency in baselines
and targets. Collect the data, identify heavy-
emitting suppliers, prioritize efforts by economic
value, determine common metrics and set targets.

Steps 3 and 4: Optimize products for
greenhouse gas abatement across the life
cycle. Develop an abatement roadmap outlining
the emissions reduction levers to be pulled to reach
targets. Include factors such as cost, impact

and feasibility.

Steps 5 and 6: Define product and supplier
standards and engage suppliers.

Set procurement standards for both internal
operations and external suppliers, then assess
and prioritize suppliers in terms of progress in
setting and reaching emissions targets.

Steps 7 and 8: Develop the wider ecosystem
and create buying groups. Work with industry
coalitions to promote decarbonization and certify
companies and materials. Join buying groups to
help create markets for low-carbon products.

Steps 9 and 10: Transform the procurement
organization and align across agencies. Realign
the steering model, individual responsibilities and
communications processes, boost capabilities and
upgrade data and information systems.

Given its sheer scale and spending power, public
procurement can exert considerable influence in
the effort to combat global warming. We urge all
public procurement officials to take on this crucial
task, work in concert with all stakeholders and
begin the process now.




Introduction

Through its scale and spending, public
procurement has the potential to positively
impact global efforts to slow climate change.

Governments worldwide are making progress

in encouraging the decarbonization of their
countries’ economies through regulation,

taxation, direct funding, incentive programmes
and other means. As of November 2021, 92
countries had pledged to meet net-zero emissions
targets, accounting for approximately 85% of
global greenhouse gas (GHG) emissions.*

Yet governments themselves can have a profound
positive effect on efforts to reduce the world’s
carbon footprint. Public procurement alone is
directly responsible for 3% of GHG emissions
(Scope 1) and indirectly responsible for another
12% through the emissions released by the
companies from which they procure the goods and
services they require to maintain their operations
(scopes 2 and 3). So abating these emissions —
15% of the total — will make a huge difference in
reaching the Paris Agreement goal to slow global
warming to well below 2°C.

To do so, governments must pull every lever
available to abate their direct emissions while
working with their suppliers to lower their

own emissions as well. The $11 trillion® that
governments around the world currently spend
annually on procurement should give them the
power needed to influence the climate-friendly
practices of the industries they buy from. And

the time is now: unless we can slow global
warming, public procurement costs will skyrocket
as governments spend to adapt to the effects of
climate change.

Admittedly, greener procurement will likely cost
more, at least in the short run. And the sheer
multi-layered complexity of public procurement
operations makes aligning on decarbonization
strategy a challenge. But these barriers can be
overcome. Indeed, they must be if governments are
to play their part in reaching global net-zero goals.

While lowering the global public sector’s overall
operational emissions will be critical to the efforts to
slow global warming, this report focuses specifically
on the emissions generated, directly or indirectly, in
the production and use of the goods and services
purchased through public procurement. Through
their procurement processes, governments can
have a significant positive impact on the climate-
friendliness of the goods and services they buy.

In what follows, we analyse the benefits and
challenges of green public procurement and
provide detailed guidance on how procurement
officials can bring about the positive changes
needed to ensure that government procurement
contributes fully to global net-zero goals.

Green Public Procurement: Catalysing the Net-Zero Economy 6



- The green opportunity
In addition to far lower emissions, climate-
sensitive public procurement will stimulate

the green economy, reduce the social cost
of carbon and lead entire industries towards

a net-zero future.

To date, many governments have been lagging in
their efforts to set overarching emissions reduction
goals covering all of their operations or targets for
abating the indirect emissions related to the goods
and services they procure. There are exceptions:
for example, the US, Germany and Canada have
each set net-zero targets covering their operations.
But none of them have published specific details on
how they plan to reach their targets.

That is unfortunate, given that the world’s
governments have an enormous positive role
to play in helping lower GHG emissions, in
addition to their current efforts to regulate the
private sector companies operating within their
borders. Indeed, given its enormous scale

and buying power, the potential influence of

FIGURE 1
procurement emissions

Contribution to government procurement emissions (GTCO,*)

public procurement is so great that it can play
a leading role in encouraging key industries

to reach their own net-zero goals, promoting
innovation across the green economy and
considerably reducing the social cost of carbon.

The data tells the story:

Scoping the challenge. As noted, public
procurement is responsible for the release of 7.5
billion tonnes of CO,e into the atmosphere every
year, or 15% of total global GHG emissions.® The
vast majority of these emissions — up to 70%

of the total — stem from the activities of just six
industries: defence and security, transport, waste
management services, construction, industrial
products and utilities (see Figure 1).

Six industries alone account for almost three-quarters of the 7.5 billion tonnes of public

e——— 5.2GTCO,e (~70% of public procurement emissions) ———o ~2.3 7.5
. Top six procurement categories Others 06 ~31% ~31%
~0.6
-09
08
~0.9
~1.3
Defence Transport Waste Construction Industrial Utilities Others Government
& security management products procurement
services emissions

* Emissions in gigatonnes of CO, equivalent

Source: United Nations Framework Convention on Climate Change (UNFCCC)

greenhouse gas (GHG) data (2019); Our World in Data Emissions by Sector (2020); BCG analysis
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FIGURE 2

The burning of fossil fuels in public transport and
defence and security activities is responsible

for almost all of public procurement’s Scope 1
emissions — as much as 20% of all the emissions
for which governments are responsible. Its Scope

2 emissions — the purchase of electricity from the
utilities industry to run operations — makes up 12%
of the total. Upstream Scope 3 emissions — those
generated by the companies from which it procures
the goods and services it needs — make up the rest,
as much as 68%.

Government-funded construction activities, for
example, are responsible for up to 17% of total
procurement-related emissions and 4% of that total
comes just from making the cement needed for
government construction projects. The defence and
security industry contributes approximately another
25% of total emissions, largely through the burning
of fossil fuel and the manufacturing of the iron, steel
and other materials used to build the defence- and
security-related goods that governments buy, from
radios to submarines (see Figure 2).

Scope 3 emissions make up two-thirds of the public procurement-related total

Emissions (GtCO,e*) and share (%) by sector and scope

1.3

(25%)

Other materials 8%

Electronics 1%

Iron & steel 5%

Power 1%

Fuel 10%

Defence & security

0.9 0.9 0.9
(17%) (18%) (17%)
Other

materials 4% Other
materials 6%
Electronics 1%
Iron & steel 1%
Other

materials 15% Cement 4%

Iron & steel 3%

Fuel 10%
Power 1%
Fuel 3% Fuel 3%
Transport Waste Construction
management
services
@ Scope 1 @ Scope 2 Scope

* Emissions in gigatonnes of CO, equivalent

Source: UNFCCC GHG data (2019); BCG analysis

0.6 0.6 5.2
(12%) (11%) (100%)
Other

materials

5%

4
(68%)

Electronics 1%

Iron & steel 1%

Power 4%
Fuel 1%
Industrial Utilities Public procurement
products -related emissions
from six sectors
3
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FIGURE 3

All of these purchased goods and services cost
global governments a total of $11 trillion each year,
or 13% of global GDP — an amount that should
give procurement officials a considerable amount
of influence over the industries they buy from and
especially those that are particularly dependent on
public procurement. In the defence and security

industry sector, 95% of revenues come through
public procurement, for example, as does 60%

for waste management services and 25% for the
construction industry (see Figure 3). The green
demand signals emanating from public procurement
activities should have a particularly meaningful
impact on these sectors.

Public procurement has a great deal of influence, especially over the defence
and security, waste management services and construction sectors

Source of revenues for each sector (%)

Defence & security

Waste management services

Construction

Transport

Utilities

Industrial products

@ Public procurement demand

100%

Private and household demand

Source: US census monthly construction spending (Oct 2021); France public employment (2020); opentender.eu; sector expert interviews; BCG analysis

The green economy. Assuming that public
procurement is responsible for 15% of global
GHG emissions, its efforts to promote green
practices in its own operations and through its
procurement practices should trigger about
$4 trillion of private sector investment needed
to reach net-zero emissions by 2050 (see
Figure 4). The majority of these investments
will likely be made in the next decade.

This procurement-driven investment activity, in
turn, is expected to be responsible for the creation
of around 3 million net new jobs by 2050 as the
number of jobs in fossil fuel-driven sectors like oil

and gas and manufactured goods declines. That’s
assuming that total global green investment is
sufficient to keep global warming well below the
Paris Agreement goal of 2°C.

And the private investment and new jobs triggered
by greener public procurement, taken together,
will boost global GDP by around $6 trillion by
2050, according to estimates — a significant
proportion of the green economy’s total GDP of
$70 trillion. The additional jobs created through
investment in wind farms, for example, will
increase both consumption and tax revenues,
boosting GDP further.”

Green Public Procurement: Catalysing the Net-Zero Economy 9



FIGURE 4

Total (global) economic
impact of green transition

Green public procurement can trigger private sector investment,
provide economic stimulus and create new jobs

85% of impact not related
to public procurement*

15% of impact related to
public procurement (gross) impact in other segments

Public procurement's
impact (net)

Considering negative

Investment
triggered

($ trillion,

2050 cumulative)

GDP impact
($ trillion,
2050 cumulative)

Jobs created
(million jobs,
2050 cumulative)

(e.g. fossil fuel sector)

49
9 5 4
|
59
10 5 6
|
36
6 3 3

* Public procurement’s economic impact is determined by applying public procurement’s 15% share of global emissions to the total impact

Source: International Renewable Energy Agency, World Energy Transitions Outlook (2021); BG analysis

()

The social cost of carbon. Carbon emissions
and the global warming they are triggering are
inflicting huge costs on society across virtually
every aspect of life. These include the cost of
changes in crop yields, adapting to sea level

rise, redesigning water management and heating
and cooling systems, and increased medical
expenses, among others. The social cost of carbon
increases as the amount of carbon released into
the atmosphere increases and is forecast to reach
$115 per tonne of CO,e by 2050.8 If global public
procurement succeeds in fully abating all of the

15% of carbon emissions it is responsible for by
2050, the cost of GHG emissions to society will
be lower by as much as $930 billion annually.

Leading by example. The number of private
companies pledging to reduce their carbon
footprints is rising rapidly; more companies made
commitments in just the first ten months of 2021
than in all the previous years combined. With the
influence they wield, government procurement
functions can help show many more companies,
in every industry, the way forward.

Now is the time for governments to step up and lead the way
for the private sector by setting interim reduction targets and
aligning their own procurement activities with the goal to reach

net zero by 2050.

Rana Ghoniem, Chief, Energy Systems
and Infrastructure Division, UNIDO

Green Public Procurement: Catalysing the Net-Zero Economy
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3 Facing the challenges

Procurement officials must overcome
several challenges in their efforts to reduce
their organization’s carbon footprint: cost,
complexity, competing priorities and poor

data transparency.

The rewards of greener public procurement

are considerable, but reaping them will take

a substantial effort on the part not just of

public agencies, policy-makers, regulators and
procurement officials, but also the companies

in the industries that provide the goods and
services governments require. The cost

of greener procurement is just one of the
challenges. Others include the bureaucratic
complexity and decentralized structure of public
procurement organizations and activities, the
politics inherent in prioritizing green procurement
in the light of other governmental obligations
and needs, and the lack of data covering
procurement emissions baselines and targets.

While these challenges are indeed significant, they
can be overcome. Doing so will take a strategically
astute and carefully organized effort from
government officials in order to keep global warming

FIGURE 5

Cost of abatement by key sectors (%)

to less than 1.5°C and to maintain the willingness
to pull all the decarbonization levers available.

Costs. The technologies needed to decarbonize
the goods and services that governments
procure require significant private sector
investments, so reducing the GHG emissions
for which public procurement is responsible

will increase the cost of public procurement.
The key question is, by how much?

That, of course, depends on the various
abatement levers available to governments and
the industries they deal with. By aggregating

the abatement potential of the key levers for
each of the six sectors and then sorting them

by cost, we estimate that, while the amount
varies depending on the industry, 40% of public
procurement-related emissions can be abated for
less than $15 per tonne of CO,e (see Figure 5).

40% of emissions can be abated at a cost of less than $15 per tonne (t) of CO,e*

40%
<$15/t CO,e

35%

$15-$100/t CO,e

> $100/t CO,e

Defence Transport Waste Construction
& security management
services

* Carbon dioxide equivalent

Industrial products

Utilities

Source: Sector expert interviews; World Economic Forum and BCG, Net-Zero Challenge: The supply chain opportunity (2021)

Green Public Procurement: Catalysing the Net-Zero Economy 11



Altogether, we expect that the efforts of the world’s
governments to reach net-zero emissions will
increase procurement costs by between 3% and
6%. How did we arrive at this figure? We estimated
each major sector’s share of public procurement
emissions and its share of total public procurement
spending. By calculating the price impact of
reaching net zero for each sector, we arrived at the
resulting overall price impact in dollars (see Figure 6).

By far, the highest cost will involve the abatement
of emissions from the fuel used in the defence and
security and transport sectors, which will increase
fuel prices by up to 70% by 2050. The increase in
construction costs as the industry reaches net zero,
however, will raise costs by just 1% to 3% by 2050,
adding between $40 billion and $60 billion to global
public procurement costs.

FIGURE 6 | Net-zero goals can be achieved with a 3% to 6% “green premium”
Global view
Share in public Share in public 2030 product Public procurement
procurement's emissions procurement's spend price impact* (%) budget impact ($)
- Defence
L) 3 security ~17% 15-20% 7-9% $100-140bn
@ Transport ~12% 5-10% 23-25% $80-120bn
x]":iz - ~12% 2-5% 10-12% $40-60bn
Construction ~12% 20-25% 1-3% $40-60bn
glr%it:tasl ~8% 5-10% 1-3% $20-400n
Utilities ~8% 2-5% 7-9% $5-15bn
~69% 50-75% 3-6% $300-450bn
Total

* Price impact in % based on US baseline for 2021 — variations to be expected for other countries ; price impact based on average abatement cost by
procurement category, adjusted to reflect 2030 costs, assuming similar costs between 2030 and 2050 and applied to projected emissions in 2050. The total
20830 product price impact (%) is the sum of each category’s 2030 product price impact weighted by the respective share in public procurement’s spend.

Source: BCG analysis

S
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The increased cost of green procurement can be
seen as a “green premium”, providing suppliers with
the funds to invest in the technological innovation
needed to help them decarbonize. This approach

is an alternative to instituting a carbon tax, which
would incentivize suppliers to decarbonize their
goods and services in order to avoid the tax.

Decision-makers tend to overestimate the green premium they
need to pay for less emitting products and services. With scale
and technology progress, this premium will decrease much

faster than many expect.

Jens Burchardt, Partner and Associate Director,

Climate Impact, Boston Consulting Group

Green Public Procurement: Catalysing the Net-Zero Economy 12



Decentralized bureaucracy. As a rule,

public procurement in most countries is highly
decentralized, making it difficult to devise coherent
strategies for decarbonizing procurement across all
levels of government — an additional challenge for
governments in their efforts to lower their carbon
footprint. On average, less than half of 2019 public
procurement spending in OECD countries took
place at the federally centralized level.® And the
range is wide: while New Zealand spends more
than 80% at the federal level, Canada spends

just 12% (see Figure 7). This is especially true
regarding purchases from the construction and

FIGURE 7

Federal vs. sub-federal procurement spending, 2019 (%)

100

80

60

40

20

a2

%

Sub-central government

Source: OECD, Government at a Glance (2021)

Competing priorities. Government budgets
are tight in just about every country around
the world, so the added costs of green public
procurement will have to compete with other
governmental priorities. This is especially

true at the local level, where budgets are
particularly constrained and where the great
majority of public funding already goes to
such critical priorities as education and health.
It is therefore essential that procurement
officials at every level of government engage
in discussions about the fiscal trade-offs

that may be necessary when increasing
purchases of greener goods and services.

RA. KOR USA JPN SWE
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waste management services sectors, though less
s0 in defence and security, where procurement is
typically more centralized.

Decentralization also adds significantly to the
overall complexity of procurement activities in

most countries. Public procurement processes are
inherently complicated and frequently inefficient.
And while procurement policies are often
established at the federal or state level, the actual
procuring of goods and services is likely to be
carried out by a range of public agencies at different
levels of government.

Most government procurement spending takes place below the federal level
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@ Central government

Poor transparency. A final challenge lies in

the lack of transparent data on public sector
emissions. While our estimates offer an overview
of the opportunity available to governments in
reducing their carbon footprint, the devil, as they
say, is in the details. Complete and transparent
datasets covering emissions resulting from public
sector operations and procurement are generally
lacking, making it difficult or impossible to set
emissions baselines, define realistic, achievable
decarbonization targets, compare data across
products, sectors and countries, and track
progress. Discrepancies between different official
sources of data only add to the difficulty.

Green Public Procurement: Catalysing the Net-Zero Economy 13



Ten steps to greener
public procurement

Achieving net-zero emissions will require

a systematic approach to the task, from
determining its scope to working with
suppliers to transforming how procurement

organizations operate.

The key to success in green public procurement
lies in facing the inevitable challenges — cost,
prioritization, transparency and complexity — and
devising solutions and processes that will help
public procurement organizations reduce their
carbon footprint methodically and systematically.

Our ten-step framework for reaching and
maintaining green procurement goals carries
procurement organizations through from
paselining current emissions and future goals,
optimizing for climate-friendly goods and services
and working with suppliers, to engaging with
industry ecosystems to promote decarbonization
and enabling procurement organizations to

meet their climate goals (see Figure 8).

The ten steps discussed below can be applied to
procurement functions at every level of the public
sector, from the federal government to small
local procurement offices, and can be adapted
to country-specific situations. EU countries,

for example, could collaborate regionally, while
signatories to the World Trade Organization’s
agreement on government procurement

should ensure continued adherence to the
agreement. The key is collaboration: reaping

the full benefits of green public procurement

will only happen if all stakeholders across the
entire public procurement ecosystem work
together to set and reach their net-zero goals.

.

Green Public Procurement: Catalysing the Net-Zero Economy 14




FIGURE 8 | Ten steps to accelerate public procurement decarbonization

@ Create transparency

Build value chain emissions
baseline with agreed
standards and determine
value case

Set ambitious scopes 1-3
reduction targets and pass
green procurement regulations

Optimize for CO,

Specify product
sustainability characteristics

Design value chain/sourcing
strategy for sustainability

@ Engage suppliers

Integrate emissions metrics
into procurement standards
and track performance

Work with suppliers to
address their emissions

Push ecosystems

Engage in sector initiatives
for best practices,
certification and advocacy

Scale up buying groups
to amplify demand-side
commitments

@ Enable your organization

e Introduce low-carbon governance mechanisms to align internal incentives and empower your organization

[10)

Foster alignment across countries, federal ministries and states

Source: Expert interviews; BCG analysis

4.1

Steps 1 and 2: Create transparency

in baselines and targets

No effort to decarbonize public procurement
can proceed without a clear understanding of
the current status of the emissions for which
the procurement function is both directly

and indirectly responsible. This effort will
enable procurement officials not just to gain a
complete picture of where they stand but also
to measure the costs and value inherent in their
decarbonization efforts.

Once the baseline and decarbonization value
proposition have been determined, procurement
functions can move to set their reduction targets
for all three emissions scopes. This is also the
time to devise and enact regulations promoting
public procurement’s net-zero goals.

Collect available data. Given the urgency
regarding climate and carbon emissions, it
is important to find a balance between the

quality of the data gathered to establish
the baseline and the speed at which it is
collected. As such, countries should strive
to create a baseline with readily available
data to develop an initial understanding

of the challenge at hand (see Box 1).

The baseline can then be refined with the
collection of additional data. Procurement officials
should begin by mapping the procurement supply
chain and identifying suppliers for each focus
area. They should then collect data from suppliers
covering their emissions related to raw materials,
energy and fuel, upstream and downstream
transportation and other relevant factors. Finally,
they should estimate the total Scope 3 emissions
from each supplier, using industry benchmarks
and calculating standard emission factors over
each product’s entire life cycle, from the supply of
raw materials to disposal and recycling.

Green Public Procurement: Catalysing the Net-Zero Economy 15



BOX 1

® Ultimately, the
framework will
support stronger
collaboration and
better decision-
making among
all stakeholders.

Rapid data collection

In 2017, the Dutch Ministry of Infrastructure
and Water Management'® decided to create a
methodology for computing the sustainability
impact of its procurement policies using
easily available data. The study focused on
eight product categories: transport (including
vehicles, transport contracts and services);
energy (including gas, electricity and solar
panels); and occupational clothing.

The assessment was carried out in three steps:

1. Tenders for each category published in 2015
and 2016 were identified and collected
from TenderNed, the country’s statewide
electronic tendering platform, then reviewed
to ensure relevancy. A sample of ten
representative tenders was selected for each
category. The samples were searched for
sustainability criteria and to determine each
contract’s economic value, and interviews
were conducted with contract managers to

Agree on common metrics. The current lack

of harmonization and granularity in procurement
data and non-standardized computation methods
often prevent a good understanding of the baseline
starting point, a clear definition of the objectives and
the ability to track progress accurately. Therefore,
governments need to agree internally on common,
user-friendly frameworks of metrics that leverage
existing standards (such as those established by
the International Organization for Standardization or
the European Committee for Standardization), using
common assessment tools, such as Environmental
Product Declarations (EPDs) for each sector, in

concert with industries and decarbonization experts.

A workable framework should provide a set of
simple and objective measures built on existing
standards, with the option to add further details
once widely adopted (see Box 2). It should be
developed in concert with the industry, as well as

determine the result of each tender: i.e. how
much of the product or service was finally
acquired and used, whether sustainability
criteria were respected and other factors.

2. For each category, products were qualified

as “green” using the minimum Dutch green
procurement requirements. For example,
“green” vehicles included any gas-powered,
hybrid or electric vehicle that complied with the
Euro 6 standard. The environmental benefits of
each product were estimated in terms of CO,e
reduction, with other benefits, such as savings
in fossil-based raw materials or avoidance of
other pollutants, also assessed where relevant.

3. Results were then extrapolated based on

what the sampling represented in economic
terms compared with the entire procurement
category. This allowed Dutch procurement
officials to determine each category’s
environmental and economic impacts.

third-party certification bodies. It should encompass
the entire life cycle of a product, from the supply

of raw materials to disposal and recycling, and the
entire value chain, including subcontractors. And it
should complement current certification schemes to
provide alignment and integration.

A complete and well-prepared framework will
give all stakeholders a better understanding of
the current baseling, the principles on which it is
based and the methods for tracking progress.
This, in turn, will encourage alignment across the
entire value chain, from the different third-party
certification bodies to the private suppliers and
subcontractors. And it will enable comparisons
of baselines, targets and progress nationwide,
across geographical areas and for specific parts
of the procurement portfolio. Ultimately, the
framework will support stronger collaboration and
better decision-making among all stakeholders.
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BOX 2

FIGURE 9

A green building code

The EU’s Level(s) framework'" for the construction
industry is a comprehensive guide that uses
existing standards to provide a common
language for ensuring the sustainability of

all buildings, enabling certification providers,
legislators and companies to align legislation

and policies governing construction standards,
building practices, materials and environmental
sustainability throughout a building’s life cycle.

It was created in collaboration with the industry
and outside experts and refined and tested
through more than 80 projects across 21
countries. Most major European construction
certification standards bodies supported

its development and plan to align their own
standards with the Level(s) framework.

Identify hot points. Procurement officials should
then gather detailed data from suppliers in each
industry to assess their specific contributions to
the procurement function’s Scope 3 emissions.
This data can then be arranged as a matrix,
indicating the emissions intensity of the materials

The standards on which it is built include
Environmental Product Declarations EPDs
independently verified and registered documents
that communicate transparent and comparable
information about the environmental impact of

a specific product over its entire life cycle.

Created and registered by EPD programme
operators using a framework based on
internationally recognized ISO standards, EPDs
are emerging as a key basis for common public
procurement metrics in construction, as they
allow for comprehensive and verified third-
party reporting of environmental impacts.'?
Required indicators of green compliance include
measures of the impact of GHG emissions,
such as acid rain, ocean acidification, the
depletion of fossil fuels and other effects.'®

used by each supplier within a particular
industry, such as construction (see Figure 9).
This will enable the identification of particularly
heavy-emitting suppliers. Procurement officials
can then plan to work with these suppliers to
form an action plan to lower their emissions.

A supplier and materials matrix helps identify heavy-emitting suppliers

Example matrix for the construction industry

e & = & T & &

=
Jich

Cement Steel Bricks Concrete Flat glass Plastic alz ::T:Lym Nliir?se;it\ilc\ﬁol Stone Lumber

Low @ Medium @ High

CO,e intensity

Source: Expert interviews; BCG analysis
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FIGURE 10

Emissions (GtCO,e*)

Today

Make the case for value. Once the full baseline
is created for each procurement purchase
category — and ultimately for all procurement

— countries can build the value case for
implementing their net-zero procurement
programme. This should include the reduction
in total emissions needed to reach net zero

as well as such value-based benefits as the
amount of new private sector investment and
net new jobs created, the increase in GDP and
the annual social cost of carbon avoided.

Set targets. A common set of clear, high-
level abatement targets at the country
level will be needed in order to develop

a workable decarbonization strategy.

This will involve several steps:

— Generate a view of the forecasted
decarbonization trajectory
based on the baseline.

Set 2050 and interim 2030 targets in
accordance with the Paris Agreement and
in alignment with Nationally Determined
Contributions (NDCs), leveraging targets as
set by the Science-Based Targets Initiative
(SBTs), which are calculated to limit global
warming to 1.5°C for each sector.

Use a flexible approach to achieve the
targets, determining the corridor of possible
pathways for reaching them by defining

the measures required to reach them,

their timing and cost, in consultation with
suppliers and experts (see Figure 10).

Over time, refine intermediary milestones
and iterate on measures as needed,
based on ongoing assessments of
current progress and the development of
technological improvements potentially
affecting decarbonization levers and goals.

Starting from the baseline, set realistic emission targets by leveraging science-based

targets and adopting a flexible approach

Gap to close

+30%

2030
forecast

A

Potential paths to
reach target based on
bottom-up measures

-
-~

= =

-~

2030
target

2020

. Current planning O Paris Agreement target corridor between a 1.5°C and a 1.75°C pathway

= = = Potential paths

2025 2030

O Target 2030

* Emissions in gigatonnes of CO, equivalent

Source: BCG analysis
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the materials that gen

FIGURE 11 | Establish realistic emission reduction targets reflecting the Paris Agreement goals
and leveraging science-based targets
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Figure 11 illustrates the target definition process'
and how governments can leverage SBTs to ensure
their own high-level targets are in line with the Paris
Agreement’s goals. For example, to determine

the construction sector’s overall 2030 emissions
reduction target, governments first need to identify

erate the sector’s emissions

and the percentage of the total emissions each

for the entire sector of 31%.

Construction example

material is responsible for. Then they need to
identify the SBT for each material to know what
can be realistically abated. Cement, for example,
represents 25% of the construction sector’s total
emissions, 23% of which can be scientifically
targeted for abatement. Aggregating the targets for
all of the sector’s materials results in a single target

Construction Related SBTi* 2030 COe

emission share reduction target reduction target

Cement

Iron & steel

Fuel

Power

Other materials, including
chemicals & plastics (10%)
and aluminium (10%)

6%
Iron & steel 6%
Trucks
— 3%
; Power generation 3%
Not available, taking
universal target as proxy,
to be further refined 15%
when available
—>

* Science Based Targets initiative

Source: SBTi Net-Zero Corporate Manual: Version 1.1 for company road test, Science Based Targets, (July 2021); BCG analysis

(see Box 3). One such

Pass supporting regulations. A workable
framework, accurate baseline and clear targets will
give governments the evidence needed to set policies
and enact regulations promoting green procurement

regulatory approach is Buy

Clean, which aims to incorporate the requirements
for purchasing low-carbon construction materials into

Green Public Procurement: Catalysing the Net-Zero Economy

government procurement. To achieve this goal, Buy
Clean sets the maximum acceptable global warming
potential limit for select construction materials such
as cement, steel and glass. The State of California
enacted the first Buy Clean policy in the US in 2017,
and now policies are also being explored at the
federal, state and local levels across the country.
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BOX 3

4.2

FIGURE 12

Development
and design

Design for minimum
energy use

E.qg. leveraging best
practice insulation

Design for low-carbon
heating/cooling

E.g. district heating,
energy capture

Design for low-carbon
materials
E.g. green cement

Design for disassembly
E.g. easy separation of
building materials

Full range of climate regulations needed

In addition to promoting greener public procurement,
governments will need to enact additional cross-
sector and sector-specific emissions reduction
regulations to deliver on their net-zero ambitions.

The most effective mechanism is a meaningful
price on carbon emissions. Widely recognized
as the most impactful and cost-effective way
to decarbonize across economies,® carbon
pricing is endorsed by every major multilateral
institution, including the International Monetary
Fund, the UN and the World Bank.

However, while carbon pricing is regarded as

an effective and necessary lever, it is unlikely to
be sufficient. Other cross-sector levers include
measures to prevent carbon leakage, such as a
carbon border adjustment tax and the elimination
of subsidies on fossil fuels. Sector-specific
regulations could include targets for the use of
renewable energy, incentives for the purchase
and use of electric vehicles and industry-specific
efficiency standards.

Steps 3 and 4: Optimize products for greenhouse
gas abatement across their life cycle

Once the baseline is established and realistic
targets are set, procurement officials will need

to develop a roadmap with suppliers that clearly
outlines the reduction levers to be pulled to reach
them. Factors to consider in designing the roadmap
for the optimal reduction in CO,e emissions include
cost, impact and feasibility.

Reduction levers. The first step in building

the roadmap is to develop a complete list of
potential emission reduction levers covering both
government operations and supplier activities and

materials. For example, the range of potential
levers in procurement from the construction industry
should begin with the design and development

of construction projects, taking into account the
insulation and other materials to be used, energy
consumption and the end-of-life re-use of all
materials. The list of potential levers should then be
extended to include the materials used and how
they are manufactured, the transport of materials to
the building site, the construction process itself and
the operation of the building, once completed

(see Figure 12).

Procurement of construction materials and services offers
a range of potential emissions reduction levers

B
Transport and
logistics

Building materials
manufacturing

Energy and process Energy and process

efficiency efficiency

E.g. lower temperature E.g. optimized routes
processes and vehicle loading
Fuel switch Modal shift and

alternative fuels
E.g. using electric vehicles

E.g. renewable energy

Materials input
E.g. switching to
recycled inputs

Leveraging new
technologies
E.g. green H, or CCUS*

Greener primary
packaging
E.g. recycled plastics

2

On-site
construction

Operations,
maintenance
and end-use

Fuel switch
E.g. sourcing
renewable energy

Sourcing
E.g. commit to sourcing
sustainable materials

such as green cement
Energy and process

efficiency
E.g. smart tech,
improved appliances

Alternative fuels

E.g. switch to electric
powered construction
vehicles

Improved waste
management

E.g. recycle building
materials at end of
building use

* Carbon capture, use and storage
Source: BCG analysis

Green Public Procurement: Catalysing the Net-Zero Economy 20



FIGURE 13

Cost and impact. From the long list of potential
levers, procurement officials should then determine
the balance between the cost of each lever and

its impact on emissions levels. Abatement curves
can provide guidance for making these critical
cost-benefit analyses. For example, reducing
materials waste at construction sites can actually

reduce costs while lowering emissions. Companies
can switch to renewable energy at a reasonable
cost, where available, whereas the use of carbon
capture and storage technologies in manufacturing
would be far more expensive — at least until the
technology is further developed and scaled up
(see Figure 13).

Close to a third of construction supply chain emissions
can be abated for less than $15 per tonne of CO,e

Construction abatement curve
Abatement costs $/t CO,e (2030)

150

100

50

-50

-100

-150

-200

Source: World Economic Forum and BCG Net-Zero Challenge: The supply chain opportunity (2021)

@ ccus

Fuel switch @ Renewable heat

Lever feasibility. In addition to the cost and
emissions reduction impact, procurement officials
will need to consider other factors in assessing the
viability of their decarbonization roadmap. Answers
to the following questions, to be worked out in
concert with suppliers, will help clarify the factors
that can affect the implementation of the roadmap:

— Which levers have already been successfully
implemented by peers or suppliers?

—  Which levers might conflict with other priorities,
such as product performance?

Indicative global view

100% |
|
|
|

30% of emissions could
be abated < $15/tCO,e

New processes @ Renewable power @ Circularity/recycling

Material and process efficiency

— Which levers are already economically
viable today, and which ones will
require a longer payback?

—  Which levers require more private sector
investment to further develop and scale up?

— What other capabilities will our organization and
suppliers need to build to enhance our ability to
reach our emissions reduction goals?
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4.3

® Procurement
officials must
define clear

and sustainable
procurement
standards covering
both their internal
operations and the
expectations of
external suppliers.

Steps 5 and 6: Define product and supplier
standards and work with suppliers

Once procurement officials have identified
emissions reduction levers and settled on a
roadmap, they must determine the standards with
which procurement decisions are to be made

and engage directly with suppliers to ensure they
meet the new standards and address their own
emissions. Working successfully with suppliers
will require three critical actions on the part of
procurement officials.

Defining standards

Procurement officials must define clear and
sustainable procurement standards covering both
their internal operations and the expectations of
external suppliers. Standards should cover a full
range of products, services and project activities,
such as the proportion of power from renewable
energy, mandated SBTs for CO,e emissions
generated in producing materials such as green
steel and green project management goals. And
there should be clearly defined consequences for
suppliers who fail to meet the standards.

In the US, for example, the Biden administration
has proposed a new rule that would require major
suppliers to the federal government to publicly
disclose their GHG emissions and climate-related
financial risk and set SBTs for reducing them. The
rule would also require that the social cost of GHG
emissions be considered in procurement decisions,
and where appropriate and feasible, it would give
preference to bids and proposals from suppliers
with a lower social cost of GHG emissions. The
goal is to spend 80% of procurement funds with
suppliers that have set SBTs for their Scope 1 and
2 emissions by 2023.16

In a similar move, the British government has
released new measures as of September 2021
requiring that companies bidding for government
contracts worth more than £5 million a year must
commit to achieving net-zero emissions by 2050 in
their United Kingdom operations. In addition, they
must publish carbon reduction plans and provide

reporting of their Scope 1 and 2 emissions
and a sub-set of their Scope 3 emissions.'”'®

Assessing and tracking suppliers

Once emissions standards are established,
procurement officials need to assess and
prioritize their current suppliers with respect
to their progress in setting and reaching
their emissions targets. To do so, they
should consider two factors: their capacity
to influence specific suppliers and each
supplier’s ability to meet its targets.

Supplier prioritization. Officials should rank
suppliers across two dimensions: How much is
spent with each supplier? And how much does
that spending contribute to each supplier’s total
revenue? The larger the spend and the greater
its proportion of the supplier’s revenue, the more
influence procurement has over that supplier.

Supplier assessment. Once the degree of
influence over key suppliers is determined, officials
should then rank suppliers across several criteria,
including standard supplier performance metrics
and progress in setting emissions baselines and
meeting targets. Standard procurement metrics
will likely include product cost and quality,
flexibility and others, and should be evaluated and
compared across the entire supplier portfolio.

Sustainability metrics should include emissions
baselines, water and energy use, the amount

of waste and a full analysis of each supplier’s
commitment to sustainable emissions goals

and strategy for meeting emissions targets. For
example, suppliers could be ranked in terms of
both the relative ambitiousness and specificity

of their sustainability goals and their progress in
meeting them. Do they specify SBTs in their net-
zero goals? Are those goals aligned with the Paris
Agreement’s 1.5°C ambitions? And do they report
progress to organizations such as the Climate
Disclosure Project regularly?
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® Fostering

a long-term,
mutually beneficial
partnership
mentality is critical
in ensuring that
both procurement
functions and
suppliers can
meet climate-
related goals.

Supplier criteria. Once the priority suppliers
are determined and qualified according

to their contribution to the procurement
organization’s ability to meet its own emissions
reduction goals, all contract specifications
should be framed according to specific
standards and targets. Assessment criteria
and the scoring system should be sufficiently
detailed without being overly prescriptive.

Procurement officials could choose one of two
types of assessment criteria:

— Results-based criteria. Criteria specify
expected performance levels such as “30%
more efficient buildings” or “10% less CO,-
intensive construction activities”. Results-
based criteria are generally simpler to define
and leave more room for innovation, since
only the results are stipulated. However,
they may be more time-consuming for
the reviewer to evaluate, as the proposed
solutions will often vary for each bidder.

— Materials- and method-based criteria.
Criteria specify the types of materials and
methods to be used, such as banning fossil
fuel vehicles or delivering supplies on a
monthly versus a daily basis. These criteria
are easier to assess and compare, but
need to be used carefully to avoid being too
prescriptive and preventing innovation.

Once the type of criteria is chosen, procurement
officials must decide whether each criterion should
be a requirement for supplier qualification or part of
the system for awarding contracts.

— Requirements. This involves passing or failing
specific suppliers based on their compliance
with specific criteria, such as excluding any
bidder using fossil fuel-based vehicles. This
method allows procurement officials to easily
set minimum requirements and filter out bidders
without having to go over all the criteria and it
can be applied to large contracts with a broad
set of requirements. However, it risks becoming
too restrictive and stifling innovation on the part
of suppliers.

— Awards. This involves actively judging
potential suppliers based on their compliance
with specific criteria. Bidders might get
points for using eco-friendly steel, for
example, thus increasing their chances of
winning the contract. This system provides
bidders with the opportunity to improve their
compliance with the criteria and encourages
them to adopt new emissions reduction
technologies and methods without being
overly restrictive. However, the award criteria

must be carefully constructed, both specific
enough and sufficiently comprehensive to
reflect all emissions reduction priorities.

Procurement functions frequently use a combination
of the two methods. For example, the Maltese
government sent out a tender for constructing a
school building that would be energy self-sufficient
through on-site renewable energy production.

The tender included minimum energy and water
efficiency requirements, while additional points were
awarded for increased performance. The winning
bidder installed solar panels and wind turbines

near the school, producing a total of 35,000kWh
over the first ten months. The combination of
requirements and awards enabled the agency to
set minimum criteria while encouraging bidders

to deliver more, and the result-based criteria gave
bidders the freedom to innovate.™

In another example, the Swedish Transport
Administration (STA) requires that contractors use
specific materials that comply with predefined
performance and climate-related criteria. The STA
also uses a reward/penalty system, where each
tonne of CO,e avoided beyond the emissions
reduction requirement is rewarded financially and
larger penalties are penalized if the requirement is
not met. By requiring specific materials, the agency
can easily assess compliance and the monetary
reward/penalty system gives suppliers an added
incentive to meet the requirements, even after the
contract has been signed.?°

Working with suppliers

The key to a successful engagement involves
establishing clear guidelines on accountability

for compliance and incentives and an agreed
understanding of the consequences of non-
compliance. Fostering a long-term, mutually
beneficial partnership mentality is critical in ensuring
that both procurement functions and suppliers can
meet climate-related goals. Therefore, procurement
officials should establish a long-term relationship
with their suppliers and provide them with the
support they need to succeed, including training,
technology, financing and innovative products.

Large and long-term engagements can create added
incentives for suppliers to meet climate goals. For
example, framework agreements can be designed

to allow multiple call-off contracts to be awarded
without repeating the entire procurement assessment
process. Such pooling of demand over time and
across different government authorities for goods
and services from single suppliers will increase the
supplier’s incentive to offer environmentally enhanced
solutions and enable it to recoup any private sector
investments needed to meet contracted emissions
reduction requirements (see Box 4).
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BOX 4

4.4

Engaging suppliers

Long-term engagements can create an ideal
environment to provide added support to suppliers,
a strategy that companies in the private sector
have used successfully.

For example, Grosvenor Britain & Ireland, a
large property business, estimated that its
supply chain will be responsible for 49% of its
business-as-usual emissions between 2019
and 2030. As part of the company’s strategy

to reach net-zero emissions by 2030, it expects
those suppliers producing 40% of its Scope 3
emissions to set SBTs and procure energy
from renewable sources by 2030. All vehicles

supplying its London operations must be
electric by 2025.%'

In support of its suppliers, Grosvenor has published a
list of 12 standards that suppliers must abide by, such
as “Tackling climate change together”, “Sourcing and
using material responsibly”, and “Eradicating waste”.
It also offers free training on sustainability and off-site
construction and management techniques, and
maintains a dedicated reporting system to monitor
and map the environmental impact of its supply
chain. And it is working with its suppliers to develop
action plans in areas where its emissions abatement
standards and goals have not yet been met.

Steps 7 and 8: Develop the wider
ecosystem and create buying groups

In addition to working with individual suppliers
to set and reach emissions abatement goals,
procurement organizations could opt to work
together and with industry coalitions to encourage
the use of best practices in decarbonization,
certification of companies and materials, and
the promotion of net-zero activities and goals.
They could also work through buying groups to
help create markets for low-carbon products.
Cross-industry examples include the Industrial
Deep Decarbonization Initiative (IDDI), the

First Movers Coalition, the Climate Group,
Race to Zero and C40 Cities (see Box 5).

For example, the IDDI,?? launched in 2021, is a
global coalition of public and private organizations
that are working to increase demand for low-
carbon industrial materials. In conjunction with
COP26, the IDDI announced its Green Public
Procurement programme, intended to align its

member governments’ procurement activities to
further the creation of markets for low-carbon
industrial products. The idea is to use governments’
purchasing power to trigger a thriving market for
greener steel and concrete. The IDDI’s goal is to
have at least ten countries commit to purchasing
low-carbon concrete and steel within the next three
years. Its current members, including the United
Kingdom, Canada, Germany, India and the United
Arab Emirates, have also pledged to disclose

the amount of CO,e emitted in their major public
construction projects by 2025 and reach net-zero
emissions in all their construction projects by 2050.

Other examples of organizations developing
public-private partnerships include the Mission
Possible Partnership, an alliance of business,
finance and policy leaders focused on promoting
the decarbonization of the world’s highest-emitting
industries, and the World Economic Forum itself.
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BOX 5

4.5

® Procurement
organizations
must realign

their steering
models, individual
responsibilities and
communications
processes, boost
their capabilities
and upgrade
their data and
information
systems.

Urban renewal

C40 Cities is a network of the mayors of nearly
100 of the world’s leading cities who have come
together to confront the climate crisis. Its Clean
Construction Declaration® initiative is designed

to encourage relevant construction industry
stakeholders to deliver decarbonization results
quickly. Its goals include reducing emissions by at
least 50% for all new buildings, major retrofits and
infrastructure projects by 2030 while striving for at
least 30% by 2025 and the use of zero-emissions
construction machinery in all municipal projects
starting in 2025.

Among the actions the group plans to take in
support of these goals:

— Prioritize the use, repurposing and retrofit of
existing building stock and infrastructure across
the cities to ensure their optimal use before
considering new construction projects.

— Require life-cycle assessments (LCASs) of all

new projects, including procuring or requiring
zero-emissions construction machinery and
circular building designs that use low-carbon
materials and other resources efficiently.

— Demand transparency and accountability in all

projects, including requiring LCAs in planning,
processes and building codes, and the public
disclosure of LCA data.

— Approve at least one flagship net-zero

emissions project by 2025.

— Advocate for and work with regional, national

and supranational governments outside the
boundaries of their control to take relevant
climate action.

— Publicly report every year on the progress its

cities are making towards these goals.

Steps 9 and 10: Transform the procurement
organization and align across agencies

In parallel with the effort to assess, qualify and
engage with suppliers, procurement organizations
must also transform their internal operations and
governance processes to align internal incentives,
link to their country’s NDCs and ensure the
achievement of their climate goals and targets.

To accomplish this, procurement organizations
must realign their steering models, individual
responsibilities and communications processes,
boost their capabilities and upgrade their data and
information systems.

Steering model. The goal of the green
procurement steering model is to ensure clear
decision rights and accountability across complex
organizations and set comprehensive management-
level key performance indicators (KPIs) for
achieving carbon targets. While every country

is different, most procurement policies covering
green procurement are led nationally through the
Ministry of Environment and the agency in charge
of procurement or their equivalents. It is typically
the responsibility of the Ministry of Environment

to define the green procurement KPIs and related
measures.

The agency or agencies in charge of procurement,
often ministries of finance, should oversee the
procurement budget and determine any trade-
offs to be made in the light of any added costs of
green procurement. Other ministries, including the
ministries of health, agriculture and transport, as

well as individual regional government units and
research institutes, should share their expertise on
specific topics and issues.

Responsibilities and communication.
Procurement organizations face several challenges
in implementing new green procurement initiatives.
They include a lack of clearly defined and
achievable milestones and objectives for measuring
progress, poor commitment on the part of leaders,
resistance from employees, insufficient funding and
poor communication.

Implementing a central green procurement hub

at the ministry level can help overcome these
challenges by providing a wide-angle view of

a government’s green procurement efforts and
progress and taking an active role in pursuing its
emissions abatement goals. A central hub can
help break down communication siloes and boost
oversight and discipline while providing leaders with
the level of detail needed to successfully manage
multiple initiatives, including the development of
metrics and reports and conflict resolution. Its
task should include setting priorities and timing

to mutually reinforce climate initiatives, creating
overall programme target roadmaps and helping
agency-level procurement programmes to meet
their own goals. It should also coordinate efforts to
communicate the green procurement programme
and its goals to all stakeholders, why it is needed
and how people will be affected.
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At its best, the active green procurement hub will
monitor an organization’s pulse to ensure ongoing
commitment to carbon abatement initiatives and
help create and maintain a sense of urgency and
mission throughout the organization.

Capabilities improvement. Traditionally, the criteria
for public procurement of goods and services have
focused on each project’s overall price, quality and
related risks, and procurement organizations have
long optimized these criteria. With the addition

of sustainability as a key procurement criterion,
procurement officials must significantly increase
their organization’s capabilities. Newly needed
capabilities include:

— Understanding sustainability standards and
goals. What common standards govern climate
baselines and targets? What are Scope 1, 2
and 3 emissions and how can they be tracked?
What do terms such as “life-cycle assessment”
and “embodied carbon” mean and how should
they be integrated into supplier assessment?

— Setting targets. How should emissions
abatement baselines, targets and priorities be
determined and what goals should be set? How
should tenders reflect targets without being too
loose or too prescriptive?

— Defining implementation plans. How should
suppliers be prioritized, assessed and selected?
What is the right balance between the key
criteria of price, quality, risk and sustainability”?

The key to successfully improving organizational
capabilities lies in embedding learning into all day-
to-day operations. This can best be accomplished
through outcome-focused learning interventions,
such as the “4Es” framework:

— Learning through education. Share
best practices through workshops and
technology-enabled learning, including
online classes, mobile apps and others.
Hold retreats in neutral locations to ensure
immersion and limit distractions.

— Learning through exposure. Visit outside
public and private procurement organizations
and suppliers to compare procedures and
illuminate concerns. Conduct targeted coaching
and check-in sessions and provide dashboards
showing real-time performance and progress.

— Learning through experience. Establish
playbooks to define all roles, their responsibilities
and objectives. Carry out on-the-job training
with dashboards showing real-time performance
and results. Create on-the-job training
programmes with sustainability experts.

— Learning through expertise. Establish a buddy
programme among employees to promote
learning and conduct talks with sustainability
experts to discuss key topics. Ensure that
managers actively mentor employees and
promote additional sustainability education.

To ensure that new skills are embedded in the
organization, performance evaluations and
remuneration should reflect both an individual’s
learning progress and the organization’s overall
success in meeting its climate goals.

Data and systems. Transparency in
baselining and targets is key to the successful
decarbonization of public procurement. To
achieve this and monitor supplier compliance
and progress towards goals requires proper
data management and information systems.

Green Public Procurement: Catalysing the Net-Zero Economy 26



® Governments
should, when
possible, try

to encourage
alignment from
the top down by
implementing
centralized federal
procurement
policies and
regulations that
can also be applied
at the state and
local levels.

South Korea is one of the few countries to have

a central emissions database, which has allowed
the country to measure the impact of its green
procurement policy since 2005. This database
collects data from all public authorities targeted by
its sustainable procurement policy, at both the local
and national level — a total of more than 30,000
organizations in 900 separate agencies. The system
tracks volume and spending data on green and
non-green purchases for products with the Korea
Eco-label and Green Recycled Mark by public
authority and product group.

Implementing artificial intelligence (Al) as part of
systems can deliver deep insights and quick cost-
cutting wins and reduce the difficulty and expense
of measuring and reducing emissions nationwide
while helping officials make a sustainable transition
to greener procurement. Al can be leveraged in
three key areas:?

— Collecting data. Al can be used to
automatically track emissions covering the
entire carbon footprint and collect data
from operations and the entire value chain,
including materials and components suppliers,
transporters and even downstream users. Al
technology can also generate approximations of
missing data and estimate the level of certainty
of the approximations.

— Finding insights. Predictive Al can forecast
future emissions across the procurement
organization’s entire carbon footprint,
considering current reduction efforts, new
carbon reduction methodologies and
future demand. As a result, procurement
officials can set, adjust and achieve
reduction targets more accurately.

— Optimizing actions. By providing detailed
insights for every aspect of the value chain,
prescriptive Al and optimization analysis can
improve efficiency in production, transportation
and elsewhere, further reducing carbon
emissions and cutting costs.

Germany’s government is taking a leadership role
in using Al to promote sustainability. It plans to set
up an application lab for Al and big data to develop
data-based applications for attaining the country’s
Sustainable Development Goals. As part of the

programme, it also plans to maintain cloud-based
environmental data, provide transparent access to
scientists, businesses and the public, and further
develop sustainable Al applications. Germany has
provided around €3 billion to initiate and develop 50
Al applications dedicated to promoting sustainability.?

Agency alignment. As noted above, public
procurement activities are highly decentralized, with
a highly complex structure, making the alignment of
policies, baselines and targets across federal and
local procurement agencies essential in promoting
the adoption of green procurement and simplifying
progress tracking and enforcement.

Governments should, when possible, try to
encourage alignment from the top down by
implementing centralized federal procurement
policies and regulations that can also be applied
at the state and local levels. As a rule, this can be
more challenging for heavily federalized countries
such as Canada and Germany than for centralized
countries such as ltaly and South Korea. However,
there are numerous examples of both types of
countries that have successfully developed national
green procurement guidelines that also apply

to their states and local governments, including
Belgium, Italy, France, South Korea and the US.

Governments can employ different types of
incentives to encourage procurement agencies at
every level of government to comply with central
guidelines and regulations. One option is financial
incentives. In South Korea, for example, public
institutions that perform well on emissions targets
receive a performance bonus, while high-performing
local governments are rewarded with a larger
budget. In Canada, provinces are supported with
transfer payments from the federal government,
which often come with specific conditions
regarding their green procurement progress,
including their progress in reporting and the
ambitiousness of their emissions reduction targets.

In contrast, the US Department of Energy’s
GreenBuy Award Programme recognizes
Department of Energy agencies for excellence in
“green purchasing” extending beyond minimum
compliance requirements. Agencies are encouraged
to purchase from a Priority Products List of

more than 40 products through the programme

to meet their specific sustainability goals.
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Conclusion

With public procurement responsible for 15% of
global greenhouse gas emissions, it is critical that
government procurement organizations determine
their emissions baseline, set targets and define
the product and services standards needed to
reduce their contribution to global warming.

The costs over time will be reasonable and the
benefits real — not just lower emissions, but also

a boost to the green economy, more jobs and
healthier people.

-_— =
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To succeed, public procurement organizations must
work in concert with all stakeholders to combat
global warming. Their suppliers and industry
coalitions will, of course, be critical to the effort,

but policy-makers, legislators and public-private
partnerships, too, have crucial roles to play.

The considerable influence that public procurement
officials wield makes them instrumental in reaching
global climate goals. Now is the time to start using it.
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