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EXECUTIVE

SUMMARY

THE JOURNEY TOWARDS A MORE
SUSTAINABLE AND ETHICAL FUTURE
STARTS WITH US — AND WITH YOU,
RIGHT NOW!

As procurement and supply chain leaders, we have the platform and influence
to make a difference, both professionally and as an individual consumer. That’s

a good thing because the pressure to improve has never been more significant.

Procurious teamed up with Avetta to survey procurement and supply chain
professionals to benchmark the current application and level of understanding
of ethical sourcing globally. This report holds the insight — with fresh data and
perspectives on key issues, business drivers, best practices and technology.

If creating and managing a more ethical supply chain is on your
agenda, this report is for you.

Tania Seary
Founder, Procurious
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THE RISE OF
PROCUREMENT:

INFLUENCE, POWER
AND IMPACT

Procurement has a big opportunity to spark change. Nearly half the respondents surveyed ‘
reported that the Chief Procurement Officer (CPO) owns the ethical sourcing and procurement

strategy internally. Another 36% said their strategy was driven by the board or CEO, whose

involvement underscores the criticality of ethical sourcing to businesses today.

This dynamic sets procurement and supply chain teams up to make a big difference in 2022.
88% of those surveyed by Procurious and Avetta believe they are in a position to drive and
inspire change. When asked about the potential impact their sourcing and supply chain strategy
can have on social, ethical and sustainability outcomes, 84% believe they have an important role
to play, with 37% saying they can have a significant impact and change the world.

Confidence, executive buy-in and the right mindset are key. In addition to our own ESG
priorities, we are all experiencing more external pressure to be ethical and responsible. In our
research, we asked our community which consumer and social trends have the most influence
over ethical sourcing strategies. The answers, in order:

Climate Employee Corruption
change safety and and fraud
working
conditions
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The following responses reinforce the current corporate focus centred on
Environmental, Social and Governance (ESG)

Diversity Supporting Fair pay and
and inclusion local and small benefits
businesses

~

Seeing climate change in the top spot is hardly surprising. What is surprising are the
regional variances.

In Europe, 75% of respondents named climate change as the top influencing
trend on their ethical sourcing strategy. Meanwhile, in Asia Pacific (APAC),
climate change didn’t even land in the top three. In North America, climate

change shared the top spot with diversity and inclusion and employee safety .
and working conditions, all at 44%.

While external attention mounted significantly in 2021, the primary

pressure to improve still comes from within. More than half of .
respondents (51%) claimed that the pressure to be more ethical

is internal — procurement and sourcing teams want to do the right thing.

This was far ahead of other pressure points, like investors and shareholders

(16%) and customers (12%). Also, with employee retention being brought to

a head with the pandemic, the issue of an employer’s ethical credibility is

being seen as a major factor in the recruitment and retention of personnel. ‘
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GREAT POWER BRINGS
GREAT RESPONSIBILITY:
MODERN SLAVERY AND

FORCED LABOUR IN THE
SUPPLY CHAIN

While procurement’s power and influence continues to rise, there’s still a lot of work to
be done.

Modern slavery and forced labour have no place in our society. \We all know it.

Yet our research found that nearly 1 in 3 respondents have either confirmed (9%) or suspect
slavery in their supply chains. Given the sensitivity of the question and reporting, we can
project that the real numbers are in fact higher. In many cases, the challenge is that these
occurrences are found in the lower levels of the supply chain where the client has limited
control and lacks visibility and important reporting mechanisms. In some cases, ‘out of sight,
out of mind’ is a harsh reality and it is only a problem when it becomes a problem.

As a society and a function, we have to do better. Even a single percent is unacceptable.
Our research found that raw materials present the most risk for modern slavery across the

supply chain - selected as a top-two riskiest category by 60% of respondents. Clothing and
apparel (47%) and food and agriculture (39%) followed closely behind.

Clothing and Food and

apparel agriculture
Parts and Trapsportatmn, .

freight and Services
components gh

logistics

Raw materials
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Alarmingly, Procurious also found that 26% of organisations have not yet established or
implemented processes for identifying and eliminating modern slavery from their supply chain.
Less than half (48%) say they have an established process today. Progress varies by region:

EUROPE
52%

Have established processes

30%

Are working on establishing processes

18%

Have not yet established or implemented any processes

NORTH AMERICA
52%

Have established processes

22%

Are working on establishing processes

26%

Have not yet established or implemented any processes

APAC

46%

Have established processes

40%

Are working on establishing processes

14%

Have not yet established or implemented any processes

According to Michael Ford, Avetta’s Global Lead for EHS and Sustainability, it’s important
for ‘companies to test their programme’s effectiveness versus simply having programmes
in place to appease shareholders, senior management and in some cases independent
pressure groups. Paper-based policies do nothing to prevent unethical sourcing practices.
Policies need to be implemented and tested — both scheduled and randomly’.

Given the lack of effective processes, many teams are also struggling to get suppliers to
comply with, understand and apply in-house processes addressing the Ethical Trading
Initiative’s base code clauses.

procurious D A Avetta.




+

The Ethical Trading Initiative Base Code required by suppliers to follow
the ensuing clauses.

Working No harsh
Child labour shall conditions or inhumane
not be used are safe and treatment
hygienic is allowed
Local living Working hours
o No discrimination 0 wages are paid are not excessive,
68 /0 is practiced 60 /0 at national legal complying with
standards national law
Work must be Freedom of
. Employment association and
a recognised is freel the right of collective
employment y 9N
. . chosen bargaining are
relationship

respected

The most followed clauses are ‘child labour shall not be used’ (83%), ‘working
conditions are safe and hygienic’ (74%) and ‘no harsh or inhumane treatment is allowed’
(73%). The second lowest adopted clause was that ‘employment is freely chosen’ at 45%.

Jim Leung, a former Ethical Sourcing Executive at The Walt Disney Company
provided some insights:

‘IT’S EASY TO REVIEW A SUPPLIERS’ SAFETY
CONDITIONS AND GET A FEEL FOR POTENTIAL
PROBLEMS. BUT TO DETERMINE IF EMPLOYMENT
IS FREELY CHOSEN REQUIRES A TRUSTED, SAFE
AND PRIVATE ENVIRONMENT BETWEEN YOUR
ORGANISATION AND THE SUPPLIERS’ EMPLOYEES,
WHICH IS MUCH HARDER TO ACHIEVE.’

procurious D A Avetta




Supplier Monitoring and Engagement Remains Core for Ethical Sourcing
Performance

Acting against unethical sourcing practices starts with monitoring suppliers, which remains a
challenge for many. More than half of organisations only monitor 10% of their sub-tier suppliers.

The percentage of sub-tier suppliers monitored for ethical sourcing:

>75%

50-75% Zero

26-50%

10-25%
<10%

Why are companies still struggling to monitor their supply base? Avetta’s Ford says
‘Organisations often lack contractual pressure to find out who the sub-tiers are or where
they are based. Lacklustre supply chain monitoring could be because it was not asked for
when engaging with the Tier 1 supplier or because the Tier 1 supplier refuses to provide that
visibility. Some organisations may be unable to extend commercial pressure to their suppliers
and therefore wouldn’t motivate a change in the suppliers behaviour.’

Leung adds that it could also be an issue of being too reactive.

“TO0 MANY COMPANIES WAIT FOR A REASON TO MONITOR
SUPPLIERS. SOMETHING BAD NEEDS TO HAPPEN TO SPARK
ACTION. WE NEED MORE LEADERS TO BE PROACTIVE WITH
SUPPLIER MONITORING AND GET AHEAD OF BAD BEHAVIOUR.”

The lack of monitoring depth affects the impact of procurement and sourcing teams.
38% of respondents believe their ethical sourcing strategy can only impact the first tier
of their supply chain; another 28% think their limit is the first two tiers.

The reality: Ethical sourcing strategies can reach far beyond the first two tiers of the supply
chain and have a lasting and positive impact on all suppliers and societies. As programmes
mature and organisations learn how to influence their suppliers at scale, the total impact
increases exponentially.
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THE TIME FOR ACTION
IS NOW: HOW TO SCALE

ETHICAL SOURCING
BEST PRACTICES

The practices we are seeing put in place provide hope for an even better future. We saw
earlier that climate change was the most influential societal trend, yet our research found that
only 29% of companies have a mature climate change programme today and 53% say they
are only getting started. This disconnect underscores both the importance and the challenge
of putting commitments into action, and the potential to drive even better outcomes in the future.

Today, companies are most mature at managing ethical issues such as employee safety and
working conditions (69%), corruption and fraud (66%) and fair pay and benefits (50%).

This raises the question: how do ethical sourcing programmes mature and become more
effective? Here are the most commmon strategies being deployed today:

56%

said contractual KPIs and incentives for positive supplier performance

are using sourcing optimization to improve outcomes

said the most effective strategy was third party supplier audits, ratings
and assessments.

ONLY 29% OF COMPANIES HAVE
A MATURE CLIMATE CHANGE
PROGRAMME AND 53% SAY THEY
ARE ONLY GETTING STARTED
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The second point — contractual KPIs and incentives — exemplifies organisations’ willingness
to go with the carrot rather than the stick. On the other hand, contractual clawbacks and
fines for negative supplier performance was noted as an effective strategy by only 27% of
respondents. Providing suppliers with appropriate motivation to improve ethical performance
—and working with them in tandem — helps programmes mature and become more effective.

Surprisingly, one of the most significant gaps in ethical sourcing is training. Over three
quarters of respondents say the number one way their organisation can better equip them
to make a positive impact on social, ethical and sustainability initiatives is to increase training
and professional development. But 64% received less than 5 hours of training in 2021,

with 23% receiving no training at all which is both alarming and shocking considering the
resources available.

Industry associations provide initiatives that companies can utilise to their advantage to
establish appropriate training processes. The Ethical Trading Initiative, CIPS and BRCGS are
just a few of the available resources.

Mike Ford of Avetta adds here:

‘A handful of companies do it right, while

the majority simply mandate contractual
demands and expect the supplier to improve
themselves. Suppliers that go through
training and receive guidance suitable for
the size and demographic of their business
have a better understanding of what is

being asked of them. They will gain a greater
understanding of the client’s expectations
and be less reliant on the use of third party
consultants to negotiate the client evaluation
process leading to greater mitigation of
sustainability issues.’
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Outside of training, 71% said elevating the importance of social and sustainability initiatives
internally would make an impact. Technology is another critical driver — with 55% saying they
need access to enabling technologies to make a difference.

Our research found that procurement and sourcing teams rely on various technologies to
improve performance. Specifically:

95%

Supplier assessment platforms

32%

Sustainable procurement rating platforms

32%

Predictive spend and supplier analytics

31%

Supplier relationship management software

29%

Real-time supplier risk monitoring

24%

Source-to-pay software

24%

Pre-vetted marketplaces with top-performing suppliers

‘Prioritising ethics is a great place
O to start. The next step is equipping
‘ your team with resources and training
that reflects your business risk and
technology to be successful.’
— Mike Ford, Avetta
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WHAT IS THE ROLE OF

GOVERNMENT?

An overwhelming 90% of respondents believe governments should play a bigger role in
creating and enforcing social and ethical supply chain guidelines, which goes to show that
this issue is much bigger than politics.

‘Governments are falling short and relying on brands and businesses to pick up the
slack and enforce rules and guidelines on their suppliers,’ says Leung. When asked
what governments around the world could do to help, he added ‘MORE LEGISLATION
AROUND PROTECTING WHISTLEBLOWERS AND GRIEVANCE PROCESSES

WouULD GO A LONG WAY. Butit’s more than just making more laws; they must enforce
them as well.’

FINAL WORDS:
LET’S COME TOGETHER

TO MAKE AN IMPACT

The potential to make a difference is immense. As procurement and sourcing leaders,
we influence where money is spent, how suppliers are managed, and which risks are
deemed acceptable.

We’ve made great strides. And we have a lot of room to grow and improve our ethical
sourcing programmes.

Remember that supply chain ethics is greater than any one of us alone. This is a massive
challenge and opportunity that affects people, economies and societies across the world.
The more we can team up and learn from each other, the better we will be.

IF YOU AGREE, JOIN US AT PROCURIOUS
AND TAKE A LOOK AT AVETTA’S PROCUREMENT,
EHS AND SAFETY WEBINAR.
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SURVEY
DEMOGRAPHICS:

Survey responses were collected by Procurious and Avetta
in November and December 2021.

179 TOTAL RESPONSES

BY POSITION

Consultant: 7%

Specialist or
Coordinator: 32%

Director/Manager: 32%

o 3l C-suite role: 17%

BY FUNCTION

Operations: 5%

o gl Supply Chain: 13%

BY REGION

Other: 8% B
Procurement: 75%

Central America: 1% [E
North America: 22% &

Europe: 35%

B Africa: 10%
APAC: 28%
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ABOUT AVETTA

Avetta fundamentally changes the dynamics of the supply chain. We enable
and verify ongoing environmental, social, and financial performance, helping
companies build a strong and diverse supplier base — all on a global scale.

A\ Avetta.

ABOUT PROCURIOUS



www.avetta.com
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