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SERVICE SPOTLIGHT

Three Reasons Why A Sustainable Supply
Chain Should Be Your Next Priority

By Aditi Busgeeth, Senior Analyst, Third Economy, January 2024

These days, companies are asked to meet many sustainability expectations, from incorporating new
reporting frameworks to gunning for top marks from unpredictable ESG rating agencies. In the swirl,
one aspect is often overlooked and undermanaged: impacts from a company’s supply chain.

A responsible procurement strategy means taking the lead on various issues, from child labor to
conflict minerals to emissions from shipping and distribution. That’s why forward-thinking companies
recognize the need to extend their ESG commitments beyond internal operations. We'll discuss why a
sustainable procurement strategy is a must-have in 2024.

Why Should Companies Integrate ESG Into Their Supply Chain Strategy?

1. FOMO: Fear of missing out (on important information about your business and its impacts)

The impact that a company can have through its supply chain is substantial. External spend with
suppliers constitutes an of a company’s total cost. As a result, a
responsible procurement strategy can be a competitive advantage, a way to mitigate risk and increase
resilience against disruptions, and a lever to increase a company’s social and environmental impact.

When it comes to managing your company’s carbon footprint, your Scope 1 and Scope 2 greenhouse
gas emissions are only a small part of the picture. Why? Most of your organization’s total
environmental impact likely lies within the supply chain. According to , Scope 3 emissions account
on average for 75% of the total greenhouse gas emissions across all sectors. In sectors like technology,
consumer goods, and financial services, more than 90% of the environmental impact is from the
supply chain, as illustrated by TruCost below.


https://www.mckinsey.com/capabilities/operations/our-insights/the-role-of-spend-analytics-in-the-next-normal
https://cdn.cdp.net/cdp-production/cms/guidance_docs/pdfs/000/003/504/original/CDP-technical-note-scope-3-relevance-by-sector.pdf#page=6
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Figure 1 — Share of a sector's environmental impact located in the supply chain
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2. Them’s the rules: anticipate increased regulatory focus on the supply chain in the coming years

If you’re motivated by compliance rather than impact, it's important to know that laws and
directives governing companies’ supply chain practices and required due diligence are proliferating.
In 2022, the U.S. Securities and Exchange Commission (SEC) proposed rules on

that would require many companies to report “material” Scope 3 emissions, in addition
to Scopes 1 and 2. Several countries have also implemented regulations to improve human rights in
the supply chain by requiring increased due diligence. Below we summarize some significant supply
chain ESG regulations from the past decade.

Snapshot of Major Supply Chain ESG Regulations
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United Kingdom
Modern Slavery Act
of 2015 becomes

France
Corporate Duty of
Vigilance Law

Canada
Fighting Against

law

passed

Source: Third Economy analysis

European Union
Corporate
Sustainability
Reporting Directive
(CSRD) is adopted

Forced Labour and
Child Labour in
Supply Chains Act is
passed


https://www.unpri.org/download?ac=1894
https://www.sec.gov/news/press-release/2022-46
https://www.sec.gov/news/press-release/2022-46
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3. Green is the new black: consumers and investors are demanding sustainable practices in the
supply chain

With a growing awareness of global challenges such as climate change, social inequality, and ethical
sourcing, stakeholders are demanding transparency from the brands they support. The fashion
industry, for example, has faced constant pressure for many years to improve its materials sourcing
and labor practices in its supply chain. As a result, brands like Nike have faced public scrutiny and

on working conditions in their supply chains, along with allegations of forced
labor use.

Ignoring calls for increased responsibility risks reputational damage, including loss of brand value
and social license to operate.

Nearly two-thirds (64%) of consumers worldwide now choose, switch to, or boycott a
brand based on its stance on societal issues.

Source:

Companies that respond effectively to this scrutiny can tap into the growing demand for sustainable
goods and services, appealing to younger generations like Gen-Z and millennials with substantial
purchasing power.

However, the surge in demand for supply chain transparency is not solely driven by consumer
preferences; it also significantly impacts companies that are mainly business-to-business (B2B). B2B
entities are increasingly prioritizing partnerships with companies that demonstrate a commitment to
sustainability, ethical conduct, and responsible supply chains. By investing in a supply chain ESG
strategy, B2B companies not only enhance their value proposition but improve their ESG
performance—important for access and cost of capital—and elevate their standing in Requests for
Proposals (RFPs).

Sold on the importance of responsible procurement strategy but unsure where to start? Stay tuned
for next week’s article, in which we highlight the critical steps to successfully integrating ESG
considerations into your supply chain. Can’t wait? with our team so we can match your
needs to the right sustainability service today.
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