Supply chain sustainability steps into the spotlight

In our view, a rapidly changing global landscape means companies that consider and actively manage supply chain
sustainability risks will be better placed to secure competitive advantage, enhance their reputation and
create long-term value
The growing imperative to understand ESG risks in supply
chains
Good supply chain management has always been a key
component of growing successful businesses. Negative impacts
from poor supply chain management include operational
disruption, increased costs and reputational damage. However,
it is notoriously complex, often spanning multiple tiers and
countries, with high degrees of opaqueness.
A number of recent developments suggest a trend towards ever
increasing standards for responsible business conduct in terms
of transparency, understanding and management of supply chain
risks. Companies are now being pushed to consider ESG risks
and opportunities not just in their own operations, but also in their
supply chains. However, this goes beyond just risk mitigation by working with their suppliers on sustainability improvements
companies can unlock a range of value creation opportunities.

“Companies will have to avoid and
address harm done to people and planet in
their supply chains”¹
These words reflect a new reality for businesses, in an age
where customers and employees have both greater access to
information and higher ethical expectations of the organisations
who provide their products and services and employ them.
Large brands like Apple and Dell, Nike and Adidas, have been
embarrassed by human rights and environmental failings in their
immediate supply chains. Even unsuccessful public lawsuits like the recent US legal action launched by former child slaves
from Mali against Nestle and other large chocolate companies
– can have devastating reputational effects in the court of public
opinion.
Estimated prevalence of modern slavery by country (noting
10 countries with highest prevalence, estimated victims per
1,000 population)

It’s not just consumer and employee sentiment – regulation
and investor expectation is catching up
Europe is setting the pace. In March 2021² the EU Parliament sent
a strong signal when an overwhelming majority voted in favour
of a legislative initiative for an EU directive requiring businesses
operating in the EU to conduct due diligence on human rights,
the environment and governance across their supply chains³.
Since then, in June 2021, Germany also passed a Supply
Chain Law⁴ to gradually introduce mandatory human rights and
environmental due diligence for German companies (including
foreign companies with registered branches in Germany) from
1 January 2023.
Closer to home, on 23 August 2021, the Australian Senate passed
the Customs Amendment (Banning Goods Produced By Forced
Labour) Bill 2021, which will amend the Customs Act 1901 to
prohibit the importation into Australia of goods that are produced
in whole or in part by forced labour. It is unclear at this time if the
lower house will support the introduction of this legislation.
Investors, too, are part of the trend. The United Nations Principles
for Responsible Investing is recognising the growing role and
influence of investors through actively promoting the adoption
of internationally recognised frameworks on human rights due
diligence, assisting investors to make better financial decisions
and align their investment activities with the priorities of their
beneficiaries and regulators⁵.
What does this mean for businesses?
“it is more critical than ever that businesses in the 21st century
are focused on generating long-term value for all stakeholders
and addressing the challenges we face, which will result in
shared prosperity and sustainability for both
business and society”⁶
This increasing scrutiny and the introduction of regulatory
standards will have a significant impact on business operations:
•

Management and Boards will need to understand the
broader global context of supply chains in order to
manage risks and create value. As globalisation continues,
we will increasingly see geopolitical and international
regulatory developments impact the supply chains of local
businesses. In some cases businesses may find significant
upside in switching to onshore suppliers, a trend we have
seen start during the COVID-19 pandemic (in response to
disruption of offshore supply chains) but which may continue
as scrutiny on supply chain transparency grows

Source: https://www.globalslaveryindex.org/2018/findings/global-findings/
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•

Robust supply chain sustainability due diligence
processes will be critical, covering issues as wide-ranging
as employee conditions, impact on local communities,
greenhouse gas emissions management and environmental
controls. Setting and monitoring social and environmental
supply chain targets will become increasingly important.
A good example of this is Spark NZ’s recent commitment
that 70% of its suppliers by spend⁷ will have science-based
emissions reduction targets by FY26

•

Management teams will need to allocate resources to
map and actively engage with tier 1 suppliers and beyond,
and invest in supporting systems and tools as part of their
broader risk management framework

•

Training and education will be fundamental to the proper
assessment and management of these new kinds of risks –
from the workforce all the way up to the Board

Although this will intensify for businesses with supply chains
in jurisdictions with high risks of forced labour practices or low
levels of environmental regulation, it is relevant for all businesses
because no country – including Australia – is immune from
modern slavery risks.
Evidence suggests that companies still have a long way to go –
for example, the Australian Council of Superannuation Investors’
recent report into ASX200 reporting under the Modern Slavery
Act⁸ identified a number of opportunities for improvement after
the first round of corporate reporting. However, businesses that
prioritise, and do this well, will not only protect against business
continuity and reputational risks, but will build stronger supplier
partnerships with more opportunities for long-term growth and
innovation, win a growing segment of consumers who factor
sustainability into their decision-making and attract and retain
talent.

The Adamantem response
“Participation”: creating opportunities for positive social and
economic inclusion and engagement across all stakeholders
and the community more broadly⁹.
This concept of participation is one of Adamantem’s three pillars
of responsible investing. Through this lens we incorporate
broad supply chain considerations into our approach to creating
long-term value and sustainable businesses.
We assess supply chain risks and opportunities in the due
diligence phase of an investment as part of understanding the
sustainability of revenues and the stability of the cost base of a
business. Through identifying material suppliers, their location
and the type of product and service supplied – and therefore their
inherent ESG profile – we can identify opportunities to create
value through the supply chain and factor this into the way our
Investment Committee analyses risk and return.
Over the past 12-18 months we have actively supported supply
chain due diligence within our portfolio companies and our own
organisation. Examples include:
•

GHG emissions and climate risks in supply chains:
Portfolio companies with carbon intensive supply chains
carried out baseline assessments of the material Scope
3 emissions sources as a first step in considering how to
minimise them. One of our portfolio companies with an
exposure to the agricultural sector is currently conducting
a scenario analysis of the physical and transition climate
risks embedded in its supply chain, to inform future strategic
decisions

•

Modern slavery: Many of our portfolio companies have
completed a robust assessment of modern slavery risks in
their operations and supply chains. These companies now
have Board-approved multi-year modern slavery action
plans to improve the identification and management of
this risk, and have submitted the requisite modern slavery
statements¹⁰. Although Adamantem is not required to file an
annual modern slavery statement under the Modern Slavery
Act 2018 (Cth), we voluntarily report¹¹ to play our part in
helping to reduce risks to people, improve the integrity and
quality of global supply chains and strengthen our approach
to responsible investing

•

Responsible procurement: We have recently adopted a
Responsible Procurement Policy and a Supplier Code of
Conduct which integrate a wide range of ESG issues into
our material supplier selection process. Through these we
seek not only to embed our responsible investing beliefs
into our supply chain management processes, but to amplify
our impact through influencing those around us to consider
and actively manage their own supply chain risks and
opportunities

ASX 200 companies modern slavery statements - how do
they score?

5% clearly explain potential
risks in operations and
supply chains

Less than 40% identify
potential risk areas
and factors
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