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Key Facts & Statistics: Supply Chain Risks & Sustainability

70-90% of a company’s total environmental impact (including carbon emissions, water
usage, and waste generation) typically lies within its supply chain rather than direct
operations.

Supply chain (Scope 3) emissions are on average 5-11 times higher than a company’s direct
(Scope 1 & 2) emissions, making supplier engagement critical for achieving net-zero targets.

Over 60% of global companies experience at least one major supply chain disruption every
year, with climate events, regulatory changes, labor issues, and geopolitical tensions being
key drivers.

Climate-related disruptions such as floods, droughts, heatwaves, and extreme weather
events have increased more than fivefold over the past 50 years, directly impacting raw
material availability, logistics, and production continuity.

Studies indicate that companies with weak supply chain governance face up to 30-50%
higher operational losses during major disruptions compared to peers with diversified and
well-monitored supplier networks.

ESG rating agencies and institutional investors increasingly treat supplier transparency,
human rights due diligence, and traceability as material governance indicators, directly
influencing valuation and access to capital.

Regulatory expectations are rising globally, with mandatory disclosures on supply chain
sustainability, human rights, and climate risks becoming standard under ESG, BRSR, and
similar reporting frameworks.



1. Introduction

In today’s interconnected and globalized business environment, the supply chain has evolved from a
purely operational function into a strategic pillar of organizational success. A company’s supply chain
now directly influences its financial performance, brand reputation, regulatory compliance, and long-
term sustainability. Disruptions, ethical lapses, or environmental failures within the supply chain can
have far-reaching consequences, often extending beyond the organization to impact communities,
ecosystems, and entire industries.

This document provides a detailed and structured analysis of supply chain risks with a strong focus
on sustainability and governance. It examines how environmental, social, and governance (ESG)
considerations are embedded within supply chain management, identifies different categories of
supply chain risks, outlines mitigation strategies, and highlights the critical role of the Board of
Directors in overseeing and guiding supply chain resilience and sustainability.

2. Understanding Supply Chain Risks in the Context of Sustainability

Supply chain risks are no longer limited to cost overruns, delays, or quality issues. Modern supply
chains are exposed to a wide spectrum of risks that intersect with sustainability goals and
stakeholder expectations. These risks can broadly be classified into environmental, social, and
governance-related risks.

From a sustainability perspective, supply chain risks arise due to factors such as climate change,
resource scarcity, unethical labor practices, weak governance frameworks, regulatory changes,
geopolitical instability, and excessive dependence on specific suppliers or regions. Since a significant
portion of a company’s environmental footprint and social impact lies within its supply chain,
managing these risks effectively is essential for achieving sustainability targets.

3. Classification of Supply Chain Risks

For effective management and prioritization, supply chain risks can be categorized into high-risk,
medium-risk, and low-risk areas based on their potential impact on business continuity, compliance,
and reputation.

3.1 High-Risk Areas
a) Supplier Concentration and Dependence

Excessive reliance on a single supplier or a limited group of suppliers can expose an organization to
severe operational disruptions. Such dependence becomes particularly risky when suppliers are
located in politically unstable regions or areas prone to natural disasters.

The 2011 earthquake and tsunami in Japan severely disrupted global automotive and electronics
supply chains due to heavy on specialized Japanese suppliers.

b) Regulatory and Compliance Risks

Non-compliance with environmental , labor regulations, trade policies, or ethical sourcing standards
can result in legal penalties, financial losses, and reputational damage.

c) Human Rights and Ethical Sourcing Risks



Supply chains operating in regions with weak labor laws or governance structures may be exposed to
child labor, forced labor, unsafe working conditions, or conflict financing.

Technology companies such as Apple faced scrutiny over conflict minerals. In response, they
strengthened supplier codes of conduct, audit mechanisms, and traceability systems.

3.2 Medium-Risk Areas
a) Supplier Diversity and Standardization

While sourcing from multiple suppliers dependency risk, it also introduces challenges related to
inconsistent quality, uneven compliance standards, and monitoring complexities.

Fashion brands sourcing from multiple countries often struggle to maintain uniform labor and
environmental standards across suppliers.

b) Transportation and Logistics Risks

Supply chains are vulnerable to logistics disruptions caused by port congestion, fuel price volatility,
geopolitical tensions, or pandemics.

The global shipping crisis of 2021 led to increased costs and significant delays, impacting
manufacturing and retail sectors worldwide.

c) Technology and Cybersecurity Risks

Dependence on digital supply chain systems exposes companies to cyberattacks, data breaches, and
system failure.

Global ransomware attacks have disrupted , inventory management, and logistics operations across
industries.

3.3 Low-Risk
a) Non-Critical Materials and Services

Items that are not essential to core business operations and have readily available substitutes
generally pose minimal supply risk.

Procurement of stationery, office supplies, and standard administrative services typically involves low
risk and easy substitution.

4. Mitigation Strategies for Supply Chain Risks

Effective mitigation of supply chain risks requires a proactive, structured, and continuously
monitored approach.

4.1 Supplier Diversification

Organizations should identify and qualify multiple suppliers across different geographies to reduce
dependency and enhance resilience.

Diversification minimizes the impact of regional disruptions and strengthens negotiation power.
4.2 Supplier Audits and Compliance Programs

Establish robust supplier audit frameworks, including periodic on-site inspections, third-party audits,
and self-assessment questionnaires.



Improved compliance with environmental, labor, and ethical standards, reducing regulatory and
reputational risks.

4.3 Sustainable and Responsible Sourcing

Incorporate sustainability criteria into procurement decisions, such as carbon footprint, water usage,
waste management, and ethical labor practices.

Alignment of supply chain operations with corporate sustainability goals and ESG commitments.
4.4 Contractual Safeguards

Include clear contractual clauses related to compliance, sustainability standards, audit rights, and
termination provisions for non-compliance.

Legal protection and enforceability of ethical and sustainability expectations.
4.5 Crisis Management and Business Continuity Planning

Develop detailed crisis response and business continuity plans for supply chain disruptions,
supported by regular drills and scenario planning.

Faster response times, reduced downtime, and improved organizational preparedness.
5. Role of the Board of Directors in Supply Chain Oversight

The Board of Directors plays a pivotal role in ensuring that supply chain management is aligned with
the company’s long-term strategy, sustainability objectives, and governance framework.

5.1 Strategic Oversight

Board Responsibility: Ensure that supply chain strategy supports business resilience, ethical conduct,
and sustainability commitments.

Key Actions:
e Approve supply chain and sustainability policies
e Integrate supply chain risks into enterprise risk management
5.2 Risk Management and Governance
Board Responsibility: Oversee identification, assessment, and mitigation of supply chain risks.
Key Actions:
e Review risk assessments and heat maps
e Ensure management accountability for risk mitigation
5.3 Performance Monitoring
Board Responsibility: Monitor supply chain performance against defined ESG and operational KPls.
Key Actions:
e Track supplier compliance metrics

e Review sustainability performance reports



5.4 Stakeholder Engagement and Transparency

Board Responsibility: Ensure transparent communication with investors, regulators, customers, and
communities regarding supply chain practices.

Key Actions:
e Oversee disclosures in sustainability and annual reports
e Respond proactively to stakeholder concerns

5.5 Ethical Leadership and Culture

Board Responsibility: Set the tone at the top by promoting ethical behavior and integrity throughout
the supply chain.

Key Actions:

e Enforce codes of conduct

e Support whistleblower mechanisms and accountability systems
6. Conclusion

Supply chain risk management is no longer a tactical exercise but a strategic and governance
imperative. Companies that proactively identify risks, embed sustainability into procurement
decisions, and ensure strong board-level oversight are better positioned to withstand disruptions,
meet regulatory expectations, and build long-term stakeholder trust.

A resilient, transparent, and sustainable supply chain not only protects the organization from
operational and reputational risks but also creates long-term value for shareholders, customers,
employees, and society at large.



