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It should be obvious — our supplier base should reflect the
diversity of our organisation and its stakeholders.

In reality, this is easier for some to achieve than others. Supplier diversity
can be difficult to measure and even more difficult to build a compelling
business case for - beyond a moral argument.

However, that is the challenge many procurement managers now face

— how to convince your numbers-focused CFO that resources should be
put into supplier diversity over mandatory requirements such as Modern
Slavery Act compliance or Payment Times Reporting Act compliance? Or
for that matter, corporate policy, Indigenous procurement support, your
Net Zero plan, social procurement efforts, the use of SME suppliers or buy-
local policies? Which is first?

This whitepaper, produced in partnership with ArcBlue, provides guidance
on how to get the buy-in required to commit to taking action on supplier

diversity.

The array of ESG initiatives are not mutually exclusive and can often work
in tandem to deliver on multiple goals as part of the one project.

This whitepaper will give you the information you need to prioritise your

initiatives and build a compelling business case for supplier diversity that Jonathan Dutton FCIPS
speaks to the needs of your organisation and its stakeholders. Chief Executive, PASA
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Executive Summary.

This whitepaper encourages organisations to take an
ambitious approach to supplier diversity to maximise
meaningful change through inclusion, social impact and
better business outcomes.

This whitepaper begins with an exploration of the increasing pressures on
businesses to embrace supplier diversity. It then provides guidance for
organisations to prepare an internal business case to get support from
their senior leadership to implement supplier diversity. The whitepaper
then concludes by identifying some of the key challenges organisations

face when beginning their supplier diversity journey and provides tips for
managing them.
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Introduction.

Sustainable
Procurement

Diversity & Procurement

Inclusive
Employment

Economic
Development

Organisations worldwide are increasingly
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procurement to achieve greater
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sustainable procurement. ‘ Sustainable
Procurement
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Management

Sustainable procurement seeks
to ensure that all procurement

activities are undertaken with ; B Resoures ESG
onsumption Reporting

consideration of economic, &Energy

environmental and social impacts and WEEHDE STz S

Recycling Management

ensuring meaningful and measurable
secondary benefits are obtained. "

Specifically, sustainable procurement aims to reduce negative impacts the procurement activity whilst
maximising positive outcomes (e.g., supplier diversity, reducing carbon emissions and modern slavery risks from
supply chains or increasing resource efficiency, supplier diversity or local economic resilience).

The term ‘sustainable procurement’ is used in this whitepaper, however, there are other terms that encapsulate
some or all of these concepts too, including ‘corporate social responsibility’, ‘social procurement’, ‘ESG -
environmental, social and governance’, ‘local or place-based procurement,’ ‘responsible supply chains,’ and
‘broader outcomes'. 2

Sustainable procurement is a key mechanism to create supplier diversity within supply chains.

Source: ArcBlue Consulting

"In this whitepaper, the term ‘procurement’ refers to the full lifecycle from an organisation identifying its needs / requirements, to planning and
undertaking sourcing activity, contract and supply chain management and finishing with the to the end-of-life or disposal of assets.

2 Social Procurement is a term used by the Victorian government in Australia in its Social Procurement Framework. Broader Outcomes is a concept
used by the New Zealand government in its Government Procurement Rules.
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Supplier Diversity

Supplier diversity

is “a practice that
encourages diversity in

the supply marketplace

by encouraging the
purchase of goods and
services from businesses
owned by, or that assist,
underrepresented groups”.’

"

| .
ArLBIueQ

PART OF BAIN & COMPANY

The underrepresented businesses will vary between communities and
industries but can include businesses such as those owned by Aboriginal
and Torres Strait Islanders, Mdori and Pasifika peoples or women. It can
also include social enterprises, small to medium enterprises and local or
regional businesses.

Supplier diversity also seeks to influence business practices within

supply chains by providing opportunities to suppliers that demonstrate
inclusive employment or provide training and development opportunities
to underrepresented people. This may include people with disabilities,
immigrants, ex-offenders and young people that are not in employment,
education or training.

3 https://www.dca.org.au/di-planning/supplier-diversity

Making the business case for supplier diversity




PASA ArcBlue

Part 1: The key drivers
behind supplier diversity.

Supplier diversity's potential social and economic impact is far-reaching,
growing new businesses and employment for owners and workers

from backgrounds that all too often have been excluded from such
opportunities. Increased spending on diverse suppliers can generate
life-changing access and possibilities for people within underrepresented
groups.

There are increasing pressures on organisations to embrace supplier
diversity and a key driver behind this is governments. Many governments
are progressively seeking to leverage their significant procurement
activity to advance their social and sustainable policy objectives,
including diversity and inclusion. This is particularly relevant in the
current environment where social and economic disadvantage has been
exacerbated due to factors such as the COVID-19 pandemic, increased
cost of living pressures and uncertain global events.

Government procurement represents between 13-20% of countries’ gross
domestic product.* As more government procurement seeks to achieve
social and sustainable outcomes, this has a significant influence on

the private sector and society, helping to further support sustainable
outcomes.

In addition to government requirements, there are also growing
expectations from shareholders, customers, and staff for organisations to
be diverse and inclusive. This includes understanding and responding to
intergenerational disadvantage and misconceptions, and unconscious
and conscious bias. From a procurement perspective, there is also
growing pressure to ensure supply chains more closely reflect their

communities and provide opportunities for local people and businesses.

4 Global Public Procurement Database: Share, Compare, Improve!, The World Bank https://www.worldbank.org/en/news/
feature/2020/03/23/global-public-procurement-database-share-compare-improve#:~text=0Overall%2C%20public%20
procurement%20represents%20on,be%20lost%20due%20to%20corruption
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Part 2: Making the
business case.

According to the Chartered Institute of Procurement and Supply,
companies spend more than 70% of their revenue on procurement. This is
a significant amount and puts procurement leaders in a unique position to
reimagine the scope of procurement’s influence and respond to business
and stakeholder needs by harnessing this spend to drive positive diversity
outcomes.

Armed with a solid business case, procurement leaders are in a stronger
position than ever to demonstrate the strategic value procurement teams
can bring to their organisation and its stakeholders and communities.

However, if organisations are serious about creating meaningful impact
through supplier diversity, they will need to make changes to the way
they conduct their procurement and supply chain activities.

This will require support from senior leadership to champion supplier
diversity and to make it a priority for the organisation. It will also require
investment up front to establish the necessary foundations including, time,
money, resourcing, education and capability development.

Convincing leadership of supplier diversity can be challenging, making
it important to mobilise all available arguments to gain traction.

An awareness of likely challenges at the very outset helps manage
expectations and build a more effective framework while mapping
realistic outcomes and impact.

Making the business case for supplier diversity
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So how do you
prepare the
business case?

Increased
savings

Workforce
attraction
and retention

At the heart of a strong business case is being able to persuasively
articulate the ‘why’ and pre-empt the audience’s concerns.
Organisations do not have finite resources and budget available,
and they face many competing pressures, so the business case
needs to be stronger than simply “supplier diversity is the right
thing to do.” Here are some key considerations to consider when
preparing a business case:

Data shows that expectations of :;:r“’;'nzq"‘”gs as a percentage of procurement
paying a premium for supplier 4.0%
diversity is often misplaced. 3.3%
Organisations that spend the

most on diverse suppliers save

an additional 0.7% on their total

procurement costs, according

to figures gathered by Bain &

Peer group Leaders in diverse
Company and Coupa.?® supplier egagement

Notes: Leaders defined as the top quartile of the sample set of companies working with diverse supplier; peer
group comprises the bottom 75% in spending on diverse suppliers; savings represent the median leader and the
median peer group performance data | Source: Coupa Software Inc, 2020 (n>350)

Engaging with a greater range of suppliers is increasingly essential to
meet the expectations of staff and increase attractiveness to prospective
hires, consumers, clients and investors on issues of diversity, equity and
inclusion (DEI). At a time of pervasive labour shortages in many markets,
issues of sustainability and diversity have become a key differentiator

to attract talent and retain staff. Multiple surveys in recent years have
found that most respondents consider DEI and other corporate social
responsibility programs non-negotiable. This is particularly the case
among millennials and Gen-Zs.

Values that align with the organisation’s stakeholders’ own values are an
increasingly influential factor in the decision making of consumers as well
as workers. A study on behalf of Coca-Cola found shoppers who were
aware of the brand’s supplier diversity program were 45% more likely to
view it as valuing diversity, with just under half also saying they were more
likely to buy Coca-Cola products.®

5 https://www.bain.com/insights/supplier-diversity-how-to-overcome-four-key-obstacles/
¢ https://hbr.org/2020/08/why-you-need-a-supplier-diversity-program#:~.text=A%20diverse%20supplier%20is $20a,%2Downed%20enterprises%20

(WBEs)a
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Winning
business

sk reduction

2]

As many multinationals and governments deepen their commitments

to supply chain diversity, organisations that cannot demonstrate it are
increasingly likely to lose business as a consequence. Implementing
strong policies and commitments to supplier diversity can not only avoid
lost business, but also open up hew commercial opportunities particularly
with government buyers who are more likely to have supplier diversity
requirements.

The mitigation of supply chain risk is particularly important during the
current period of global pressures related to Covid-19 pandemic triggered
disruption, disconnection and inflationary pressures that continue three
years later. Supplier diversity can help to reduce some of the risks that
may appear on organisations’ enterprise risk registers. For example,
supplier diversity offers greater opportunities to localise supply chains and
reduce reliance on a handful of larger providers. It also introduces greater
competition and potential for cost reductions in the value chain.

In this context, greater diversity increasingly aligns with supply chain
priorities by growing flexibility and resilience. After the onset of the
pandemic in 2020, global manufacturing executives surveyed by Bain &
Company and the Digital Supply Chain Institute in late 2020 cited these
two characteristics as their key areas of focus. In pre-pandemic iterations,
cost was the overwhelming priority.’

Percentage of respondents choosing these supply chain investment goals

e Last 3 years
Flexibility Nt 2X f
Increase
resilience 3X t
Reduce cost 2x ¥
Business
continuity 2X f
Embed
digital/tech
Supplier

collaboration

Improve
customer service Current focus has shifted away

from customer-centric concerns
Speed

Increase quality

Source: Bain & Company and Digital Supply Chain Institute Survey 2020 (n=200)

7 https://www.bain.com/insights/shock-proof-how-to-forge-resilient-supply-chains/
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Compliance

In Australia, in addition to Federal-level regulations, all eight State and
Territory governments have at least some form of procurement framework
or guidelines relating to sustainable procurement and supplier diversity.
This is similar in New Zealand with both central and local government
having several policies requiring public procurement to achieve
sustainable outcomes. Most of these include requirements on the inclusion
of Indigenous, Maori and Pasfika
owned businesses, SMEs and local
and regional businesses and

focus on driving local social and Moo skvery Act 2018, came o efiect 1 Jcnuary
economic benefits within their 2020

Australian Government, Indigenous Procurement Policy:
(first introduced 2015)
National Indigenous Australians Agency

CTH
Department of Finance, Commonwealth Procurement

Rule:
Achieving Value for Money, last revised 2022

communities.

2017

Department of Infrastructure, Planning
and Logistics, Indigenous Participation
on Construction Projects Policy

2022
Aboriginal Procurement Policy -
Came into effect, 1 July

WESTERN
2018 AUSTRALIA

Government of Western Australia,
Aboriginal Procurement Policy
(Government of Western
Australia, Undated)

2021

Government of Western Australia
Social Procurement (WASPF)
policy

——m

Department of Aboriginal and Torres Strait Islander
Partnerships, Queensland Indigenous (Aboriginal and
Torres Strait Islander) Procurement Policy

2019
Queensland Social Enterprise Strategy

NORTHERN m

TERRITORY 2020
NSW government’s formal partnership with Social
Traders

2021

Department of Treasury, Aboriginal Procurement Policy
SOUTH

AUSTRALIA

NEW SOUTH WALES 2019

Aboriginal and Torres Strait Islander Procurement Policy
AUSTRALIA CAPITAL

TERRITORY 2021
(canberra) Charter of Procurement Values

v [

2017 2020
Tharamba Bugheen: Victorian  Recycled First Policy
Aboriginal Business Strategy

2018

Government of South Australia, South

Australian Industry Participation Policy* TAS

2020 2019 - 2020

Government of South Australia, South
Australian Industry Participation Policy:
Procedural Guidelines*

* - includes Aboriginal economic
participation requirements

An Aboriginal Procurement Policy Buy Local Policy
is reportedly being developed 2018
(Communities, Sport and Recreation
- Department of Communities
Tasmania ‘Resetting the relationship
with Aboriginal communities

2021
Social Enterprise Strategy Building Equality Policy
A was first launched

2022

Fair Jobs Code
Victoria’s social procurement

framework: Building a fair,

inclusive and sustainable

Victoria through procurement

Source: ArcBlue (Part of Bain & Company) Social Procurement Advocacy 2023

Social licence
to operate

Having a diverse supply chain can support an organisation’s ‘social
licence to operate.’ Meaning that the community it operates in has
confidence that the organisation will behave in a legitimate, accountable,
transparent and socially and environmentally acceptable way that is not
just compliance driven and is informed by a wide range of stakeholders.®
Having a strong social licence can help to lower business risks and provide
greater operational certainty.

8 There are many definitions of the ‘social licence to operate’ but the key concepts used here have come from the Sustainable Business Council,

New Zealand'’s Social Licence to Operate Paper.
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Innovation

Greater

collaboration

By better reflecting the diversity in society, a broader supply base allows
organisations to gain new perspectives across the spectrum of lived
experiences. It also provides access to new insights and ideas that allow
organisations to better understand and serve both existing and new
markets. This helps organisations in two major ways. First, new mindsets
and approaches help foster innovation, including helping to inform and
identify new products and solutions as well as challenging and influencing
markets. Second, engaging with suppliers from diverse communities can
better enable organisations to reach into those communities to expand
their customer base.

Many diverse suppliers are often more willing to listen and respond to
customer needs, including working with their customers to co-design
solutions and support market expansion. Since diverse suppliers are
frequently smaller organisations, they also bring the added benefit of
greater responsiveness and agility. As such, they can quickly adapt to new
ways of working and may be more willing to adopt a bespoke approach
that delivers targeted innovations. They also often place a heavy
emphasis on client retention and long-term relationship building.

Supplier diversity helps organisations to gain better understanding of and
build stronger relationships with their communities and better understand
and address their needs.

Making the business case for supplier diversity
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Part 3: Challenges and
taking the first step.

Alongside the business case The top quartile of companies engaging diverse suppliers have...
!

organisations need to have a clear

plan to successfully implement

supplier diversity. To succeed will ? - \

require organisations to have @ iék@ @

ambition to look beyond spend 10% 7% 18% 46%

targets, an openness to change

and an understanding of the

potential pitfails, | Fven | o | g | s
spending purchase orders invoicing processing

ArcBlue has identified four
interlinked barriers to success,

and pOtentIGI solutions to help Notes: Leaders defined as the top quartile of the sample set of companies working with diverse suppliers; peer

Orgonisotions overcome them in group comprises the bottom 75% in spending on
. . X 5 diverse suppliers; results represent the median leader and the median peer group performance data
bU|Id|ng a diverse suppller base. Source: Coupa Software Inc, 2020 (n>350)

° https://www.bain.com/insights/supplier-diversity-how-to-overcome-four-key-obstacles/
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Create a joined up
approach

CHALLENGE

Creating a series of standalone
initiatives can bring diverse
suppliers on board, but is unlikely
to create a sustainable pipeline of
providers.

ACTION

Linking supplier diversity back

to corporate strategies and
integrating supplier diversity goals
into the overall procurement
strategy ensures they remain
prioritised over time.

Establish priorities
and drive cultural
change

CHALLENGE

Faced with competing
commercial and operational
concerns, procurement leaders
may adopt a risk averse approach,
sticking with established suppliers
rather than pursuing new options.

ACTION

Creating a diversity and inclusion
council among senior executives
establishes a clear mandate

for multi-year planning and
execution, from development

of an overarching definition of
diversity that is adaptable to each
market to oversight of delivery.

Establish ‘champions’ across the
organisation to help influence and
embed change.

Bring the whole organisation
along on the journey. Keep

them informed and provide
opportunities for them to
contribute to and see the value in
embracing supplier diversity.

Making the business case for supplier diversity

Dedicate resources

CHALLENGE

Inadequate support to identify
diverse suppliers, build
relationships and provide
development support to help
smaller business upskill or grow.

ACTION

Create in-house programs to
boost diversity, including working
with partners to identify suppliers
and build relationships, as well as
helping them to develop.

Establish and build long-term
relationships with suppliers

and community with ongoing
collaboration and communication.
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Spend on all
suppliers

CHALLENGE

Only using Tier 1 suppliers
limits the potential to build a
comprehensive ecosystem of
diverse suppliers.

ACTION

Include Tier 2 suppliers in
considerations of diversity, and
expand evaluation criteria to
create a deeper, more sustainable
definition of supplier diversity.

Drive incremental
change

CHALLENGE

Resistance to introducing targets
either directly or indirectly
because of concerns about lack
of supply/capability.

ACTION

Start with smaller targets while
signalling the intention to increase
incrementally. This gives the
organisation/supplier base time to
prepare.

“What we are seeing is

that for many buyers,
commitments to supplier
diversity are no longer good
enough — they want to see
evidence of established
practice. So just getting
started somewhere —is a
really important step.”

Chris Newman
Managing Director at ArcBlue
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Conclusion

Supplier diversity initiatives can create powerful competitive advantages by improving the
performance of procurement, as well as creating a variety of strategic benefits.

The possibilities and opportunities
supplier diversity opens up to
underrepresented groups in
society may be harder to quantify.
But armed with a comprehensive
business case, procurement
teams are best placed to present
the collection of arguments in
favour of supplier diversity to their
organisation.

Procurement leaders are also
guiding their businesses on the
journey. By acknowledging the
challenges, as well as the need
for time and dedicated resources
to get it right, they are uniquely
placed to shape a clear and
realistic strategy. With ambition,
the drive to transform their
organisation and a commitment

Making the business case for supplier diversity

to making a positive impact on
society, they can unlock the value
of a more diverse, responsive and
resilient supply chain.




