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Introduction 
 
 

 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 

We are now in what may come to be known 
as the most definitive period in the brief 

history of responsible sourcing. 2022 has 
laid bare major gaps in most responsible 

sourcing programs. Moreover, regulation has 
now redefined the global ESG landscape 
through codifying the implications of non-
compliance in law. Businesses must now 
align on a single set of imperatives: know 

your supply chain, know supplier. 

 

In our work with more than 300 clients in the past 

year – from conceptualizing audit tools to designing 

grievance mechanisms – we identified 10 themes 

from 2022 that will shape this new era and must be 

considered when reevaluating your program for the 

upcoming year. These trends, which will continue to 

evolve and have enormous impact, allow us to 

better understand potential risks and implement 

practices to enhance supply chain visibility. 

From the opening of China to the global decoupling 

of trade flows from traditional production markets, 

we anticipate 2023 will undoubtedly bring a new set 

of challenges. But our guidance from 2022 will 

empower you to face the new year with the tools to 

achieve a new level of supply chain due diligence. 
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I. 
Political Instability 
Exposes New Risks 
for New Supply Chains   
 

  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

2022 showed us that the implications of civil unrest 

– from the war in Ukraine to other conflict regions 

like Myanmar and even China and the United States 

– can have significant impact on supply chain 

operations and rising risks. 

 

While we cannot control geopolitics, selecting the 

country and regional patterns of where we source 

from must factor in the many types of geopolitical 

disruption that can lead to supply chain sourcing 

failure. These choices matter and cannot be made 

without rigorously stress-testing the assumptions 

that underlie them.  

  

In reviewing the nearly 20,000 audits that we 

conduct annually, we determined that two of the 

most significant areas of supply chain risk that 

arose in response to political instability are those 

posed by child labor and risk for migrant workers.  

 

Child Labor in Crisis Regions  
Even during stable times, child labor is one of the 

most pernicious, difficult-to-treat problems within 

the supply chain. And 2022 was far from stable.   

 

“Standalone economic crises exacerbate 
poverty and inequality, which can be 
precursors to increased humanitarian 
needs and child labor,” wrote the ILO in 
its report last May.  

We saw this play out as macroeconomic volatility 

and violence remade the risk management 

landscape, increasing the risk of child labor in 18 

production markets. Family separation, state 

breakdown, and worsening economic and labor 

market conditions – all factors that are more severe 

in geographies with heightened tensions – 

contributed to a higher risk of children recruited into 

forced labor. 1 

 

Where Have We Seen this Impact? 
Myanmar:  

Myanmar has already seen a high degree of 

exposure to child labor related risk. But civil unrest 

in the country exasperated child labor instances as 

Covid-19 and the February 1st military coup struck in 

2021 and continued through 2022. Mass protests 

grappled Myanmar and the governmental conflicts 

that followed the coup intensified many factors that 

contribute to child labor risk, such as breakdowns in 

child services and schooling. The United Nations 

now warns that 7.8 million children are at risk of 

exploitation. Those operating in Myanmar must 

consider the precautions in place to mitigate the 

risk of unwittingly using child labor.  

 

Myanmar's risk rating from our supply chain due 

diligence platform, EiQ, shows the country's 

exposure to child labor deteriorated as the country's 

political and economic condition worsened 

– from 5.25 in 2021 to nearly 4. The consequence? 

A reported 360,000 children are estimated to be 

engaged in hazardous work today. 2 

1 ILO: Vulnerabilities to child labour. Geneva: International Labour Organization, 2022. 

2 Benjamin Harkins, Daniel Lindgren, Boonsita Ravisopitying, Shawn Kelley, Thet Hnin Aye and Tin Hlaing Min., Livelihoods and Food Security Fund: “From the Rice Paddy to the 

Industrial Park,” 2021. 
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Economic and Labor Market Impact  

Breakdown of household economy Economic shock, loss, breakdown, restricted access to income 

Breakdown in working conditions and labor market Redistribution of labor opportunities, increased exposure to 
hazardous work/exploitation 

Breakdown of economic production Economic instability and decline, disruption of economic 
infrastructure 

 

Displacement and Family Separation  

Cross border displacement Forced migration, refugee movements 

Internal displacement Long periods of displacement, dependency, limited autonomy 
and income opportunities 

Family separation Accidental and deliberate separation likely during conflict 

 

Impact on State  

Breakdown of important child services and systems Significant disruption to education/use of schools, 
recruitment, violence, abduction risks heighten 

Physical Damage Significant damage possible in areas with armed conflict 

Humanitarian access Significant challenges for access, security, accountability, 
cooperation 

 
Source: ILO 3 

 

Which Production Markets Are Most at Risk for Child Labor? 

EiQ's risk ratings show changes in 

child labor risk for countries 

throughout 2021 and 2022. Other 

regions of concern: Guatemala, 

the Philippines – and even the 

United States. In the latter market, 

labor market shortages pose a 

risk of increased exposure to the 

risk of child labor. 

Child Labor and Crisis: Impact Channels 
How do crisis areas and armed conflict impact child labor risk?  

3 ILO: Vulnerabilities to child labour. Geneva: International Labour Organization, 2022 

 

Source: EiQ 
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Political Tensions Increase Risk for  
Migrant Workers  
Just as countries see higher risk for child labor in 

areas with civil conflict, so too do these tensions 

increase risk for migrant workers exposed to human 

rights violations and inhumane working conditions.  

Migrants in the labor force have tripled in the past 

decade. They play a key role in supply chains and 

the economy but are especially vulnerable to 

marginalization and poor working conditions.  

 

The likelihood of mass displacements is much 

higher in areas with wars or armed conflict, and the 

labor risk for these refugees increases as 

desperation to find work is heightened.4 The 

ongoing war in Ukraine has forced a third of the 

population to flee the country and at least 7 million 

Ukrainian refugees are reportedly now spread across 

Europe.5 The UN has warned women, children, older 

people, and people with disabilities are now being 

placed in extremely vulnerable situations from the 

mass displacement. 

 

EiQ data shows Ukrainians make up 2% of foreign 

migrant workers in global supply chains: seemingly 

little, but we anticipate that this proportion will rise 

quickly as we see political displacement translate 

into job-seeking. Responsible sourcing managers 

should consider how this might shape their approach 

to auditing for those operating in regions that are 

particularly exposed to this influx: namely Eastern 

Europe. 

 

 

 

Global Migrant Workers Origins in Supply Chain 

Based on 150,000+ migrant worker data in supply chains 

% of Ukraine Foreign Migrant Workers in Global Supply Chains 

Based on 2,500+ Ukraine foreign migrant worker data in supply chains 

Foreign Migrant Workers in the Global Supply Chain 

EiQ data shows the percentage and origin of foreign migrant workers in the global supply chain 

4 Black, J., 2021. Global Migration Indicators 2021. International Organization for Migration (IOM), Geneva 

5 United Nations Refugee Agency UNHCR: 2022, Lives on Hold: Intentions and Perspectives from Refugees in Ukraine 

 

The political instability from the past year makes credible on-the-ground engagement more difficult and heightens 

supply chain risk in areas like child labor, forced labor, and risk associated with migrant workers. It is vital to 

impose scrutiny when evaluating your sourcing geographies. While it may not be feasible to completely halt 

operations in areas with political disruptions, it is possible to prioritize those areas by allocating more resources 

and deploying capacity building measures to mitigate risk. 

 

2023 
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II. 
Climate Change  
and the Rise of Scope 3 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 
 
 
 

 
 
 
 
 
 
 
 
 
 

Climate risk has now taken center 
stage for businesses and their supply  
chains.  
 

2022 brought more climate-related disasters, 

creating increased financial burdens for businesses. 

At the same time, the calls for businesses to 

improve emissions tracking to help reach climate 

targets got even louder, forcing us to prioritize how 

we can improve carbon neutral efforts for the 

upcoming year. COP27 saw the importance of 

creating an intergovernmental framework for 

monitoring progress and increasing visibility over 

emissions to align with the Paris Agreement targets. 

The Paris Agreement requires reductions in 

emissions to reach “net zero” and to limit global 

warming to 1.5 degrees. 

But the efforts needed to reach “net zero” from 

companies require expanded emissions tracking – 

and emissions tracking requires that responsible 

sourcing programs understand their emissions far 

beyond what has previously been practiced. 

Companies must now understand the lexicon of 

emissions tracking- Scope 1, 2, and 3 emissions- to 

fully capture the extent of their supply chain’s 

contributions to global warming. 

 

 

Supply Chain Sites with Greatest Climate Risks 
The red dots are the U.S., Chinese, and Taiwanese locations that have experienced the most-extreme climate variability and fastest 
rates of climate change.  

Sources: Resilinc, University of Maryland 
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Scope 1, 2, and 3 emissions will vary across organizations, but clearly defining and equally weighing each scope will better 
enable companies to track and cut their emissions. 

 
 
 

 
 
 
 
 
 
 
 
 
 

The Role of Businesses in Emissions Management  
Climate-related disclosures are now mandated for organizations, and companies must take one step further 

and specify the bounds of their report. Part of the logic behind these bounds is that although a company may 

capture information related to its own emissions, these disclosures may omit the full footprint of a company. 

 

Understanding the lexicon of Scopes 1, 2, and 3 emissions within an organization addresses this problem. 

Scope 1 and 2 emissions are typically easier for companies to track as they are emissions the company owns 

or controls. Scope 3 gets a bit more dicey.  

 

Scope 3 includes the emissions from activities associated with assets not owned or controlled by the 

organization, but that the organization indirectly generates in its value chain.  These can be emissions from an 

organization’s suppliers, although they are not directly owned or controlled by the organization. 

 

Scopes 1,2, and 3, Summarized 

Tracking Scope 3 emissions within supply chains has proven exceedingly difficult as there has been limited 

data for both reporting and risk mitigation. As some global brands or businesses can be connected to 

thousands of suppliers, having visibility over the entirety of those emissions has posed a challenge for many 

executives. A UN report highlighted this challenge when it wrote that while 55% of CEOs have begun to track 

their Scope 3 emissions, only 16% of all CEOs do so at an advanced level. More than half of the CEOs (63%) 

attribute limited ESG data across the value chain as one of the key hindrances to progressing emissions 

management.6 

6 United Nations Global Impact, 2021. CLIMATE LEADERSHIP IN THE ELEVENTH HOUR 

Sources: United States Environmental Protection Agency (EPA) 
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Disaster type Year Country Economic losses 
(in US$ billion) 

1 Storm (Katrina) 2005 United States 163.61 

2 Storm (Harvey) 2017 United States 96.94 

3 Storm (Maria) 2017 United States 69.39 

4 Storm (Irma) 2017 United States 58.16 

5 Storm (Sandy) 2012 United States 54.47 

6 Storm (Andrew) 1992 United States 48.27 

7 Flood 1998 China 47.02 

8 Flood 2011 Thailand 45.46 

9 Storm (Ike) 2008 United States 35.63 

10 Flood 1995 Democratic People’s Republic of Korea 25.17 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Why Should Businesses Care about  
Emissions Cutting?  
Climate change broke multiple critical supply chains 

in the past year. Flooding in central China forced the 

closure of a Nissan automobile plant and caused 

disruptions for transporting other commodities such 

as coal and peanuts. Hurricane Ida off the Gulf of 

Mexico in August damaged installations in the US 

responsible for producing plastics and 

pharmaceuticals and forced a diversion of trucks.7 

 

A total of $1.26 trillion in revenue losses is 

anticipated for suppliers by 2025 due to climate 

change, deforestation, and water insecurity.8 The 

risk of natural disasters for supply chains takes 

shape in the form of financial loss, disruptions, 

shortages, and heightened health and safety risks 

for factory workers. 

 

Top 10 disasters according to economic losses 

Sources: WMO OMM 

Companies must now invest in building out their approach to Scope 3. With progressive assessments and data 

analysis, companies will be better prepared to report accurately their Scopes 1, 2, and 3 emissions. This will 

allow for more strategic implementation of carbon neutral efforts throughout the value chain. Another vital part 

of this will be developing relationships with suppliers and business partners to ensure there is alignment on 

carbon cutting targets and strategies. 

 

7 Jacques Leslie, 2022. How Climate Change Is Disrupting the Global Supply Chain 

8 CDP, 2021: Transparency to Transformation: A Chain Reaction 

 



Top Ten ESG Trends Report  

 

9 

III. 
Transitioning from Covid-19 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
  
 
 
 

Last year, the ongoing pandemic 
reshaped responsible sourcing  
programs in three critical ways: 

- Sourcing operations in China were completely 

reformed as the country strayed from the rest of 

the world by imposing stricter measures in 

2022 

- Supply chain risks for factory workers were 

exposed through different approaches to Covid-

19 measures 

- Audit programs were redefined as remote vs. In-

person engagements were a source of debate 

 

We anticipate these implications will continue to 

have lasting influence in 2023. We expand on each 

event further below to help us reevaluate how our 

responsible sourcing programs will prepare for their 

future impact. 

 

China and the Uneven Exit  
China’s “zero-Covid” policy had huge national costs 

and continues to challenge supply chain operations. 

Ad hoc city-wide lockdowns have impacted travel 

and greatly reduced access to facilities. China also 

limited international access, preventing buying 

teams from being able to visit local offices or 

suppliers for prolonged periods.  

 

The country’s stringent measures also impacted 

product exporting. Chinese shipping to the US was 

down 34% compared from earlier in the year, and 

large western companies like Apple, Honda and 

Volkswagen saw supply shortages from China due 

to factory lockdowns amid the ongoing pandemic.9 

 

China’s Impact on the Global Supply Chain Pressure Index 
Contributions to monthly changes in GSCPI 

The New York Federal Reserve Bank partly 

attributes the recent slowdown of the Global 

Supply Chain Pressure Index’s return to its 

historical average to worsening supply 

conditions in China, which have also spilled 

over into its neighboring trade partners. 

 

Some reports say these measures could eventually impact operations in China and force businesses to relocate 

to other markets. 

9 Martin Farrer, The Guardian, 2022: A CDP Global Supply Chain Report released in 2021 

Sources: New York Federal Reserve Bank 
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Factory Workers Cannot Just  
Bounce Back 
While the pandemic has continued to impact 

sourcing geographies on a macro-level, the factory-

level has also seen increased risks for workers in 

various forms: 

- Wages and Working Hours 

The International Labor Organization (ILO) in a 

2021 report said there are two key concerns 

emerging from the pandemic: first, it has 

amplified the issue of unpaid wages to a “crisis 

of huge proportions;” and second, “returned 

workers face uncertain employment prospects 

in a context characterized by a lack of local 

opportunities for decent work and a worldwide 

economic slowdown.” 10  

In China, for example, migrant workers – which 

make up half of China’s urban workforce - were 

particularly impacted and their vulnerability to 

labor violation risk increased as a result of the 

lockdowns.11 The migrant population in the 

country have already faced difficulties in 

accessing necessities during normal times and 

now have an even weaker ability to seek 

recourse in the case of workplace issues.  

- Health and Safety 

Another key concern as suppliers have grappled 

with Covid has been escalating health and 

safety issues. EiQ's Sentinel tool - which scans 

media for instances related to suppliers - 

this year alone picked up more than 700 

instances related to Covid-19 in factories, 

spanning more than 500 companies. Many of 

these related to outbreaks and poor handling of 

health and safety issues in factories.  

 

The ILO highlighted the rising issue as well. Guy 

Ryder, the ILO Director-General, said 

occupational safety and health (OSH) remains 

at the forefront of national response even as 

countries continue to grapple with the impact of 

Covid-19.   

 

“The lessons learned from this crisis about the 

importance of social dialogue in strengthening 

safety and health at the national and workplace 

level need to be applied to other contexts. This 

would help reduce the unacceptable level of 

occupational deaths and disease that occur 

every year,” Ryder said.12   

10 International Labor Organization, World Employment and Social Outlook: Trends 2021 

11 Nathan Chung, The Guardian, 2022: ‘We won’t survive’: China’s migrant workers fear more lockdowns as Covid threat remains 

12 International Labor Organization, World Employment and Social Outlook: Trends 2021 

 

Sources: EiQ Sentinel 
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As we look at these lingering operational risks 

posed by changes in the labor force, we know 

prioritizing vulnerable groups lessens the risk of 

reputational damage and lessens the potential for 

unethical behavior within sites. We recommend 

engaging in regular worker sentiment surveys to 

actively monitor worker grievances and encourage 

transparency. By gaining a more holistic view of a 

factory’s conditions and building trust among the 

employees, responsible sourcing teams are better 

able to remediate and preempt potential labor 

rights issues.  

  

This also can help protect your brand. While your 

sourcing team may not be able to directly monitor 

your factory's operations, adverse media screening 

tools, like Sentinel, allow for you to use local 

knowledge sources to continually monitor the 

performance of suppliers. 

 

In-Person vs Remote Audits  
Many regions of the world may now be operating 

post-Covid, but audit programs have been slow to 

readjust. Difficulties seen in scheduling site visits 

reflect the divergent operational realities that have 

emerged in production markets because of their 

respective approaches taken to managing Covid-19. 

 

Remote work has become more of the norm and 

has altered in-person engagements, especially as it 

relates to site audits and other assessment 

appointments.  While remote audits are still better 

than not conducting assessments on a site, there 

are still issues at play.  

 

In remote audits, or assessments such as Self-

Assessment Questionnaires (SAQs), the likelihood of 

audit deception may increase. As you “get to know” 

your suppliers more, you can better identify which 

sites will require in-person assessments and which 

perhaps “lower risk” suppliers can maintain remote 

assessments.  

 

The key takeaway for businesses adapting to a post-

Covid world comes down to knowing the challenges 

of your production markets, especially where on-the-

ground supplier engagement is critical.  Gaining a 

better perspective of local issues and trends 

through tools like Sentinel and EiQ’s Risk Rating 

modules helps sourcing managers transition to a 

more proactive way of thinking to predict and 

mitigate future risks. 

 

From an operations standpoint, systemic illness 

must be factored into your supply chain planning 

processes – one day there will be another 

pandemic, likely when we least expect it. And we 

learned that in a challenging production 

environment, as we experienced beginning in early 

2020, on the ground supplier engagement is vital 

and more important than ever. 
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IV. 
Economic Concerns  
Shift Consumer Behavior 
 

 

 

2022 marked the end of four decades without high inflation. Covid-19 paired 
with the Russia-Ukraine war sparked soaring prices and a fluctuating 
economy- both of which are shifting consumer behavior. 

Prices have increased for most essentials like food, housing, gas, and electricity, leaving consumers with 

less room for non-essential spending. The impact is being felt globally- from major markets like the US 

where prices were up 9.1% in June, and Europe where an increase of 10.1% was reported in October.13 

Buyers are now changing both how they manage their finances and their shopping habits, forcing 

businesses to adjust to the evolving patterns. 

13 Tamara Charm, Jason Rico Saavedra, Kelsey Robinson, and Tom Skiles, McKinsey & C0, 2022: The Great Uncertainty: US consumer confidence 

and behavior during inflationary times 

A McKinsey & Co study evaluating the impact of inflation on consumer behavior showed more than 60% of 

respondents said they were making changes to how they manage finances in response to inflation, and 

44% of this group said this meant either dipping into their savings or having to cut back on how much they 

are setting aside.  Eighteen percent are charging more to their credit cards, and another 18% are struggling 

to pay their bills in full.  
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As far as how consumers are spending- 74% of respondents said they are trading down, meaning sizing 

down the quantity of their purchases or postponing purchases for nonessential items.14 Trading down can 

also mean going to lower-priced stores and switching to cheaper brands- forcing companies to reevaluate 

how this may impact their business.  

 

What should we learn from this? McKinsey & Company recently asked business leaders what they are doing 

to prepare in the midst of economic disruption. The lists include tracking five key items:  

 

(1) technological innovation 

(2) energy and natural resource considerations 

(3) financial and economic changes associated with debt, currency fluctuation 

(4) new economic growth and where; and  

(5) demographic changes such as the aging population. 

 

These funding pressures also mean proper risk assessment and program resilience have never been more 

crucial to avoid added financial burdens from risky suppliers or ESG violations. Supply chain segmentation 

is the key to ensuring you are ahead of the potential risks posed from your “higher risk” suppliers.  

 

Segmentation through EiQ provides risk intelligence on sourcing geographies and suppliers based on our 

proprietary EiQ supply chain data as well as enhanced visibility into internal sourcing practices and supplier 

relationships. This insight allows for managing internal resources to mitigate risks and maximize impact on 

business operations and supply chain stakeholders. 

 

 

EiQ Segmentation Module 

14 Tamara Charm, Jason Rico Saavedra, Kelsey Robinson, and Tom Skiles, McKinsey & C0, 2022: The Great Uncertainty: US consumer confidence 

and behavior during inflationary times 

 

Sources: EiQ 

EiQ's segmentation leverages a supply chain program's risk exposure and risk management to better 

segment its supplier base into various risk levels. This allows for better prioritization of potential higher risk 

suppliers and risk mitigation. 
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V. 
Growing Legislative Impact 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
 
 

 

 

 

 

 

 

Forced labor due diligence laws came 
into force in 2022, with a vengeance. 
The list of new laws is long and growing. 
As a result, certain sectors and 
companies have learned firsthand what 
happens when there is a perceived or 
real violation of the law. Goods are 
detained, excluded or seized.  
 

These laws around the world have meaningful 

penalties that influence a company’s balance sheet, 

financial performance, and reputation amongst 

important stakeholders from shareholders to 

customers, activist organizations and to current and 

prospective employees. 

 

The United States Customs and Border Protection 

(CBP) has threatened to detain thousands of 

shipments suspected to be produced with forced labor 

and imposed more targeted legislation like the Uyghur 

Forced Labor Prevention Act (UFLPA). 

 

Germany, the 4th largest economy in the world, has 

challenged the previous vague legislations by 

implementing the German Supply Chain Act, which 

covers any “human rights violations and damage to the 

environment.”  Other countries are now following suit 

with tougher due diligence laws and responsible 

sourcing programs worldwide are facing direct, 

immediate and tangible financial penalties as a result. 

 

Expectations for Responsible  
Business Escalate 
The degree to which companies know their suppliers 

using traditional compliance programs appears 

insufficient for this new, more stringent regulatory 

landscape. 

 

First, these new regulations apply to all aspects of the 

product, including raw materials, manufacturing, 

packaging, logistics, and transportation. But 

traditionally, most social compliance programs have 

very limited visibility upstream to 2nd and 3rd tier 

suppliers and beyond. As a result, companies are 

challenged to expand the breadth and depth of their 

compliance programs. 

 

Second, these new regulations place the burden of 

proof on the company. But many companies have 

opted to utilize supplier Self-Assessment 

Questionnaires (SAQ) or mutual recognition audits for 

social compliance. The unintended byproduct of these 

tools may be lower quality, less transparent, less 

rigorous and less trustworthy documentation. As a 

result, companies are challenged to re-focus on quality 

interventions that guarantee the requisite burden of 

proof to align with CBP (and other regulator) 

requirements. 

 

These challenges mean that companies are now 

compelled to implement risk-based, segmented 

responsible sourcing program designs that are 

focused on visibility and transparency, (especially for 

the most material suppliers), and a more aggressive 

approach to understanding and managing suppliers. 

The need for more robust responsible sourcing 

programs is clear. 

 

How to Respond? 

These challenges mean that companies are now 

compelled to implement risk-based, segmented 

responsible sourcing program designs that are 

focused on visibility and transparency, (especially for 

the most material suppliers), and a more aggressive 

approach to understanding and managing suppliers. 

The need for more robust responsible sourcing 

programs is clear. 

 

Modern supply chains are too large to apply the same 

level of scrutiny and engagement to every supplier. In 

addition, risks can be highly concentrated or nuanced 

depending on the country and product or commodity. 

And companies may have a different level of risk 

appetite.  

 

Robust data platforms like EiQ combine from-the-

ground audit data and publicly available data from 

renown sources like the United Nations and 

International Labor Organization to identify hot spots 

for emerging risks and allow companies to segment 

and organize their supply chain to enable more 

efficient prioritization. 
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VI. 
Increasing Pressures on Suppliers 
 

 

 

 

 

 

 

 

 

 

 

 

 

Working Hours and Wages Risk Score Changes Across Key Markets 

 

 

The rising legislation has placed the 
spotlight on ESG issues within supply 
chains and has demanded further 
due diligence from the top down. 
Suppliers are feeling the heat to stay 
profitable and positive despite the 
increased pressures. 
 

Supply chain disruptions, inflation, and the 

enhanced microscope on working conditions have 

challenged suppliers with currency fluctuations and 

added compliance costs. We find these challenges 

can lead to various social issues, specifically 

increased risk of lower wages and higher working 

hours for workers as suppliers try to compensate for 

increasing costs. 

 

Wages and Working Hours Fare  
Problematic in Key Markets 
Many key production markets saw a sharp rise in 

risk for these areas. Our risk ratings show China 

saw some of the largest downward trends in wages 

and working hours, indicating workers are at critical 

risk of facing low pay and being overworked. 

 

Other Asian countries like Malaysia and Thailand 

and even Western countries previously known to be 

lower risk like the United States and Germany- all 

showed downward trends in working hours this year 

as well. As production demand has heightened amid 

an unpredictable landscape, factories may be 

working overtime to meet requirements.  

Sources: EiQ 
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Legislation Threatens Suppliers as  
Much as Retailers 
The new laws outlined in Section 5 describe 

potential woes to brands and retailers, but the 

threat extends to suppliers themselves. A common 

response to Withhold Release Orders (WROs) and 

inventory problems is to charge back suppliers.  

 

Although the recently enacted Uyghur Forced Labor 

Prevention Act is designed to be a punitive measure 

for Western retailers, it can ultimately instead 

punish the producer, who may already be 

constrained. 

 

The unique events that impacted the world this year 

have shown us we can only expect more non-

compliances and new problems throughout the 

entire supply chain. These instances also create 

further complications for on-the-ground 

engagements and require an adjusted approach. 

 

 

How Can You Amend Potential  
Supplier Risks?  
We know first and foremost that the frequency at 

which managers monitor their programs must 

increase immensely, long gone are the days of once-

a-year checks and surface-level assessments. We 

advise a complete mindset shift, from reactive to 

proactive and deepening your approach to risk 

identification and internal reporting.  

 

Supply Chain Intelligence platforms like EiQ and 

media alert tools like Sentinel help close the gap 

between on-the-ground audits and allow for a more 

engaged approach to risk monitoring and building 

more local knowledge from your supplier markets to 

truly “knowing your supplier.” We also recommend 

deploying capacity-building engagements for 

suppliers such as eLearning courses that train 

management and employees to know their rights 

and responsibilities. 

 

Sources: EiQ 
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VII. 
Audit Transparency 
Takes a Hit 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Transparency continues to be one of the 
most vital components of a resilient 
responsible sourcing program – and one 
of the biggest challenges. “Audit 
deception,” the term coined for 
misrepresentation of audit data, has 
been a persistent issue and is fueled 
further by the events outlined in this 
report. 
 

With the pandemic and supply chain disruptions, the 

transparency rate from key supplier markets has seen 

a massive drop in the last three years. Factory 

managers often falsify data, do not disclose 

information, or coach their workers on how to answer 

questions during audits. 

 

Transparency in Asia 
On average, major supply chains in 2021 experienced 

a drop in transparency due to the first-order effect 

(lockdowns, economic downturns, layoffs) and second-

order effect of the pandemic on the supply chain (port 

closures due to covid outbreaks, delays in shipping, 

and insourcing of raw materials). 

 

As countries have learned how to live and cope with the 

pandemic, the transparency rates have widely been 

improving across most regions- except for Asia. On 

average, transparency rates have dropped by 17% in 

East Asia, Southeast Asia, and South Asia, according to 

our data. 

 

Vietnam, Cambodia, and China are among the 

countries that have experienced the largest drop in 

transparency. Vietnam and Cambodia have just 

recently rebounded from their 4-year lowest 

transparency record as suppliers are adjusting their 

production practices to the ‘new normal’ (volatile 

supply chain, delays in sourcing or shipping material 

and raw products).  

 

However, the drop in transparency has been 

substantial – between 20 and 30% – and it is 

unclear how long it will take for Vietnam and 

Cambodia to resume their transparency rates back 

to pre-pandemic levels.  China, instead, shows a 

continuous, steep decline in transparency rates. 

This negative trend is likely aggravated by the 

additional political and trade tensions with the 

European Union and US and western buyers’ 

increased level of scrutiny over working practices. 

 

We have seen that non-transparent suppliers in 

most cases underreport the numbers of weekly 

hours worked by their employees by about seven 

hours and the number of consecutive days 

employees went to work without rest by about nine 

days, while overreporting the percentage of workers 

paid correctly, reporting about 13-19% points more 

than what is actually paid. 

 

A report released in 2021 from Transparentem also 

said it uncovered evidence of audit deception at 

nearly every site it assessed in India and Myanmar. 

“Testimony from many interviewees across several 

factories in these countries suggests that auditors 

likely failed to detect many instances of illegal 

exploitation of young workers,” the report read.15 

 

Factories falsifying records typically see 45% more 

critical violations (which include abuses, forced and 

child labor, structural integrity) than transparent 

factories. Overall, using EiQ’s risk score model, we 

predict that falsifying factories score on average 

13% less than transparent factories using EiQ’s 

scoring system. When transparency is low, retailers 

and brands are vulnerable to significant risks in 

their supply chain slipping under the radar. 

 

 

15  Transparentem, 2021: Hidden Harm: Audit Deception in Apparel Supply Chains 
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How Are You Ensuring Transparency  
and Credible Data?  
This risk is less about program design- it is about 

the on-site audit and need for highest quality levels. 

Industry schemes and mutual recognition should be 

questioned and scrutinized, as it is more difficult to 

ensure quality assessments are being conducted to 

the standard required. 

Recent legislation like the UFLPA includes narrative 

on what audits should include for credibility:  

a) Unannounced arrival at the worksite and at a 

time when the workforce is likely to be present  

b) Examination of ILO indicators of forced labor  

c) Worker, management, and labor broker or 

recruiter interviews completed in native 

language  

d) Unrestricted access to the worksite and 

associated locations (e.g., cafeterias and 

dormitories) 

e) Review of documents and other information to 

provide additional proof of compliance 

This also challenges confidence in remote audits 

that might not meet these criteria. Companies need 

to think differently about buying practices and about 

design and communication of an audit program with 

spot-checks. There is more scrutiny on ESG as an 

industry, on your ESG data, metrics and public 

reporting. 

 

It’s not just about the mode of deployment. It's also 

about how you ensure objectivity in the audit 

process. 
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VIII. 
Expanded Scope 
is Required in 2023 
 

 

 

 

 

 

Traceability is no longer just a trendy word in the ESG space, but a specific end-to-
end mandate required of your program. Every trend described in this report leads 
to the overarching point that your program scope must be expanded. 
 

Supply chain risks will continue to evolve and increase, and legislation will likely spread, calling into question the 

breadth of your suppliers and depth of your program. The trajectory of this trend could lead to needing to track 

down to the raw material source. 

 

These expanded expectations may put your existing teams under pressure or go beyond skill sets.  This trend will 

only continue as the use of artificial intelligence expands in the ESG world and legislation is rolled out. 

 

The solution for this expanded scope lies in the quality of your data and use of external sources. EiQ’s program is 

centered around transparent, robust data, follow-up assessments for suppliers, monitoring and remediation 

efforts, and artificial intelligence programs. Trying to do more due diligence with less support in these areas is no 

longer viable to meet the new requirements going into 2023.  
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IX. 
Technology Takeover 
 

 

 

The expansion of technologies presented supply chains in 2022 with more 
resources than ever to tackle the ESG issues at hand. There are more and more 
tools tailored to responsible sourcing and this development is making it easier to 
stay ahead of the complex ESG challenges rearing their fists at supply chains. 
 

Risk-based program design with geographic, product and controversy analysis is now the new standard. Audits are 

now under more scrutiny and must be upgraded to properly assess the issues outlined above in this report.  

 

Worker engagement is now also a prerequisite, where worker grievances are properly addressed, and worker 

sentiment surveys are conducted more regularly. Supplier capacity building, eLearning and in-person training and 

communication is also required, especially in areas where there have been fewer in-person engagements.  

 

Traceability work is also increasingly being integrated into program design, especially in the U.S. and Europe. But 

we should be systematically looking at bigger trends and thinking about new data points that could come to light 

as the landscape continues to evolve.  

 

This requires a data-driven, integrated way of thinking with reporting and supplier management. We should go 

beyond the old scoring methods based on supplier non-compliances and instead plan for dynamic, near real-time 

supplier scoring based on all available data points. 

 

This also means expanding our data scope to delve further into environmental and agricultural areas. Verifying 

data and building trust with suppliers will also be critical to enhance transparency and promote supply chain 

improvement from the bottom up. The world of ESG and sustainability will never be stagnant and will only continue 

to develop and create new areas of exposure. Quick adaptation is required to face the new world order head-on. 

 

 

 

 

 

 

 

 

 



Top Ten ESG Trends Report  

 

21 

X. 
The Need for ESG Talent 
 

 

 

This year has ultimately shown that a new level of rigor is required to implement, 
manage and enforce your program.  Whereas ESG was previously seen as a "nice to 
have,” it has now become mainstream and continues to scale.  
 

More legislation and regulation are expected in the coming years and will require independent assurance and 

external reporting, 

 

Deeper levels of technical skills are required to manage platforms and implement traceability requirements, 

meaning responsible sourcing teams will need access to industry-specific supply chain technical knowledge. 

 

Embracing data and analytics is now a critical part of the day-to-day, risk-based workflow and also requires teams 

with expertise in these areas. 

 

Investors are also now a central part of the conversation and will require shifts according to their involvement in 

decision-making. The work you do will need to be data-generating, replicable and aligned with assurance protocols. 

This adjustment requires recruiting more talent, more assets, and building more expertise to develop a well-

rounded, efficient team.  

  

While the ESG and supply chain due diligence process looks vastly different as we head into 2023, the goal 

remains the same: coming together as an industry to work toward enhancing business-driven sustainability and 

ensuring a better future. 
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About ELEVATE, an LRQA Company 
 

 

 

ELEVATE is the global market leader in ESG, sustainability and supply chain 
services.   
 

Our focus is on delivering ESG program effectiveness and impact to the world’s leading companies and their 

supply chains.  We design, build and manage data-driven sustainability linked programs that drive positive impact, 

with assessment, advisory, program management and analytics solutions. 

 

The EiQ platform, powered by LRQA, is the world’s first end-to-end supply chain ESG due diligence and Assurance 

platform. It defies the “one size fits all” paradigm for responsible sourcing by enabling a tailored risk-based 

program that is aligned with the unique supply chains of each individual business.  

 

EiQ is a data driven ecosystem used by brands and retailers to enhance Environmental, Social, and Governance 

(ESG) due diligence and assurance. The ecosystem combines EiQ’s three core applications (Analyze, Assess and 

Learn) into a single seamless workflow that provides comprehensive ESG solutions to transform your responsible 

sourcing program and to facilitate sustainable trade. 

 

To learn more about our services, visit: www.elevatelimited.com and to find out more about EiQ, visit us at eiq.ai. 

 

 

http://www.elevatelimited.com/
https://www.eiq.ai/

