
Ethical Procurement and Supply
Chains
Ethical procurement is a crucial element of supply chain management. Unethical
practices can damage businesses, both financially and reputationally.

For example, gun maker Smith & Wesson lost business after its salespeople allegedly
took bribes to win supply contracts in Indonesia and Pakistan.

Policy, supervision, and systems can protect organizations from unethical
procurement, but they are not foolproof. People make choices based on personal
value systems that may be broadly aligned with organizational standards and
community expectations.

Integrity
Ethical sourcing is one of the most popular procurement strategies today. It drives a
commitment to sustainable purchasing, ethical work practices in supply chains, and
ensuring raw materials are obtained from ethical sources. Procurement professionals
have a solid role to play in achieving these goals. Many have written codes of
conduct for themselves and suppliers that clearly articulate how they expect people
in procurement to behave. The principle of conduct is then circulated to ensure all
buyers and suppliers understand what is expected.

Depending on countries, cultures, and customs, definitions of an unethical business
practice may vary considerably. Some issues that come to mind include bribery, quid
pro quo, favoritism, nepotism, and corruption. The latter contains payments in cash
or other forms to buy support or consideration during supplier evaluation, contract
negotiation, or after the award of a contract. Coercion and intimidation may also be
used to influence buying decisions.

An unethical company in a procurement context can suffer significant reputational
damage if it is discovered that it has engaged in such behavior. This may lead to
boycotts, a reduced value of shares, and other financial consequences. In addition,
the company may lose credibility with suppliers and become unable to attract new
clients.

The company may sometimes face legal action due to its unethical activity. This can
impact its future financial performance and the quality and quantity of its goods or
services.

Often, the villain in a procurement scandal is portrayed as a supplier. This is partly
because suppliers are often involved in supply chain management. This means that
there may be personal relationships between a buyer and the supplier, which can
influence buying decisions. However, it is essential to remember that the motivation
for upholding ethical standards must be mutual. Suppliers must be paid promptly, for
example, or they will be less likely to keep up the good work and avoid bad publicity
that can negatively impact the wider community.

Companies with a clear focus on ethics in their procurement practices can potentially
create a substantial positive impact on society. Those who fail to prioritize ethics risk
finding themselves in the glare of public scrutiny and media attention, which can
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have severe financial ramifications.

Transparency
Procurement professionals and their management must work together to develop,
enforce, and update procurement policies. Whether a policy is an extensive and
complex manual or a straightforward page outlining an honor code, it must be visible
to employees and stakeholders. Some options include a dedicated webpage on the
company website, systematic inclusion in annual reports, or a comprehensive staff
training program. All staff must understand the policy and how it applies to them to
avoid unethical behavior that could hurt their careers or the business.

A clear, formalized ethics policy will help ensure that all procurement activities are
conducted within ethical guidelines and legal compliance. The policy should define
the responsibilities and expectations of procurement teams, management, and
suppliers. It should also provide a mechanism for reviews and refinements, as
needed.

The policy should be accessible to all staff, and senior management should endorse
and act accordingly. It is also essential that procurement staff have access to a wide
range of business data so they can identify and address unethical or unsustainable
sourcing practices quickly. This includes monitoring suppliers down the supply chain –
research has shown that only 15% of organizations monitor all their Tier 1 suppliers.
That figure declines significantly when you go beyond Tier 1.

It would be best to have an effective communication strategy to inform staff of your
ethical requirements, which can help avoid misunderstandings and potentially
unethical behavior. This might include a monthly newsletter or a comprehensive
intranet page describing the organization’s ethics policy and how it applies to
procurement.

Ethical procurement policies also include a straightforward process for reporting
incidents to minimize the risk of unethical or illegal conduct by individuals within your
supply chain. These incidents might consist of bribery, favoritism, or illegal sourcing.

The global economy has grown so interconnected that the impact of a single
purchase can have far-reaching consequences, both good and bad. It’s no longer
enough for companies to focus solely on achieving a return on investment. Today,
they are expected to balance ROI with the broader impact on the company’s
reputation and sociopolitical/environmental footprint.

Fairness
Ethical procurement is fair to suppliers and the communities in which the company
operates. It requires a zero-tolerance policy for corruption, kickbacks, and other
unethical practices in awarding purchase contracts. In addition, it also requires
companies to vet suppliers for social responsibility and appoint people in their
procurement teams who are experienced enough to assess whether a supplier
adheres to ethical standards.

One of the most difficult challenges with procurement ethics is that they require
vigilant attention from people across an entire organization or enterprise. For
example, suppose your procurement department approves departments or
individuals to make purchases independently of the procurement team. In that case,



you must ensure they have the appropriate knowledge and skills to assess the risk of
unethical transactions. You should also provide them with clear procurement ethics
policies to guide their choices and decisions.

An example of unethical behavior that could arise from decentralized purchasing is
bribery. In this instance, individuals would attempt to gain an unfair advantage in the
contract negotiation process by offering gifts or other financial incentives to
government officials or the procurement managers responsible for a project. Bribery
is illegal and can have devastating consequences for the organization that becomes
known for it. For instance, Smith & Wesson lost a significant percentage of its value
when it discovered that it had been sourcing firearms from a supplier that used child
labor.

A procurement team can have a powerful influence over how an entire supply chain
operates, so ethical procurement is vital to any successful business. In addition, it
can help an organization build trust with consumers and other stakeholders by
demonstrating that they care about more than just profits.

In addition to the need for a comprehensive, communicated ethics policy in
procurement, a company must also understand its impact on sub-tier suppliers.
According to a recent report by EcoVadis, only 15% of organizations have visibility of
their Tier 1 suppliers, while less than half can track their supply chains down to Tier
2. Most companies have little insight into their sub-tier's environmental and labor
practices.

Accountability
Procurement functions can significantly impact the company’s reputation, supply
chain, and overall sociopolitical footprint. Companies must take into account all of
these factors when making procurement decisions. If a company engages in unethical
practices, it will face fines and other repercussions. Its reputation and customer
loyalty will suffer, and its bottom line will dwindle.

A company’s ethics policy can help to deter unethical purchasing behavior. The
procedures should clearly define ethical and unacceptable, including guidelines for
employees to determine who to purchase from. The policies should also include the
consequences of a staff member’s failure to adhere to ethical standards. These
consequences could range from a warning to a termination of employment.

Depending on countries, cultures, and industries, the definition of what is considered
ethical in procurement may vary. Some examples of potential ethical violations may
include bribery, nepotism, conflicts of interest, and personal enrichment. The rules
that are in place should be consistent across the organization. An internal audit can
be conducted to identify the specific issues that are causing potential ethics
violations. These should be evaluated and prioritized, and a plan should be developed
to eliminate them.

An essential aspect of the ethical framework is ensuring that all employees know and
agree to the company’s ethical sourcing policy. Explicitly defining these principles will
ensure that everyone understands the expectations and obligations of their role in
the company’s supply chain. It’s also crucial that all employees have personal value
systems that are aligned with organizational values and community expectations.
This will help to ensure that, even if all other administrative controls fail, individual
choices made by employees in the supply chain will be responsible and ethical.



Companies that do not adhere to ethical standards in procurement will find that their
customers increasingly demand ethically sourced products. Consumers will boycott
companies that engage in unethical business practices and may even vote them out
of business. As a result, companies should make ethics a priority by implementing
clear ethical sourcing standards and enforcing these standards in their supply chains
and beyond.
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