THE
NEEDLE IS
MOVING

Examining the future of apparel and footwear supply chains




External Variables Will Impact Everyone

1. Constraints on natural resources

2. Higher levels of environmental and
social legislation

3.  Increased volume and new
modalities of transparency about
supply chains

1.  More evaluation of products “life story

2. More focus further upstream: Uzbek
Cotton, Amazon leather, mulesing and
wool, etc.

3. More information direct from workers —
aimed at local as well as international
markets

Are we collectively investing in a resilient
industry? o
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Water Wars

Demand for water hits the limits of
finite supply.

More than 50 countries on 5 continents
may soon be caught up in water disputes
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Cotton

Cotton is vulnerable to water shortage and price increases

1 t shirt requires an average 7000 liters to grow Apparel finishing: Supplier water costs -

the cotton, but location is key Industry and households will pay more for
Water Scarcity will impact cotton yields and water than farmers
push prices up
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Societal Demand

Today, humanity’s Ecological Footprint is over
23% larger than what the planet can regenerate.

SOURCE: Global Footprint Network



Firms Diverge on Competition Strategies

Competing on Gross Pricing Margin and Short-Term Re  turns and Operate
within Existing Constraints

. Focused on reality that consumers have less discretionary spending
. Increasing prioritization of FOB price and nomadic sourcing patterns

Will an ultimate contraction in supply ever rebalance the negotiations between
suppliers and buyers?

Competing on Gross Profit Margin and Longer Profit Horizons and Plan
for New Constraints

. See time to market as key element in selling at full price — far more
important than FOB price

. Suppliers’ ability to continually innovate a key factor
. Fewer partners: either vertically integrated or vertically optimized

Do new standards of excellence reduce the role of apparel as a “feeder
industry” in development?






What are the opportunities, challenges and

concerns?

Opportunities: “There is a unique chance of a polic y shift”

A move toward “closed loop” creates significant new business opportunities

Push for full transparency may push for reduction in 2"d, 3" tier subcontractors —
where the “pain points” are in current supply chains.

Enhanced appetite to level the playing field with enhanced regulation.

Challenges

The framework for closed loop is absent: from consumer motivation to industry
organization

Resource constraints across all stakeholders; lack of coordinated action

Value of market differentiation has not yet hit critical mass (may be close).

Concerns

Irrespective of competition strategies, price sensitivity constrains progress on
sustainability (labor and environment).

The top of the pyramid is very small



