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“Supplier diversity needs to be
Important to everyone, not just the
supplier diversity department.” ,

-US automobile company |




Study overview

The Hackett Group surveyed over 100 large global and US-based companies regarding their supplier diversity programs and strategies across a variety of
industries including healthcare, financial and consumer industries. Average company revenue was $7B generated in the US and $11.8B globally.

INDUSTRIES COMPANY SIZE

Global revenue
. . B $11.8B
Consumer discretionary ||| G ¢ $4.1

Information technology _ 1% Bottom quartile Median Top quartile

Energy [N 0%
Materials _ 9% US-only revenue
Consumer staples _ 7% $15.9B

) 7.0B
Industrials - 6% $3.0B $-0
[ ]

Bottom quartile Median Top quartile

$45.2B

Telecom services I 1%
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Study overview

In response to increasingly visible social and economic factors, supplier diversity has become a critical business function that procurement organizations must
design, support and drive to success. In many cases, supplier diversity has even become a board-level topic, significantly impacting its prioritization and
program funding as well as compelling more companies to pursue global program expansions.

SUPPLIER
DIVERSITY
PROGRAMS MAKE
A BIG IMPACT

w R W
S 5%
SUPPLIER
DIVERSITY

PROGRAMS ARE 77%
GROWING
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Spend with diverse-owned

business per US$ billion of total
US spend

Median 2021 spend goal for
diversity spend as a percentage of
total spend

Percentage of organizations
planning an increase in spend
with black-owned businesses

Percentage of organizations that
already have or plan to dedicate
funds for supplier development

ENTERPRISE
SUPPORT AND

ALIGNMENT ARE #1

CRITICAL

)

SUPPLIER
DIVERSITY IS A o

GLOBAL 69 A)

INITIATIVE

Supporting diversity and social
responsibility corporate culture is
the top objective for supplier
diversity programs

Percentage of organizations that
have a global supplier diversity
program or are planning to
expand globally by 2023

Woman-owned businesses are the

top diverse category in all regions

Percentage of organizations that
allocate funds toward supplier
diversity
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BACKGROUND CONTENTS

Study objectives

+ lIdentify the critical enterprise objectives that supplier diversity programs
support and the key elements of successful program design.

* Understand how program activity is evolving in response to recent social
reforms, regulatory change, market dynamics, etc.

* Understand how organizations are measuring the ROI of their supplier
diversity programs.

» Gain insight into how organizations are developing and investing in
diverse suppliers

» Understand the globalization of supplier diversity programs and how
program scope is defined across different regions.

PROGRAM OBJECTIVES

PROGRAM SIZE AND PERFORMANCE

PROGRAM GLOBALIZATION

Supplier diversity defined:

Diverse suppliers include minority and women-owned businesses, veteran-
owned, LGBTQ-owned, etc. Spend with small and medium businesses that
do not also qualify for one of the other established diversity groups is not
included unless otherwise specified.

MEASUREMENT AND REPORTING

SUPPLIER DEVELOPMENT

OTRhWN -
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Importance of supplier diversity objectives

Compliance with regulatory requirements remain the top objective, but strategic benefits are growing in importance.
In fact, 99% of organizations consider supporting the corporate culture around diversity and inclusion to be an
important objective. Notably, attracting and retaining talent jumped 11% as a very important objective when
compared to The Hackett Group’s 2019 Supplier Diversity Study.

CRITICAL PROGRAM OBJECTIVES

Support diversity and social responsibility corporate culture 88% NNy 99%
Meet customer/govemment requirements in RFPs/contracts 80% IRV 93%
P R O G RA M Improve corporate image within the marketplace 75% 22% 97%
Drive social, economic benefits within targeted communities 73% 24% 97%
Comply with regulatory requirements (e.g., Dodd-Frank) 70% IV 83%

O BJ E CTIV E S Retain and attract talent 64% 30% 94%

Reduce purchasing costs 62% 30% 92%

Increase market share/awareness in targeted markets YA/ 32% 89%
Gain unique market insights from suppliers 50% 39% 89%

Tap local sources of supply to improve service and quality 50% 42% 92%

Gain access to new technology 44% 46% 90%

m Very important B Somewhatimportant

Please identify the importance that your organization places on each of the following supplier diversity
objectives.

The Hackett Group | 2021 Supplier Diversity Study | 6




Social reform impact

Calls for social reform were widespread around the world (and particularly within the US) in 2020. Companies are seeing direct calls to action from consumers
and employees to invest in areas of environmental, social and corporate governance (ESG). It is important for supplier diversity organizations to collaborate and
coordinate on program strategies to ensure adequate alignment of goals and resources.

CHANGES TO SUPPLIER DIVERSITY PROGRAMS ARISING FROM 2020’S SOCIAL REFORM MOVEMENT

Focus on improving internal culture on diversity and inclusion 73%

Increased C-level/board-level focus on supplier diversity 73%

Focus on spending with specific diversity groups 53%

Formal reporting of program activity internally and externally 45%

First-time formal goal setting for diverse supplier spend 28%

Pledge from budget owners towards supplier diversity 27%

Funds allocated specifically for technology to support program 24%

21%

Funds allocated specifically for supplier development

Indicate which supplier diversity program activities have been initiated or altered as a result of social reform and racial inequality
activities that occurred in 2020.
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Increase in program spend

Diverse spend programs are overwhelmingly expected to increase over the next five years. The largest spend increase
is expected with black-owned businesses, amid a tense social and political climate in the US around race and equity.
Moderate increases are also expected across the board among and more so among woman-owned, minority-owned
and LGBTQ-owned businesses.

ORGANIZATIONS EXPECTING AN INCREASE IN DIVERSITY SPEND

Black-owned business | 777

LGBTQ-owned business

PROGRAM SIZE

Woman-owned business

Service-disabled, veteran-owned small business

AND
PERFORMANCE

Hispanic-owned business

Other (please specify)

Native American-owned business
Asian Indian-owned business
Asian Pacific-owned business
Small businesses

HUBZone businesses

Indicate whether the focus of your company’s supplier diversity program is expected to shift more of less to
any one group in the next 5 years.

* Other: A significant number of respondents cited plans to significantly

increase spend with businesses owned by persons with disabilities. The Hackett Group | 2021 Supplier Diversity Study | 8




Program size and scope

Diverse spend as a percentage of total procurement spend is the most common metric reported on for supplier diversity programs. While many organizations
currently have an average of 7.2% diversity spend, the targets for this metric are often well above 10% of total spend and even more so when looking out a few
years. High spend targets are an encouraging statistic for program objectives and diverse-owned businesses, indicating high growth for years to come.

DIVERSITY SPEND PER TOTAL SPEND (US-ONLY) DIVERSITY SPEND GOALS
20%
10.5%
15%
13% 13%
7.9%
10% 10%
8% 7%
o 5.3% °
5.2% 59%
3.5%
2.7%
I I 2021 2022-2023 2023-2025
B Bottom quartile ®mMedian ®Top quartile

Bottom quartile Median Top quartile
q Pa What goals has your organization established for diversity
ETier1 ®mTier1and 2 spend as a percentage of total spend?
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Program investment

In order to grow supplier diversity programs, financial investment is necessary. The median annual program investment for supplier diversity is $100K, allowing
diversity programs to fund activities like reporting, marketing and membership to supplier diversity programs. Investments are expected to grow as companies
increase use of external resources, third-party enrichment services, supplier discovery tools, and more to drive program efforts.

SUPPLIER DIVERSITY INVESTMENT PLANS
ANNUAL PROGRAM

INVESTMENT* Increased granularity in diversity spend reporting _ 59%
Internal or external marketing/branding initiatives _ 50%
Educating business partners on contracts out of procurement scope _ 50%
$100K Extending memberships to additional supplier diversity organizations _ 47%
Increased frequency of existing third-party data enrichment/reporting _ 34%
$3-0K Investments in dedicate FTEs to support supplier diversity program _ 31%
Bottom Median Top Supplier discovery software tools _ 30%

quartile quartile First-time investment in third-party data enrichment/reporting _ 23%

First-time membership to any supplier diversity industry organization _ 19%
None of the above . 4%

$200K

n Which investments are planned by your organization this year to advance program activity?

* Includes external training, supplier development, trade
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PROGRAM

GLOBALIZATION

Global structure

One-third of survey respondents have a US-based program and are planning to expand the supplier diversity program
globally in the next 2-3 years, a significant shift in the scope and prioritization of ESG activities. But, many struggle
with how to expand the program and understanding where to start and how to do it.

GLOBAL SCOPE OF SUPPLIER DIVERSITY PROGRAMS

33%

19% 0
17% 18%

l . l ]
Global program; Global program;  US-only program; plan US-only program; no NA -- US-based
centralized tracking tracked separately for to expand it globally in  plan to expand it company with no
and reporting US and global the next 2-3 years globally global operations

n Please select the response that best describes the global scope of your organization's supplier diversity
program.
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Among supplier diversity
organizations that plan to
expand globally in the next
few years, Canada, U.K.
and western Europe are the
most common targets for
the next stage of
expansion.

Working with third-party
certification organizations
like WEConnect
International, NMSDC and
WBENC was cited as the
most important factor when
deciding to expand
globally.

Geographical expansion

4.

HIGH
CANADA

diversity program scope in 2-3 years.

MEDIUM
MEXICO

£

LOW
SOUTH AMERICA

774
‘ A MEDIUM
g S 418

UK
HIGH ASIA

AT 4T\ B A

LOW INDIA
AFRICA
MEDIUM LOW
SOUTH AFRICA AUSTRALIA,

OCEANIA

n Please indicate the specific countries or regions that are planned to be part of your supplier
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North America

Women-owned NN 73%
Veteraniservice-disabled N 7%

Geographical scope

Race/ethnic-based [ NG /0%

LGBTQ | 5%
Small business [ NEGENNGEGEGEGEEE 50%
Aboriginal [ GG 35%
Local business || I 30%
Urban/rural | 30%

Latin America

Women-owned NS 249,  \Vomen-owned

Race/ethnic-based |GG 11%

Small business [ 9%
LGBTQ M 6%
Local business [l 6%
Aboriginal | 2%
Veteran/service-disabled | 1%

Race/eth nic-based

Small business

Local business

LGBTQ

Urban/rural
Veteran/service-disabled
Aboriginal

supplier diversity program for each region.

Western Europe

Women-owned
Race/eth nic-based
Small business
LGBTQ

Local business
Veteran/service-disabled
Aboriginal
Urban/rural

Africa

I 18%
I 12%
I 10%

. 7%
N 6%
1%
1%
1%

n Select the diversity groups that are part of the scope of your
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Eastern Europe

Women-owned [ 24%
Race/ethnic-based I 14%
Small business [ 10%

LGBTQ M 8%
Local business [l 5%
Aboriginal | 1%

Australia, Oceania

Women-owned [IIIEIEGEGEGE 21%
Aboriginal [ 11%

Small business [l 8%
Race/ethnic-based [l 7%
LGBTQC I 7%
Local business [l 5%
Veteran/service-disabled | 2%
Urban/rural | 1%

B 30% Women-owned [ 26%
B 17% Small business [ 12%
I 15% Race/ethnic-based [l 9%
-010% B 5%

- 3?/’ Local business [l 6%

|2%0 Veteran/service-disabled

1 2% Aboriginal

Understanding which diverse
categories to target initially is
important. Women-owned
businesses are most frequently
included in supplier diversity
plans, but only by a small margin
in the US; the margin is larger in
other areas of the world.

Outside the US, the focus is
primarily on women-owned,
race-based and small
businesses. In Australia, high
importance is placed on spend
with aboriginal-owned
businesses relative to other
categories.
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Program spend distribution

Women-owned businesses make up nearly one-third of US-based supplier diversity programs. Minority-owned
businesses also make up a large percentage of spend, with black-owned business being the most common. In prior
years, data at this level of detail has been hard to come by. The increase in companies that are now able to report
spend at the category level is a signal that supplier diversity programs are growing.

TIER-1 DIVERSITY SPEND BY CATEGORY

Woman-owned | 3%

Black-owned _ 13%
MEASUREMENT Asian Indian-owned _ 11%

AND REPORTING Hispanic-owned [N 9%

Asian Pacific-owned - 5%
Native American-owned - 4%
Service-disabled, Veteran-owned - 3%
LGBT-owned [JJ 2%
HuBZone [JJ 2%

Otner | 19%

Estimate the percentage of your US-based annual diversity spend ($USD) associated with each of the diversity
groups for Tier-1 and Tier-2 suppliers.

* Other: Primarily includes general minority-owned, veteran- ) ) )
owned and small businesses. The Hackett Group | 2021 Supplier Diversity Study | 14




Level of visibility

Eighty-nine percent of organizations capture some or all diverse spend at the diverse group level (e.g., women-owned, black-owned). However, 57% of supplier
diversity programs do not require a valid and current certificate verifying diversity status, i.e., self-certification is accepted for suppliers. This presents a
significant area of opportunity for diversity programs to increase spend-data integrity.

ABILITY TO REPORT ON SPEND BY SPECIFIC DIVERSITY GROUP METHOD OF DIVERSE SUPPLIER VALIDATION

We are able to capture all or most o
diverse spend at diverse group level

We capture some but not all diverse
| B
spend at diverse group level

Not tly doing but plan t
ot currently doing but plan to I8%

enable this year Only suppliers with a Suppliers classified as
valid and current diverse with or without an
Not currently doing but plan to . certificate verifying accompanying certificate
enable in 2-3 years | 2% diversity status (i.e., self-reported or via a

third-party data provider)

Not currently planning on reporting

'y p 1%
at diversity group level

Which statement best describes your ability to report diversity spend by . . . . .
e o . . Which suppliers do you count as diverse in your reporting?
specific diversity groups (e.g., women-owned, black-owned, Asian-owned).
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Developing diverse suppliers

Diverse supplier development is an often overlooked and poorly funded component of supplier diversity. Currently,
only 44% of supplier diversity programs have dedicated funds for supplier development, although 39% are planning to
commit funds to this area to invest in valuable suppliers and, ultimately, improve the quality and performance of

diverse suppliers.

FUNDS FOR SUPPLIER DEVELOPMENT ACTIVITIES

44%
39%

SUPPLIER

DEVELOPMENT

17%

Yes, we allocate funds to No, but plan to No, we do not allocate funds to
supplier development activities supplier development activities

n Has your organization allocated funds specifically for supplier development activities? If yes, how much?
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Supplier development activities

The approach to diverse supplier development can come in a variety of forms, depending on the preferences and resources of each procurement organization.
Clearly established goals and expanded use of suppliers from underutilized categories are most common, but areas like mentorship, training and other support
areas can be particularly impactful.

SUPPLIER DEVELOPMENT ACTIVITIES THAT ARE MOST EFFECTIVE

Clearly established development objectives and goals || GGG 042
Expand use of diverse suppliers in underutilized categories ||| [ GGG 55
N 557

Networking events for diverse suppliers

Education/training resources

Formal mentoring programs

Assist diverse suppliers to increase their business capacity
Partnering programs between diverse and established suppliers
Joint teams with diverse suppliers

Financial investment in supplier business

Provide technical assistance

Diversity scholarships

Investment of technology or intellectual property

Formal joint ventures

Mergers & acquisitions

n Select the degree of effectiveness for each activity.
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Key takeaways

Starting, growing or improving an established supplier diversity program is top of mind for many
procurement programs around the world. While developing the program, it is important to set the
right scope for program activity and ensure it has an adequate level of support. These are seven
areas in which to consider for your supplier diversity program:

* Ensure enterprise alignment by collaboration or coordination with enterprise environmental,
social and corporate governance (ESG) activities and strategies.

* Invest in the supplier diversity program both with a budget and dedicated headcount.

» Join supplier diversity organizations for access to diverse supplier certifications, exposure to new
suppliers and other areas of support, particularly when entering new geographies.

* Invest in the development of diverse suppliers with activities like performance management,
supplier mentorship and training. Securing budget specific to supplier development is also
important.

» Ensure high-quality data and reporting are used to measure program performance. Diverse spend
should be captured for each category (e.g., women-owned, black-owned).

» Measure program ROI by going beyond diverse spend totals and capturing metrics like brand
enhancement, economic impact and supplier innovation.

» Create policies to encourage the success of the supplier diversity program, like mandating
inclusion of at least one diverse supplier in every sourcing event or tying compensation to
program performance.
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