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Global freshwater resources
under increasing strain
Water scarcity is an urgent global issue being exacerbated by climate change and a
growing population. By 2030, the world will face a 40% deficit in water supply under
business-as-usual scenario predictions.1 The 2015 Global Risk Report of the World
Economic Forum, based on a survey of over 900 stakeholders, concluded that global
water crises are the number one high-impact threat facing the planet over the next
decade.2
Experts predict an increase in climate change-led precipitation extremes that
include a higher frequency of droughts and floods in some regions.3 Combined with
rising water demands from growing populations and competing users, secure access to water is an escalating large-scale challenge.
Although it is widely acknowledged as a concern, few businesses have made
significant progress in tackling the issue of supply chain water risk. A recent global
study found that climate change-related risks within global supply chains are a
major blind spot for companies.4 This is of particular concern because, as firms move
towards increasingly globalized and disaggregated value chains of production, risks
are more difficult to locate along increasingly complex supply chains.
Water scarcity issues are particularly relevant within the agricultural sector, which
accounts for an average of 70% of global water withdrawals.5 A closer look at the
water-related issues associated with raw materials such as cotton can be helpful in
understanding supply chain risks.

The Case
of Cotton

Cotton impact on water resources: water
depletion and pollution
Cotton is a crop that is receiving increasing attention as a supply chain input due to its
potential negative environmental and social impacts. The biggest water-related risks of cotton growing stem from overconsumption of water causing the depletion of water resource
availability, and the pollution of water through agricultural run-off causing water quality
degradation.
Negative impacts on water availability are felt particularly deeply in water-stressed areas
where multiple users are competing for water use. In recent years cotton cultivation has
increased in water-stressed regions of China and Australia6 and in fact, the majority of cotton production in the world takes place in areas already suffering from high water stress.
Table 1 shows the world’s primary cotton producing countries along with their water stress
ranking, their share of global cotton production and the portion of cotton growing area that
is irrigated. These top six cotton producers account for approximately 81% of global cotton
production.7

Table 1. Water use for cotton production, by country

Country

Water stress
ranking8

% of global
cotton
production
(2014/15)9

Brazil

Low

6

<1

China

High

25

75-100

India

High

25

100

Pakistan

Extremely high

9

100

United States

Extremely high

14

36

Uzbekistan

High

3

100

% of cotton area
irrigated10

Water use for cotton has already been linked to severe degradation of major water systems around the world such as the Aral Sea in Central Asia and the Murray Darling River in
Australia.11 The disappearance of the Aral Sea has been designated one of the “worlds’ worst
human-induced ecological disasters”12 and has occurred largely through the diversion of
water for irrigation of cotton crops in the region.
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Water risk and changing cotton prices
Companies that rely on a stable supply of cotton for their products, whether it is directly for
their own manufacturing or indirectly through their supply chain, are vulnerable to intensifying water scarcity issues.
There has been substantial volatility in the price of cotton over the last decade.13 While
there are many factors that influence cotton prices, climate change-related phenomena and
increasing global water scarcity can be expected to contribute to uncertainty in the future of
cotton pricing. Changes in the global cotton supply impact the price and availability of cotton at each stage of the supply chain, which can in turn affect the business bottom line for
the retail sector. When cotton fiber prices rose dramatically in 2010/2011, in part attributed
to crop shortages due to flooding in Pakistan, an increase in garment import prices was observed. In the months following the peak in fiber prices, average U.S. garment import prices
for cotton-dominant apparel imports increased up to 25%.14
In Canada, an illustrative example of impact on the apparel sector is the case of manufacturer Gildan Activewear. In both 2012 and 2013 Gildan attributed higher cotton costs to lower
profit margins, reporting a 57% decrease in profit in the second quarter of 2012 compared to
the previous year.15
Depending on the location of production, fabric costs can account for 50% or more of the
net buyer cost of a t-shirt,16 making product pricing vulnerable to shifts in raw material
inputs.
Gildan Activewear and two of their U.S. competitors are listed in Table 2 showing decreased
profits and increased costs in early 2012 compared to the previous year.17

Table 2. Profits and costs for three-month period ending in March or April
(2011 and 2012)18
Net earnings per share (USD)19

Cost of sales (millions USD)

Company

Q1 2012

Change from
2011 Q1 (%)

Q1 2012

Change from
2011 Q1 (%)

Gildan
Activewear Inc.

0.22

-57%

396.5

+44%

Hanesbrand Inc.

-0.27

-155%

754.0

+11%

Delta Apparel
Inc.

0.23

-66%

100.4

+7%

Although cotton prices have declined since 2012 and remain relatively low, the 2010/11
surge demonstrates the vulnerability of cotton supplies to climate- and water-related events
(e.g. droughts, flooding) that can in part be mitigated by developing more sustainable, less
water-intensive farming practices. Moreover, it highlights the difficulty for apparel firms to
pass through those costs to the consumer, which suggests that any cotton price increases
will have a direct impact on profitability and shareholder returns.
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Improving the sustainability of cotton
in the retail supply chain
Many retail companies have limited visibility into their supply chains, especially at the commodity level, and do not have a full grasp of the water risks they face. In order to secure a
sustainable cotton supply, companies need to work to better understand water usage and
impact in their supply chain. Some key areas to begin include:
1. Mapping water risks across all stages of the supply chain;
2. Establishing traceability mechanisms to identify the sources of cotton inputs;
3. Identifying sources of sustainable cotton inputs;
4. Committing to increasing the volume of cotton sourced sustainably;
5. Participating in a multi-stakeholder initiative related to sustainable cotton sourcing.
Although sourcing more sustainable cotton inputs may carry higher short-term costs,
market uncertainty and changing consumer expectations point to the potential financial
and reputational benefits. Sustainable cotton sourcing allows companies to secure a more
reliable long-term supply of cotton inputs through building better linkages along their
supply chain. A company’s commitment to sustainable sourcing will also benefit its brand
reputation and earn it recognition as a contributor to environmental and social sustainability, as consumers are increasingly looking to information on responsible sourcing practices
to inform their purchasing decisions.
Brands such as H&M, Levi Strauss & Co., Adidas, Nike and IKEA have joined the Better Cotton
Initiative, a multi-stakeholder organization working towards improving the sustainability of
cotton production. All of these companies have announced targets for sourcing sustainable
cotton and in late 2015 IKEA announced that 100% of the cotton used for their products now
comes from more sustainable sources,20 providing evidence that sourcing sustainable cotton
can be an economically viable and forward-thinking corporate strategy.
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About SHARE
SHARE (Shareholder Association for Research and Education) is a leader in responsible
investment services for Canadian institutional investors. SHARE advises institutional
investors on the development and implementation of responsible investment practices. Created in 2000, SHARE provides proxy voting advice, facilitates shareholder
engagement, and delivers education and practical research on emerging responsible
investment issues.
SHARE has been engaging Canadian companies in a wide range of sectors on their
management of environmental, social and governance risks. We engage companies on
behalf of Canadian institutional investors with more than $14 billion in assets under
management.
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