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Managing the tenuous threads of the supply chain 

By Jayne Matthews 

Devastating floods hit Pakistan in 2010 and the images beamed around the world depicted a 

catastrophe on a massive scale. The world temperature has risen another 0.2C since then, so extreme 

weather events are increasing in likelihood. Risk managers are used to being able to predict the 

likelihood of adverse events and the impact should they occur, but the precise effects of climate 

change are increasingly difficult to estimate. This uncertainty will affect all businesses and risk 

professionals need to adapt their approach to the changing horizons. 

The Pakistan floods affected 20 million people, caused 2000 deaths, and resulted in massive financial 

hardship. 74% of the financial losses involved the cotton crop1. As the fourth largest producer of 

cotton, Pakistan’s loss shook the global cotton market. Cotton became more expensive and its quality 

more suspect. The immediate effects on buyers and manufacturers are obvious – the supply chain was 

compromised in terms of availability, timeliness and quality. The results were seen across the world 

in increased textile prices with effects felt by manufacturers, shippers, retailers and consumers. 

There was a longer-term human cost. Most cotton producers in Pakistan are small scale tenant 

farmers. Most received no financial compensation as the government scheme was aimed at the 

landowners, but the farmers had the responsibility to clean up the flooded land, replant, continue to 

repay loans and continue to pay the normal rent while the land was unproductive. Some farmers did 

not survive the problem, resulting in catastrophe for their families. Others have changed to more 

adaptable crops, such as sugar cane, which may give lower financial yield but are more resistant to 

extreme weather. If flooding causes sufficient numbers of farmers do this, the world cotton supply 

will be significantly reduced, posing a threat to the international textiles’ markets. 

The Pakistan flood is one isolated example of the effects of climate change but there are many others 

such as damage to coffee crops in Columbia, damage to industries in low-lying areas of Bangladesh, 

and the Texas flooding of 2017. On the other hand, many equally disruptive wildfires are attributable 

to climate change. All have affected businesses in the developed world and management of these 

ongoing risks will be key to successfully navigating the uncertainty of climate change. Future 

management of supply chain risks will be a key component in addressing climate change threats. 

While all businesses have a duty to look at their own environmental impact and reduce emissions, it 

appears from the scientific evidence that we are already too late to prevent some of the adverse 

consequences of climate change. Extreme weather and rising sea levels are probably already 

inevitable due to lack of political will to address rising CO2 and methane levels in the atmosphere. The 

cotton producers of Pakistan can testify to this only too well.  Businesses must act to at least limit their 

own damage to the climate, and to lobby governments worldwide to act.  

Climate change events will inevitably happen, and we need to find creative ways to mitigate the 

impact to world trade and our businesses. However, targeted one-off mitigations will not be sufficient, 

and companies will need to adapt their business models and supply chain sustainability models to 

cope with the increasing uncertainty. Returning to our example, raw cotton will pass through multiple 

elements in the supply chain before reaching the consumer. Raw cotton needs to be harvested, 

transported, sorted, converted into thread, dyed, woven and converted into finished products. There 

are many interlocking elements and disruption at the beginning, or at another point, of this chain will 

affect the livelihoods and success of all stakeholders. The consumer wants high-quality goods and may 

need to pay more in the future to allow retailers to contribute to the welfare of the supply chain. 

Retailers need to look after all the elements and stakeholders in the chain to build resilience that can 
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cope with the adverse conditions. A much more integrated and adaptable approach is needed to 

ensure that, in the event of a major climate disaster, the producers have technology to build resilience.    

How can risk managers assess the likelihood of adverse weather events or extent of rising sea levels, 

considering their unpredictability? It will be vital to take a wide-ranging view of the possible adverse 

situations and look at ways to assist different levels of the supply chain to take measures to cope 

should the worst happen.  It is no longer possible, simply to, for example, look at the likelihood of a 

raw material price increase and its effect on a business. The business must look further down the chain 

to reduce the possibility by supporting the farmers or primary producers. Looking at our example of 

the cotton harvest, retailers and manufacturers should consider it a duty to assist small scale 

producers. Assistance should not just take monetary form, but investment in, for example, water 

control technology and biotechnological crop research. The latter ideas represent an upside risk for 

climate change, in that new technologies will probably prove to be vital in controlling some adverse 

effects. Companies with flexibility and foresight may build new business streams to supply 

technological solutions. Businesses that adapt to the changes are more likely to survive and thrive. 

Corporate social responsibility will not be optional but essential to risk management. 

Risk is uncertainty that matters. We are facing an uncertain future, which scientific research is trying 
to understand, but the lack of prior experience of warming temperatures means that the future 
climate is unpredictable. Businesses that continue to assess individual risks to their own business, and 
mitigate those risks on a narrowly-focussed basis, may find that this is insufficient to address the 
uncertainty. A much broader approach will be needed. Consumers, retailers and manufacturers will 
need to support all parts of the supply chain, including the small-scale farmers, to ensure all 
stakeholders prosper. 
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