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With over $52 billion worth of infrastructure
projects planned across our cities and regions
in the next decade, the infrastructure sector will
be a key driver of economic growth across
Australia and New Zealand.

The sector has the potential to create enormous
social value - to reduce inequalities and
improve economic participation, and social
inclusion - in addition to delivering growth and
productivity in our economy. Social and ethical
procurement offers great potential to deliver
these benefits.

Social and ethical procurement can help
address unique local and regional challenges
and effectively respond to the Federal and State
governments’ social and community
development objectives. The scale of planned
infrastructure projects means that sustainability
impacts, both domestically and globally will be
significant.

As the world works collectively towards the
2030 Agenda for Sustainable Development, the
infrastructure sector in Australia and New
Zealand has a unique opportunity to proactively
influence sustainable business practices and
industry innovation. This article provides
direction on how to think about and practically
consider these risks and opportunities in
infrastructure procurement planning.

Opportunities for the infrastructure sector

The Commonwealth Budget 2016-17, announced in
May 2016, commits $50 billion to infrastructure
projects in Australian cities and regions over the
next ten years. This investment targets roads,
bridges, airports, and rail to reduce congestion in
our cities, improve safety and better connect
domestic and international markets. Similarly, New
Zealand Treasury announced a $2.1 billion package
in their 2016 Budget, to support a stronger, more
productive economy and deliver better public
services, including rail and tourism infrastructure.
These infrastructure investments intend to create a
multiplier effect by spurring jobs and national
economic growth as well as the productivity of our
cities and regions.

In addition to driving economic growth, large-scale
infrastructure projects can create greater social
value by reducing inequalities and improving social
inclusion, workforce participation, living standards,

and broader community wellbeing. The Productivity
Commission argues that social cost-benefit analysis
can show whether a project accounts for both
positive and negative economic, social, and
environmental impacts, and generates a net benefit
to the community.

Managing procurement strategically offers great
potential to address sustainability impacts and
create social value through public sector projects.
The Federal and State governments have long
realised the potential of infrastructure projects to
generate community- and economy-wide benefits.

However, value for money is a guiding principle
underpinning  Australian Federal Government
procurement. In traditional terms, value for money
(VfM) is about selecting the best option at the best
price considered over an asset's life cycle.
Minimising environmental impacts and achieving
greater efficiency in resource consumption is now

With the scale of planned infrastructure
projects nationwide, the discussion around
‘value for stakeholders’ now needs to take

centre stage to maximise positive social,
economic and environmental outcomes

accepted as an effective way of achieving VM in
building and maintaining an asset. As a result, much
of Australia’s sustainable procurement guidance
places a heavy focus on environmental impacts
over the whole of life of goods and services, and the
inputs of natural resources like energy, water, and
materials.

Value is often defined in terms of price and cost
savings. In contrast, social value - from economic
participation, social inclusion, community access
and health and wellbeing - is often considered as
additional, non-quantifiable benefit. With the scale of
planned infrastructure projects nationwide, the
discussion around ‘value for stakeholders’ now
needs to take centre stage to maximise positive
social, economic and environmental outcomes for
stakeholders. Value analysis should be based on all
stakeholders involved in and affected by a project or
asset, weighted against the significance of the
impact to them.
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Defining social, ethical and sustainable

procurement

Strategic social and ethical procurement can enable
infrastructure assets to create more social value for a
wide range of stakeholders. Social Procurement is
“the choice by organisations to generate social value
through the inclusion of wider social objectives in
their purchasing and procurement processes”.
Ethical Procurement, on the other hand, ensures that
organisations respect fundamental international
standards on human rights and ethical conduct and
makes progressive improvements to the lives of
people who contribute to the supply chain. In simpler
words — social procurement is about creating social
and economic  opportunities  while  ethical
procurement is about risk management and good
business practice.

Figure 1: Conceptualising sustainable procurement
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Sustainable procurement is a broader and more
holistic concept that encompasses aspects of ethical,
social and environmentally responsible procurement.
Although many organisations have recorded
achieving whole-of-life efficiency and total cost
ownership, including environmental impacts, many
organisations are still in uncharted territory when it
comes to addressing social impacts and promoting
positive employment practices in their supply chains.

Organisations are strongly encouraged by groups
like Supply Nation and the Walk Free Foundation to
adopt practices that are socially and ethically sound
and do more than just business as usual.

Both social and ethical procurement enable
organisations to better manage risks and
sustainability impacts (including human rights) linked
to their supply chains and take more proactive
initiatives to enhance social inclusion, economic
participation and community development.

Creating community benefits through social
procurement

Proactive, well-planned social procurement helps
government at all levels, their agencies and other
organisations meet social and economic
development objectives. Social procurement can
reduce exclusion of disadvantaged/marginalised
populations, ensure fair access to procurement
opportunities for minority businesses, small and
medium enterprises (SMEs) and social enterprises,
stimulate local economies by supporting local
suppliers, and ensure health and safety of
communities.

Commonwealth and State government agencies
have put in place various mechanisms to realise
these benefits. They have created regulations that
mandate social procurement obligations in
government contracts, including requirements for
Indigenous employment, apprentice training, local
content and supporting minority suppliers.

The Commonwealth government has a suite of
Procurement Connected Policies with the specific
aim to drive better socioeconomic outcomes through
the instrument of procurement. This includes, the
Commonwealth Procurement Rules, Indigenous
Procurement Policy, Workplace Gender Equality
Procurement Principles and User Guide, Australian
Industry  Participation Plans for Government
Procurement. State governments also developed
similar policy instruments like the Victorian Industry
Participation Plan and the NSW Aboriginal
Participation in Construction Guidelines. These
policy frameworks make social procurement a
legislative requirement to ensure that organisations
maximise social value benefits for communities.

For many organisations, addressing social
impacts and promoting positive employment
practices in their supply chains is unchartered
territory

In practice, ensuring social access, inclusion, and
participation comes with multiple challenges. Many
organisations face significant difficulties in engaging
minority suppliers and ensuring that they have the
right skills and capabilities to deliver the required
goods and services.

Local and state governments in Victoria and NSW
have developed special guidance to help
organisations undertake social procurement. While
social procurement is not a new concept in
Australia, these frameworks support more
systematic integration of social value into broader
procurement processes. They offer a great starting
point to develop organisational culture, systems, and
processes for social procurement, and to
incorporate it into the general procurement life cycle.
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social procurement considerations for your infrastructure project

1. Engage with Indigenous businesses and meet Federal and State

government regulatory requirements

2.  Provide opportunities for commercially viable social enterprises and small medium
enterprises that can generate positive social and financial benefits

3. Provide apprenticeships and traineeships to people with disabilities, long-term
unemployed and other disadvantaged groups to build skills in the community.

In Australia, many market intermediaries help
organisations procure goods and services from
diverse supplier groups. These include groups such
as Social Traders, Australian Disability Enterprises
(ADEs), Social Firms Australia (SoFA), Supply
Nation, Australian Indigenous Minority Supplier
Council (AIMSC), as well as local councils and
chambers of commerce.

Promoting good business practices through
ethical procurement

Ethical Procurement is about doing better business.
It can help your business conduct itself a fair and
ethical manner, and identify and mitigate negative
social and environmental impacts in your supply
chain. This may involve ensuring that supply chains
uphold internationally recognised labour standards
and human rights, or having mechanisms to
eliminate bribery, corruption, and unlawful conduct.
Ethical procurement helps you manage risks (both
reputational and financial) and potential conflicts,
and promote responsible business conduct
throughout your value chain.

Global supply chains are complex. It is challenging to
gain visibility into the social (including labour and
human rights), environmental and governance
practices of far-away, lower-tier indirect suppliers.
According to the Global Slavery Index developed by
Walk-free Foundation, there are 45.8 million people
in modern slavery. The largest proportion is in
industries such as agriculture, construction and
manufacturing. The infrastructure sector is exposed
to inherent, and potentially material, sustainability
risks through their supplier chains, as various goods
and raw materials are increasingly sourced from
developing countries.

Many international  frameworks

can help
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organisations set up procurement and purchasing
functions to navigate through the complexities of
global supply chains. The United Nations Global
Compact’'s Supply Chain Sustainability: A Practical
Guide for Continuous Improvement (2015), Buying
for a Better World - A Guide to Sustainable
Procurement for the UN System, and Ethical and
Sustainable Procurement (2011) developed by the
Chartered Institute of Purchasing & Supply are
some notable examples. They all require an
understanding of risks and sustainability impacts,
and provide tools, scoring systems and frameworks
to help address material risks at each stage of the
procurement and contract management process.

Addressing risks and opportunities through
sustainable procurement

Sustainable procurement in infrastructure projects
requires management of adverse impacts and risks,
as well as proactive ways to maximise social,
environmental, and economic benefits to
stakeholders.

The scale and diversity of infrastructure investment
by both federal and state governments means that
government agencies, and typically the first tiers of
their supply chain, have a unique chance to create
new employment opportunities and stimulate
economic growth locally, regionally, and nationally.
The benefits of that growth can be maximised by
ensuring employment and economic participation
and access, and training and skills enhancement. At
the same time, projects need to be planned,
constructed, and maintained in a manner that
reduces adverse social and environmental impacts
across the value chain and life cycle.

Therefore, what the infrastructure industry really
needs is a flexible procurement framework that




ethical procurement considerations for your infrastructure project

1.  Establish governance systems and processes to integrate ethical
standards and sustainability considerations into your organisational decision

making procurement planning

2. ldentify any negative human rights impacts in your supply chain, and work with
your suppliers to meet internationally recognised labour and human rights

standards

3.  Understand inherent risks and implement controls that aim to eliminate any form of
corruption, bribery, fraud, money laundering, obstruction of justice, and undue
influence through manipulation and intimidation.

helps identify material risks and impacts, as well as
opportunities to create social value. The industry
needs to be conducive to the regulatory
requirements to generate community benefits, but
also responsive to unique issues and opportunities

...the infrastructure industry really needs is a
flexible procurement framework that helps
identify material risks and impacts, as well as
opportunities to create social value.

presented in each region.

The new International Standards Organization (1ISO)
Draft Standard on Sustainable Procurement (ISO/
DIS 20400) currently provides the best guidance on
how to practically integrate sustainability into the
procurement process so that it captures both risks
and opportunities. This Draft Standard encourages
organisations to consider three key elements in
procurement planning: sustainability risks and
opportunities, sustainability aspects of business
needs, and supply market’s sustainability capability.

The ‘due diligence’ approach is a key element of the
Standard, where organisations can identify risks or
opportunities that are unique to different categories
of goods and services, considering technical
specifications, sourcing locations and supply chain
structures. Then, identified risks and opportunities
can be prioritised, based on their significance to the
organisation and the project.

Further opportunities can be identified by analysing
the market — by understanding the capability of
suppliers to support a project’s sustainability needs.
If identified as a significant opportunity during the

due diligence stage, market research could include
local suppliers, SMEs and disadvantaged groups in
the community. The Standard recognises that
suppliers understand the market has changing
needs and want to offer more creative and
innovative products and services to their clients.
Therefore, it is important to invite a diverse range of
suppliers to determine if new technologies, products
or advances in sustainable business practices could
meet or exceed desired business requirements.

These assessments should inform a sustainable
sourcing strategy that describes how to deliver the
best outcome to the infrastructure project and
stakeholders through procurement. Sustainability
risks and opportunities can vary significantly from
one product or service to another, and across
different suppliers. Depending on the scale, nature,
and location of infrastructure projects, sustainability
specifications, could be a short one-page briefing
note or considerably longer for a larger portfolio of
projects and assets.

Benefit realisation through good supplier
relationships management

The second and most important part of sustainable
procurement happens after contracts are signed
with selected suppliers. This is not just about
managing contracts for compliance. It is about good
supplier relationships management (SRM) to ensure
benefits realisation and drive further opportunities
for innovation.

Investing in good SRM is key to addressing
sustainability impacts and opportunities in the supply
chain. Supply chains can be complex, so addressing
sustainability risks undoubtedly requires the

Creating social value through strategic infrastructure procurement | Page 4
ISCA www.isca.org.au | ACCSR




cooperation of direct (tier 1) suppliers. Organisations
can invest in supply chain development programs to
improve suppliers’ competence and capacity to deal
with significant sustainability challenges. This can
help better monitor, manage and continually improve
sustainability performance over time.

Collaborative, long-term supplier relationships can
go a long way. More importantly, long-term
relationships encourage proactivity and initiative to
create further opportunities and innovative solutions
that deliver greater social outcomes and
sustainability standards. Suppliers that successfully
meet an organisation’s sustainability and business
needs can then be recognised for these contributory
practices and regarded highly for future projects.

Infrastructure projects have huge potential to create
wider societal benefits, but benefits realisation starts
with good supplier relationships and collaboration
across teams. It also goes without saying that strong
and positive communication across all levels of a
project, and amongst suppliers and wider
stakeholders is also vital to success.

Why is all this important now?

The 2030 Agenda for Sustainable Development
adopted by more than a 190 countries, including
Australia and New Zealand, aims to end poverty,
protect the planet, and ensure prosperity for all. This
is a collective effort, requiring governments,
businesses, and civil society to build partnerships
based on shared vision and goals.

Sustainability and innovation in the infrastructure
sector have direct relevance to addressing our local,
regional, national, and global challenges such as
social exclusion, accessibilty to economic
opportunities. By considering these challenges
during planning and design stages, and creating
solutions through the different stages of their life
cycles, infrastructure projects can create significant
additional value through sustainable outcomes for
their stakeholders.

There is also an exponential rise in expectations
from all stakeholders — consumers, shareholders,
voters — alike for organisations to understand their
place in society and create greater social value.
With the infrastructure sector being an important
driver of economic growth, creating and sharing
social benefits will become a centre stage
consideration.

steps to make a positive social impact with your next

infrastructure project

1. Conduct due diligence on your infrastructure project to understand whole-of-life
risks, sustainability impacts and opportunities to create social value for

communities

2. Develop a project or portfolio level procurement strategy to address material
impacts and opportunities unique to your infrastructure project, based on its scale,

nature and location

3. Understand your supply market’s sustainability capability, and look for ways to
include diverse suppliers in the tender process

4. Proactively manage supplier contracts in order to improve and manage their
sustainability performance, and to collaborate on further opportunities for

innovation

5. Don’t do it alone — whatever your sustainability objectives are, a collaborative
approach, with your suppliers, market intermediaries or industry groups could help

you get there faster.
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