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Clothes are at the same time a basic necessity (animal skin has been used

as protection against the weather since prehistoric times) and an element of
expression and culture for the individual and the society. We can determine

a time In history or infer about people's social status by the way they dress.
However, as extreme poverty Iin the world has been reduced since the middle
of the last century, as well as the production costs of clothes and shoes
dropped dramatically after the Industrial Revolution (and more recently with the
globalization of the production chain), the superfluous consumption of clothing

has reached an all-time high and so has its socio-environmental Impact.

Regarding the environment, In this sector we have to consider water withdrawal
and how It returns to the environment, the use of energy and emissions, toxic

chemicals and waste management, and the volume and treatment of solid waste.

Along these lines, the fashion industry (and here we focus on clothing

and footwear) accounts for about 8% of global emissions' and consumes
approximately 79 billion cubic meters of water annually?, a resource that is used
for agriculture, in dyeing and washing clothes. These are the production stages
that also focus on the use of chemicals. Along the chain, it becomes clear that
the use of water and the chemical management are linked, and that the water
scarcity I1s caused not only by how physically Iimited the resource Is, but also
because of its deteriorating quality. In addition, the volume of microplastics
released into the oceans during the washing of synthetic fabrics Is equivalent to
50 billion plastic bottles being discarded®. When it comes to waste, in the midst
of this clothing disposal culture, the sector generates 92 million tons of waste
per year® — 5% of the world's solid waste®. The equivalent of a truckload of textile

waste reaches landfills or is incinerated per second®.
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Changing the current linear production-use-disposal model is, of course, the
most Important challenge in solving these environmental iIssues. T he problem is
the total use of virgin materials, and here the solution comes first with low impact
materials and then with fully recycled and recyclable materials. To do so, 1t Is also
necessary to sort out the matter of disposal, since the logistics and recycling
technologies that we have today - especially for mixed materials - are limiting.
We see many new initiatives encouraging the use and development of more
sustainable materials. Such initiatives are, in part, driven by important members
of the iIndustry who have been seeking to make their operations cleaner and ofter

Mmore sustainable products to consumers.

The transparency in the industry Is also important. Showing to end consumers
the environmental impacts of the pieces in simple terms is an effective and
necessary way to encourage the purchase of more sustainable products.
Traceabillity Is the first step towards having this transparency about the chain. It is
still difficult for brands to reach the raw materials stage, which is why they depend
on certifications. A key tool is the Higg Materials Sustainability Index (Higg
MSI), which provides a standardized measure of the environmental impacts of

different materials, from the raw material stage to the final product.

On the social side, In a sector in which 80% of the workforce Is female, but

there are few companies with reasonable percentages of women in executive
positions, there Is no shortage of scandals involving large brands associated with
precarious working conditions/analogous to slavery. Due to its labor-intensive
nature and increasing costs to comply with labor legislation, the tashion industry
has installed a significant portion of its chain in poor countries with cheap labor,
mainly Asian nations, resulting in complex globalized supply chains that are
difficult to regulate. In these countries, non-compliance with the local minimum
wage IS a recurrent practice, even though this is often not enough to guarantee

a livelihood. Informality Is high, which makes it even more difficult to inspect and

measure statistics for the sector as a whole.

Structurally, the roots of the social problems in the industry are the vague

contracts, short delivery times (with suppliers resorting to excessive overtime),
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outsourcing and occasional work, insufficient remuneration to cover the

production costs, among others.

Another factor that adds complexity to this discussion is the relevance of this
iIndustry to some of these Asian nations. There are countries to which the export
of clothing and shoes represents a significant portion of the GDP and of their total
exports, like Cambodia (about 35% of the GDP in 2019) and Bangladesh (close to
75% of exports)’. This must be taken into account in the search for solutions and

Improvements.

The pandemic exposed the imbalance in the bargaining power of the sector,
with reputable brands canceling orders that many times had already been
manufactured without any responsibllity to their chain. In Asian economies that
are highly dependent on this industry, as mentioned above, the effect was even

Mmore severe.

With the complexity of the socio-environmental issues of the sector in mind, it is
important that the stakeholders (brands, investors, consumers, governments and
elements of the chain) collaborate to seek solutions for the different stages of the
production chain, from design to the production of raw materials, manufacturing

of the pieces, sale, use and after use.

Sensitive points in the production chain
of the clothing and footwear sector

Ambiental Emissions Energy use Water Withdrawal Use of Other impacts to
and Treatment environmentally the environment
harmful
chemicals
Social Human rights Sales system and Labor practices Occupational
and community transparency of throughout the health and safety
relations the sector chain — working — especially in the
conditions and beginning of the
transactional chain
security
Governanca Ethical issues in Product Transparency Leadership
the supply chain development - engagement with
from design to problems in the
production chain production chain

This material was prepared by JGP, is for information purposes only and should not be used, distributed, or copied without the prior express permission of JGP. 05



JGP

Table of Contents

Letter lI: ESG In Fashion

1. Introduction O7

2. The global clothing and footwear 08
industry

2.1. Production models 10

2.2. Stages of the production chain 12

2.3. Global market 14

2.4. Variations in consumer culture 15

3. ESG challenges for the fashion 17
industry

3.1. Environmental challenges 19

3.1.1. Design 20

3.1.2. Raw material 20

3.1.3. Processing 27

3.1.4. Manufacturing and transportation 28

3.1.5. Retall 30

3.1.6. Use and end of use (disposal) 35

3.2. Social challenges 41

3.3. Governance challenges 46

4. Fashion Industry Perspectives
4.1. Recycling of pieces
4.2. New technologies

9. Conclusion

6. About JGP

7. Bibliography

Case studies

— Reformation
— Patagonia
— Everlane

— H&M

50

54
58
63
638
69

26

31
44
60




JGP

1.

Letter lI: ESG In Fashion

Introduction

This is our second ESG Letter (Environmental, Social
and Governance). Our aim is to bring information,
reflection and knowledge to the investors and the
general public about these principles, which tend

to Increasingly guide the business. The pathis

long, the process is slow and requires careful study
by analysts, as the data on these topics are often
confusing and poorly standardized.

On the one hand, we see initiatives that are not
very relevant serving as marketing, as companies
engage In greenwashing. On the other hand,

we are increasingly seeing companies and
executives embarking on a journey that goes
beyond the superficial approach, understanding
the real relevance of the matter for the long-term
sustainability of their business. Consumers are
paying more attention and ESG values are on

the radar of key players in a growing number of
iIndustries. We believe that the companies most
committed to their material causes will be rewarded.

Our first letter — published in July 2020, covered the

topic In general terms, showing concepts, principles
and the evolution of thinking about the elements
that make up ESG values throughout history. We
showed numbers for market values, consumption
trends and brand positioning for consumers and
the financial market.

This material was prepared by JGP, is for information purposes only and should not be used, distributed, or copied without the prior express permission of JGP.

From now on, we want to think about ESG focusing
on major themes or market segments. In this issue,
we are going to talk about ESG in the fashion world

— apparel and footwear. We took a dive into the
production process In order to understand the
challenges, map the difficulties and the solutions that
have been found to reduce the negative impacts. We
wanted to understand the origin and how the raw
materials are extracted, cultivated and processed;
the logistical challenges; the stages of the production
process and its complex labor issues; the design;
waste; reuse possibllities; as well as new consumer
behaviors and those that still need to be changed.

Based on our study, we will present an analysis of
the clothing sector in the global market and the
challenges to overcome, illustrating the information
with examples of successful initiatives.

We believe this way we are able to bring
qualified information to investors, to members
of the production chain, and also to the target
public seeking to optimize their investment and
consumption choices.

Enjoy your reading.

JGP Asset Management Team
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2.

The global clothing
and footwear
Industry

8 According to data from the United Nations Environment

Programme (UNEP) of 2019 published by the newspaper
Valor Econ6mico. The figures are in agreement with the
2019 McKinsey's The State of Fashion report, which
rates the global industry at USD 2.5 trillion with
numbers from 2017.

9 Because of the disproportionate amount of informal

workers and a highly dispersed chain, it is very difficult

to specify the number of professionals involved in the
sector. There are different estimates coming from large
organizations such as the International Labor Organization
(ILO), the UNEP, the Ellen MacArthur Foundation, among
other renowned institutions. Some differentiate between
workers employed directly and indirectly. We chose to use
the Ellen MacArthur Foundation data.

10 The World Bank

11 Data from the Quantis Measuring Fashion report (2018).

Industry estimates vary widely, typically between 3% and
10% of global emissions, in part due to the complexity of

the chain.

12 Pulse of the Fashion Industry 2017 with data from 2015.
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Valued at around USD 2.4 trillion®, and responsible for 300
million jobs along the chain”, the fashion industry has more
than doubled in size in the number of items sold since the
2000s, when the fast fashion phenomenon gained traction.
Responsible for 3% of the world's GDP'°, approximately 8% of
the emissions’, and using 79 billion cubic meters of water per
year (enough to fill almost 32 million Olympic-size swimming
pools), the sector can be divided into three large segments:
apparel, footwear and sportswear.

Apparel is the slice that comprises the general clothing
market — from everyday use to special occasions. It is divided
into women's (approximately half*”), men's (about a third) and
children's clothing, and accessories. Sportswear is the niche
that includes sports and casual clothing, those that people
tend to "wear at home” or to play sports. This niche became
more popular during the pandemic, with the growth of the
athleisure trend (using sportswear in other environments),
and reinforces industry forecasts of an increase in the use of

polyester in the total amount of fibers used worldwide.
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Growth of clothing
sales and decline
In clothing utilisation

since 2000

Index 100 in 2000

World GRP
Clothing Sales

Number of times an item is worn’
Clothing utilization

14 Business Finland report Navigating New Digital
Landscape (2021) with data from Euromonitor

Graph |
Of the Ellen MacArthur Foundation study A New
Textiles Economy
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In general, the iIndustry experienced a drop In revenue In
2020, but it did not affect the market share of the big brands.
The top ten players maintained their market share or gained
ground in 2020, including sports brands Nike and Adidas, and
fast fashion companies Uniglo, H&M and Zara. It is important
to mention that this is a highly fragmented market, and the

largest corporations own relatively modest percentages.

Physical stores are the main sales driver despite the
substantial increase in online sales since the beginning of

the pandemic. The percentage of online shopping varies
greatly by country, but in global commerce, it went from
approximately 20% to 30% in 2020, E-commerce has
several challenges that range from customers who are not
used to online shopping to economic and technological
Issues, like reverse logistics and the lack of standardization of

clothing sizes.
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2.1

Production
Viodels

There are three main models In
the fashion value chain: push, pull,
and push-pull. The choice of model

influences the environmental impact

of the process:

— Push - oriented towards a stable demand For a long time, most brands used exclusively
INn which there 1s a scheduled supply, that the push system, with scheduled production
can be seasonal or not, but follows prior and delivery without attention to the demand
planning. fluctuations of the market. One of the results

— Pull - variable, adaptable to market of this model in the clothing chain (but not

fluctuations exclusively) was high waste, both in raw

material and in the excessive disposal of items.
— Push and pull - a mixed model with the

initial stages of the chain operating in a Thus, market demand and competition led this
scheduled manner (push) and the final industry to gradually adapt to the pull system,
stages driven by demand (pull). which i1s more suitable for rapid fluctuations in

demand and does not require prior planning.
With the push-pull strategy, brands are able

to simultaneously respond to market trends
After oscillating between the two models,

the big brands understood that the best
option would be the hybrid system:

and achieve shorter production cycles, when

compared to the pull approach.

This material was prepared by JGP, is for information purposes only and should not be used, distributed, or copied without the prior express permission of JGP. 10
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Part of the production with larger inventory
(push) — focused on the so-called basic
models and higher quality items - and part
depending on the demand (pull) - referring to

those aligned with the current fashion trend
and items with a shorter life cycle. Between

these two there Is a third production line,

which can be considered of medium duration.

These are products that are slightly on trend,
but which also have characteristics of the
basic items.

Zara
recduces

cycle with
hybrid
procduction
model

Letter lI: ESG In Fashion

02.
T he push-pull system can also be used
alternately within the process, with the push

approach in the first stages and the pull in the

latest stages of the chain. The duration of the

cycle may also vary depending on the brand

or region where the process was established.
The more seasonal items a company has, the

greater Its uncertainty in the market.
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Stages of the

Production Chain

It is possible to divide the production chain of the apparel industry into seven stages. In all,

there is the possibility of adopting processes that are more alighed with more sustainable

practices. Some measures are simple, while others have very complex challenges. We will

cover each of the themes in more detail in chapter 3. About the stages:

R

O1. Design

At this stage, the items are designed and the
chain is established. The shapes and materials
to be used are defined. The concern with the
environment can take place at this stage in the
choice of materials that will make up the item;
how fabrics will be treated to meet the design;
the expected durability of the product (quality
of the raw material and longevity of the design);
a design that allows the greatest possible

use of the fabric; and facilitates recycling by

avolding different materials in the same item.

This material was prepared by JGP, is for information purposes only and should not be used, distributed, or copied without the prior express permission of JGP.
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02. Raw Material

Here we have the process of growing or
creating the materials, which will become

the fibers that will originate the fabrics or the
base and cover of shoes. In this stage, it Is also
possible to choose more sustainable materials,
which are produced and treated in a way
that is less harmful to the environment. Such
materials make rational use of energy, do not
harm the health of those who produce them,

have a long lite cycle, and can be reused.

12
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03. Processing

In this stage, the raw material Is spun into fibers
that are then woven into tabrics of different
colors and prints. Rubber and leather are
treated and dyed. In the transformation of raw
materials, it I1s possible to optimize the use of
energy, either by choosing renewable energy
or through rational use. T here are also ways

to Improve the chemical waste management
process, and review labor relations and

working conditions.

@

04. Manufacturing

When transforming fabrics into pieces, it
IS possible to review the waste of material,

the use of chemicals, and improve safety

conditions and labor rights.

PN NN

05. Transportation

Thisis the stage that has the lowest impact,
as the majority of the transportation is done
by sea, but the iImpact to move toward air

transportation, for example, would be high.

Letter lI: ESG In Fashion
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06. Retail

This is when the items are offered to
consumers In physical stores and, more
recently, via e-commerce. In this stage, In
addition to the rational use of energy in the
stores, there I1s an opportunity to review the
packaging process, especially in digital sales.
Another aspect that has not been greatly
explored is the role of retail In raising consumer
awareness regarding the rational consumption
of clothing and footwear. After all, this is the
highest point of contact of the entire chain with
the final consumer. It iIs a complex debate that
involves several factors to make consumption
more rational and maintain the financial health
of the brands at the same time. The waste of
items I1s much higher than one can imagine,

as we will see In this letter. T here are brands

working on this, but very few initiatives.

NY

07. Use and end of use (disposal)

Very few items are recycled, as the absolute
majority ends up In the trash or burned. In this
stage, It Is possible to think about Improvements
INn the washing process, reducing the complexity
of reverse logistics, mitigating premature
disposal and, above all, ways to extend the life

span of the pieces.

This material was prepared by JGP, is for information purposes only and should not be used, distributed, or copied without the prior express permission of JGP. 13
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2.3
Global
Vlarket

Cotton that is planted in Brazil can be transformed into a
shirt in Vietham and sold in a mall in the United States. This
Is the summary of the globalization of this highly complex
chain. China is the world's largest exporter of apparel and
footwear. The manufacturing process is concentrated in
Asia, and iIs the basis of the economy of some countries.
Asia Is responsible for a little over 60% of exports of finished
items, according to data from 2019. China accounts for half
that amount, followed by Vietham, whose economy is heavily
dependent on this industry. Bangladesh and Cambodia also
have the fashion industry as their main export channel. In
Bangladesh, garments and shoes represent almost 75% of
exports and, in Cambodia, around 45%". The worst labor
problems in the supply chain are precisely in Asia.

We will see more detalls about this in chapter 3.

15 WTO, the World Bank, UN Comtrade and World Footwear
Yearbook 2019

This material was prepared by JGP, is for information purposes only and should not be used, distributed, or copied without the prior express permission of JGP. 14
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Variations In
Consumer

Culture

The fast fashion industry is very sensitive and goes

through different stages of acceptance, depending on the
geographical location. Consumers in European countries
such as Portugal, Sweden, United Kingdom, Norway, among
others, are having second thoughts about fast fashion.
Emerging countries are going in the opposite direction,
though. The amount of clothes per capita in China is growing,
reaching levels of the so-called rich countries, like the United
Kingdom. This increase in the quantity of garments per capita

IS becoming common in developing economies.

Considering the size of the Chinese population, and that
84% of the world population lives in “less developed” nations
according to the UN, this trend of expansion of per capita
consumption is a cause for concern. This happens for two
reasons: the general iImpact on the chain and the increase In
the number of pieces that are being discarded. The disposal

of the pieces is a highly sensitive point, as we will see.

This material was prepared by JGP, is for information purposes only and should not be used, distributed, or copied without the prior express permission of JGP. 15
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Reducing consumption, however, is no trivial matter for
consumers and corporations. How to tell millions of people
who, perhaps for the first time in their lives, are managing to
have a fuller wardrobe, that now they have to buy less and
reuse items? How to change from diversity and quantity -
keeping up with the latest fashion trends - to promote longer
lasting items In smaller quantities, while the market says
the opposite”? How can you help bring about this change
INn behavior through your campaigns and sales teams that
are paid by commissions? How to reconcile this reduction
e with the fact that corporations naturally seek to grow over
e time? Reversing this trend and curbing the increase in the

Graph Il

UBS Global Research: Q-Series: A $2.5trn industry at risk COﬂsumpthl’] Of ItemS |S fa.r ﬁ’Om Slmple.
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3.

ESG Challenges
for the Fashion
Industry

When we look at the fashion supply chain from an ESG
perspective, it I1s possible to find very sensitive points
that challenge the players. The industry accounts

for approximately 8% of the carbon footprint of the
planet. A few Initiatives with less impact have already
gained market share, such as the cultivation of BCI
cotton (Better Cotton Initiative), which has several
Improvements when compared to conventional cotton.
Others are not scalable and related to isolated initiatives
of certain brands, such as design optimization, or more
effective actions towards inspection of the production

chaln and consumer awareness.

This material was prepared by JGP, is for information purposes only and should not be used, distributed, or copied without the prior express permission of JGP. 17
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and Footwear sector

Ambiental

Sensitive points in the
production chain of the Clothing

— Emissions
— Energy use

— Water withdrawal and
treatment

— Use of environmentally harmful
chemicals

— Other impact on the
environment

Table |

Prepared in compliance with SASB - Sustainability
Accounting Standards Board criteria in addition to
proprietary analysis
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Social

— Human rights and community
relations

— Sales system and transparency
In the Industry

— Labor practices throughout the
chain - working conditions and
transactional security

— Occupational health and safety
especially at the beginning of
the chain

Governanca

— Ethical Issues in the
supply chain

— Product development - from
design to production and
supply chain

— Transparency

— Leadership engagement
with problems in the
production chain

Matters regarding the use of water and energy efficiency

are present practically throughout the entire chain with

more or less impact, depending on the stage of production

or use. Issues related to safety, working conditions and

decent remuneration also have a high impact, mainly,

but not exclusively, In manufacturing. We will see below

the impacts and most critical points of each of the seven

stages presented in item 2.2.

This material was prepared by JGP, is for information purposes only and should not be used, distributed, or copied without the prior express permission of JGP. 18
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3.1
Environmental

Challenges

The clothing and footwear industry has a relevant impact
on the environment. It generates approximately 92 million
tons of waste per year'®, which represents 5% of the total.
The equivalent of a truckload of textile waste Is incinerated
or disposed of in landfills per second around the world™.
Waste generation occurs throughout the chain to a greater
or lesser extent depending on the raw material used and the

production system adopted.

There Is a strong Impact on energy and water contamination.
The fashion industry uses 79 billion cubic meters of water
per year"”. Approximately 20% of industrial pollution that
goes Into the water comes from the dyeing, treatment and
finishing of textiles®”. Decisions that help to increase or
reduce this Impact can be made at any stage in the process.

16 Pulse of the Fashion Industry 2017 with data from 2015

17 Kaza, Silpa; Yao, Lisa C.; Bhada-Tata, Perinaz; Van
Woerden, Frank. 2018 with data from 2016 of the World
Bank. What a Waste 2.0: A Global Snapshot of Solid
Waste Management to 2050.

18 Ellen MacArthur Foundation
19 Pulse of the Fashion Industry 2017 with data from 2015
20 World Bank

This material was prepared by JGP, is for information purposes only and should not be used, distributed, or copied without the prior express permission of JGP. 19
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Design

3.1.2
Raw |
Vaterial

Divided into two groups:

natural and synthetic.

Raw materials require a
thorough review of their
cultivation and sourcing

process.

Letter lI: ESG In Fashion

The definition of the intensity of the environmental impact in
the chain starts with the design. In this stage, the material is
chosen. The shape and cutting lines of the piece are defined,
a decision that will imply in more or less utilization of the fabric
and how much will go to waste. In the design, there is also the
decision of how much this piece can or cannot be recycled.
The choice of raw material and the decision on whether there
will be a mixture of fabrics and accessories implies whether
recycling is easy or not. ' he more the materials are mixed, the
more labor intensive the recycling process will be. The degree
to which the design is closer to basic pieces or items that are
more In line with the latest fashion trends also influences the

iIntensity of the environmental impact.

In the group of natural materials, which are mainly cotton and
leather, the use of water and chemical residues are the most

complex elements of the chain.

Before analyzing the main materials, it is important to mention
that each type of raw material generates products with very
different characteristics, so it is not possible to compare
these types directly. Cotton, for example, offers softness

and comfort; polyester provides elasticity to garments and
has a competitive price; and leather is resistant and ideal for
shoes, boots, and is also used in coats and jackets. However,
It Is Important that brands and consumers keep in mind

the impacts of each material, so that they make conscious
decisions and can look for alternatives within each category.

This material was prepared by JGP, is for information purposes only and should not be used, distributed, or copied without the prior express permission of JGP. 20
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Next, we will learn
processing details

of the main materials
of the industry

Cotton

Cotton accounts for 23% of the fibers
produced worldwide?. Almost a quarter of this
material already complies with the BCI (Better
Cotton Initiative) standard, an international
non-profit organization that operates in 23
countries and brings together various players
In the sector with the aim of promoting more
sustalnable practices, helping producers
during the cultivation. In Brazil, the certification
issued by Abrapa (the Brazilian Association of
Cotton Producers) has requirements similar
to those of the BCIl standard, as well as the
CmiA (Cotton made in Africa) issued in that
continent. With Abrapa's cotton, we are the
country with the largest production of Better
Cotton in the world, with 2.17 million tons
produced Iin the 2018-2019 crop, around 40%
of the global production of BC| cotton or 8.5%
of the total cotton (including the traditional
production and more sustainable forms of

poroduction).

21 Textile Exchange

Letter lI: ESG In Fashion

Conventional cotton uses approximately 6% of
all pesticides in the world. These pesticides are
absorbed by the soll and end up In the rivers
because of the natural waste transport system.
Depending on the agricultural process, the
deforestation to establish a monoculture can

have a strong iImpact on the ecosystem.

Thereis also organic cotton, which accounts
for 1% of the market and, despite being the

best virgin option, is not yet scalable.
The BCI production process:

— Minimizes the harmful impact of crop

protection practices

— Promotes the efficient use of water

— Takes care of soll health

— Conserves natural habitats and increases
blodiversity

— Preserves and takes care of fiber quality

— Promotes decent working conditions

— Operates efficient management systems.

This material was prepared by JGP, is for information purposes only and should not be used, distributed, or copied without the prior express permission of JGP. 21
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By drawing a parallel between the different
types of cotton, it Is noted that the common
variety generates much more impact than BCI
and organic. Regarding the latter, although the
organic product has environmental advantages
when compared to BCI, it Is important to
consider the economic iIssue mentioned above.
In terms of scale, BCl is able to achieve much
greater efficiency than organic, for example, by
being able to use genetically modified seeds
and less harmful pesticides. When compared
to conventional cotton, BCl manages to reach
prices that are very close and, In some cases,

even more attractive.

The rational use of water in cotton production is
a global concern. Countries like India, Pakistan
and Turkey are subject to severe water stress.
In these countries, respectively, 80.2%, 16.3%
and 01.7/% of the territory Is under severe water

stress. In Brazil, this percentage is only 0.3%*.

Cotton planting, especially the conventional
type, uses high amounts of chemicals. This
crop Is responsible for using 4% of the world's
nitrogen and phosphorus fertilizers. Despite
covering only 2.5% of arable land, its production
disproportionately uses 16% of insecticides

and 4% of herbicides, totaling 6% (in value) of

pesticides on the planet.”®

22 Valuing Our Clothes, by WRAP.

23 Pan UK, A review of pesticide use in global cotton
production (2017) and the Ellen MacArthur Foundation.

24 Kirchain, R., Olivetti, E., Miller, T., & Greene, S. (2015)
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( Leather

Natural leather, even though it Is a by-product
of cattle (it represents between 5% and 10%
of the value of the animal), has a considerable
Impact on the environment, especially during
the raw material and processing stages. Cattle
raising Is responsible for strong methane gas
emissions, which have a significant impact on
climate change. [ he extraction and treatment
of leather uses large quantities of water and
generates highly toxic residues, mainly due to
the use of chromium to tan the material, as we
will see In processing. The leather chain alone
has the highest level of environmental impact.
Half of the leather produced is destined for
the shoe industry, and 64% of the leather is of

bovine origin **.

It Is Important to emphasize that when the
impacts of leather on the clothing supply
chain are processed, the values must be
calculated considering only the iImpacts
assoclated with the tashion industry, among
the various markets associated with the
animal. Cattle raising prioritizes the meat
iIndustry and its process includes an ethical
debate regarding animal welfare and the
growth of vegetarianism and veganism. In
addition to bovine leather, the sector — mainly

shoes — uses alternative skins and hides
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from other animals, including fish. These are
materials that would initially be discarded

because they have little use for other segments.

“| I Polyester

Derived from petroleum, polyester and
synthetic rubber go through an extraction
process that consumes high amounts of energy
and water (graph V). There is a high impact

of polyester also on water contamination,
resulting from the washing process of clothes.

Polyester accounts for 52% of the fibers
produced®® and should reach 65% in 2030%°.

@ Rubber

Primarily present in the soles of shoes,
emissions from rubber extraction are
concentrated in the raw material and molding
stages. Styrene-butadiene rubber (SDR) is the
Mmost common synthetic rubber. It Is the one
found In car tires and has the same origin as

polyester — petroleum.

25 Textile Exchange
26 Jacobs, M. (2020)
Photo Ryan Graybill (Unsplash)
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Higg Materials Sustainability Index

Various impacts of the main raw materials in the
clothing and footwear industry

Global Warming Water Scarcity
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Considering the total impact of the general It Is worth mentioning that the Higg Materials
production process of the two main raw Sustainability Index (Higg MSI) that generated
materials, cotton is worse for water usage, the comparative charts does not include the

while polyester i1s not good for the depletion use and after use of the items. It is an indicator
of fossil fuels. of cradle-to-gate environmental impacts,
that is, from extraction/agriculture to when
the material is finished, a scope in which most
environmental iImpacts are concentrated, as

m— we will comment later.

Graph Vv
Sustainable Apparel Coalition
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Higg Materials
Sustainability
Index (Higg MSI)

The Higg MSl is a cradle-to-gate assessment
tool for leading materials in the footwear

and apparel industry. It is based on lifecycle
analysis. Nike originally developed the Higg
MSI. The Sustainable Apparel Coalition
(SAC) adopted it in 2012.

The index generally gives better marks

to synthetic materials, and does not
Incorporate Issues such as biodegradability
and the release of microplastics in washing,
elements that considerably increase the

environmental iImpacts of these materials.

Despite that, the Higg MSl is very important
IN the Industry, as a tool to assess
materials in a standardized way up to the

manufacturing stage.

SAC has also recently launched (June
2021) the new Higg Product Module, which
considers the Impacts of product durabillity,

utilization stage, and overproduction waste.

27 Textile Exchange

28 Data from the (Accessed: 7 June 2021)
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Q Other materials

Viscose, linen and silk are examples of other
fibers used by the clothing industry, but with
less representation in the sector, which is why

they are not shown in the table.

here Is worth mentioning MMCF category
(man-made cellulosic fibers), of which
viscose represents 79%~’. We see interesting
alternatives tor cellulose fibers in the better
fibers class, such as TENCEL™ Lyocell, made
by Lenzing, which has properties that are
very similar to cotton, but uses a fifth of the
planted area, 80% less water and is produced
without pesticides or insecticides. There is
also TENCEL™ X REFIBRA™, which combines
up to 30% of recycled cotton to wood pulp to
produce new virgin TENCEL™ Lyocell fibers,

helping solve the problem of solid waste®”.

Another example is Suzano, that recently
announced a joint venture with Finnish
company Spinnova, which marks its debut in
the textile sector. The goal is to manufacture

more sustainable fabrics based on cellulose.

25
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RefO [T atIOﬂ Reformation is a reference in sustainability in the fashion

iIndustry. The company publishes a scale of the most used
materials in the sector, ranging from A to E, explaining

the reasons for the classification. It aims to use 100% A/B
materials by 2023.

The company also calculates the environmental footprint
and how much it saves compared to traditional clothing
purchased in the United States, showing this data for

products sold on its website, as In the example below. This

Reformation: type of transparency not only helps the consumer education
Fiber Standards process, but also allows for more conscious choices and

favors the image of the brand.

2019 2020 2021

/ A - All stars
30%

21%

o —® B - Better than
/2/" 67% most

46%

Example of the positive impact of a Reformation product:

k
24%

12%

1% 2%
Key fabrics:
15%
6%
<1%
- — —0 E - Eww,
2% 0% <1% don't use

Graph VI

Reformation Sustainability
Report 2021 (Accessed: 3
March 2021)
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3.1.3
Processing

Letter lI: ESG In Fashion

The processing of fibers and their transformation into fabric
have a wide-ranging environmental impact depending on the
raw material. In addition to the rational use of water, energy
efficiency is a challenge in the entire production process. The
dyeing process of both natural and synthetic raw materials
also has a high impact on water resources. Between 17% and
20% of water pollution from industrial activities originates
from textile treatment, dyeing and finishing processes, as

mentioned above.

In the case of cotton, the greatest emissions are concentrated
In fabric processing. This stage uses a large quantity of
chemical products, mainly in the dyeing process. T here are
Initiatives, even in Brazil, for the production of colored cotton
using seeds with or without genetic modification, but they are

at an early stage and need improvement.

The extraction and treatment of leather employs large
amounts of water and generates highly toxic waste due to the
chemical products used in the cleaning and softening process
and, like cotton, in processing, especially in the tanning phase.
Today most leather Is produced with chromium tanning using
Chromium (lll), which can oxidize and become Chromium (1V),

a toxic compound.

Tanning wastewater may cause various health disorders,
Including skin problems. An alternative to this process is
vegetable tanning, but there are doubts about its economic
feasibility and quality when compared to chromium tanning.

Derived from petroleum, polyester tends to have more impact
at the extraction stage with regard to climate change. The raw
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3.1.4

Manufacturing

Letter lI: ESG In Fashion

product is transformed into polymers that are processed into

varns, then guenched with cold air. Water usage is relatively

low at this stage and the fiber maintains its quality when

recycled.

Finally, synthetic rubber, which is also derived from petroleum,
has less impact throughout its processing than polyester.
In manufacturing, it uses a process called molding that also

avolds waste.

& Transportation

29 Swedish Chemicals
Agency (KEMI)

In addition to concentrating water usage in the raw material
phase, especially with cotton, the textile industry i1s heavily
dependent on this resource Iin the washing, dyeing and
finishing stages. As an example of the harmful effects of this
industry, the Citarum River, in Indonesia, was regarded by
environmental NGOs as the most polluted river in the world,
largely due to the dumping of waste from textile factories on
Its banks. In the clothing supply chain manufacturing process,
approximately 2,400 substances®’ are used. Chemicals

are used In dye preparation, the dye itself and the finishing

process.

Another sensitive point at this stage is the waste of fabrics
and other materials. To change this into a more conscious
utilization also depends on the design, as we saw earlier.
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Photo
Cameron Venti (Unsplash)

Cartall: ESG na Moda

Manufacturing is a stage where there is a great use of long-
distance transport as much of the production is concentrated
In Asia. Even so, when calculating the impacts of the chain,
transportation is not considered a relevant factor, as it is

mostly done by sea.

In the case of rubber, waste control can take place in two
different ways depending on the production process. In
molding, in which the product is placed hot in molds and later
Is cooled to solidify, possible leftover material is controlled
more accurately. In the cutting process, in which solid blocks
are cut in a way that is similar to what is done with fabric, the
design plays a fundamental role in avoiding leftovers, whose
reprocessing Is not always considered economically feasible.
Companies like Alpargatas, the owner of the Havaianas
brand, have invested heavily in reducing waste.
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Retall
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Like transport, the retall stage 1Is among those with the lowest
environmental impact. In this sense, the rational use of
energy in stores and the use of packaging (avoiding excess)
are the most important issues. On the other hand, it is a very
Important element in environmental and social matters
because of the decisions made and the direct communication

with consumers.

Both physical and digital stores may refuse to sell brands or
products that do not comply with sustainable practices. This
decision has a great impact if made by large store chains.
Retall can have a strong influence on consumers in relation to
their habits, as we will see in the Governance topic. Stores are
also important points in the complex reverse logistics process

In favor of recycling or the correct disposal of used items.

With the pandemic, the e-commerce sector considerably
increased its share (see chapter 2) in total sales. Therefore,

understanding its impacts has become more relevant.

The use of packaging, for example, is a topic that has to

be considered. It is possible to find cases in which clothes
produced In a sustainable manner are sent to consumers with

excess packaging, increasing the total impact of the product.
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Patagonia
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Founded in 1973 by sportsman Yvon Chouinard, the outdoor

clothing brand Patagonia has harnessed its reputation on

more sustainable practices. It Is considered a benchmark in

sustainabillity in the industry, offering repair and buy-back

programs to promote a circular economy. It has several

Initiatives to ensure that everything is being done to

minimize the negative impacts of its activities to generate

positive Impacts.

Environmental Aspects

Yvon Chouinard started in the field of equipment for
outdoor practices. Five years after it was founded,
Chouinard Equipment (the predecessor of Patagonia)
had become the largest supplier of climbing equipment

In the USA.

However, he also became an environmental villain because
his equipment, specifically the pitons3°, was damaging

the rocks. So Chouinard and his partner decided to sell
less pitons, which was a high risk for the business. As an
alternative, they introduced aluminum chocks that could
be wedged by hand instead of sticking in and out of cracks.
When they launched the new product, they included a

text in the catalog about how to use the new equipment,
defending the concept of clean climbing. With this new
strategy, the company became even more successful.

With its debut in the apparel business, Patagonia kept its
iInnovative DNA, investing In new materials while creating
content and educating its consumers.

As It grew, the company expanded its social perspective.
Since 19806, it has donated at least 1% of the sales to local
NGOs that fight to save or restore natural habitats.

Pitons are small metal blades with a ring at the end that
are fixed with a hammer in cracks in the rocks to provide
support and safety for climbers

In 2002, the brand founded the 1% For the Planet global
movement to encourage other organizations to practice
philanthropy and show how Patagonia incorporates this
Initiative into its balance sheet.

Regarding materials, the brand searched for raw materials
with less iImpact and started using organic cotton in all

the items. Patagonia began experimenting with recycled
cotton. Today, up to 64% of the collection uses recycled
material. In addition to organic cotton, Patagonia works with
other alternative materials such as TENCEL™, recycled
polyester, ECONYL etc. It is one of the pioneer brands in
Organic Regenerative Certification. There is transparency
In the origin of materials, in the production process, and in
the possiblility of recycling, considering the complete life
cycle of the pieces.

Patagonia has four medium-
term goals:

— 2025: 1o be 100% carbon neutral across the entire
supply chain.

— 2025: To have 100% recycled, reclaimed or renewable
resources In all products.

— 2025: To have packaging that is 100% reusable, easily
recyclable, or that can be incorporated into home
composting systems.

— 2030: To source 100% Regenerative Organic Certified
(ROCQC) cotton and hemp.
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PatagOﬂ A Founded in 1973 by sportsman Yvon Chouinard, the outdoor
clothing brand Patagonia has harnessed its reputation on
more sustainable practices. It Is considered a benchmark in
sustainabillity in the industry, offering repair and buy-back
programs to promote a circular economy. It has several
Initiatives to ensure that everything is being done to
minimize the negative impacts of its activities to generate

positive Impacts.

Circularity
Patagonia believes that the best way to produce The company has more than 70 repair centers around the
sustainable clothing is to make the items with the world, allowing them to repair 100,000 items a year free of
highest quality possible. That way they last longer charge, as well as mobile stations that travel throughout
and can be repaired. North America and offer this service at affordable prices

for items of any brand®. For those who want to make their

||‘| the WOI"CIS Of YVOI‘I ChOUinal‘d, own repailrs, the brand partnered with iFixit and published
“the bestjacket fOI' our planet iS free repair guides for Patagonia products on its website.
the one that already exists™.

By sharing stories on social media of other people who

| wore Patagonian clothes and then fixed them, the brand

In 2012, the brand started a campaign called Worn Wear, . . .
Intends to Inspire more customers to do the same: repair

ith th f extending the life of clothi d . . .
W © PUrPOse 0T eXteNdIng the lite 0T GIothing an iInstead of buying new clothes or wasting clothes that are

equipment through repair, recycling, and the creation of a

. .. . _ still In use.
resale business area in its online store for used items.

Patagonia recelves used items in decent condition, which
are exchanged for credit (up to $100) for new purchases.
The products are repaired and resold on the Worn Wear
website since 2017. For items in poor condition, the
company developed the ReCrafted line in 2019, in which
they are disassembled and transformed into new quality
pieces (upcycled). Finally, the company created the
Seconds collection for items that arrive in Patagonia's
warehouses with a defect.

"Patagonia's Worn Wear Collection Is Saving the Planet”
The Manual (Accessed: 3 July 2021)
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Patagonia

Founded in 1973 by sportsman Yvon Chouinard, the outdoor

clothing brand Patagonia has harnessed its reputation on

more sustainable practices. It Is considered a benchmark in

sustainabillity in the industry, offering repair and buy-back

programs to promote a circular economy. It has several

Initiatives to ensure that everything is being done to

minimize the negative impacts of its activities to generate

positive Impacts.

Patagonia has been making Fair
Trade Certified clothes since
2014. The fair trade concept is
all about better distribution of
earnings throughout the chain
and better working conditions.
Currently, 82% of the line is
certified. The premium paid for
the Fair Trade Certified sewn
label goes to factory workers
who democratically decide how
the funds will be used (cash
bonuses, community projects, etc.).

This material was prepared by JGP, is for information purposes only and should not be used, distributed, or copied without the prior express permission of JGP.

Social Aspects

Patagonia is a founding and accredited member of the
Fair Labor Association (FLA), a non-profit organization
created to make apparel companies operate with
responsible labor practices. Working with FLA allowed
the company to map and better analyze wage data

for outsourced factories. On its website, Patagonia
highlights that in 2019, 35% (11 out of 31) of its clothing
assembly plants were paying their workers a living
wage, on average, as defined by the Global Living Wage
Coalition (GLWC), and that they were still trying to
understand the extent to which this data was affected
by Covid.
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PatagOﬂ la Founded in 1973 by sportsman Yvon Chouinard, the outdoor
clothing brand Patagonia has harnessed its reputation on
more sustainable practices. It Is considered a benchmark in
sustainability in the industry, offering repair and buy-back
programs to promote a circular economy. It has several
Initiatives to ensure that everything is being done to
minimize the negative impacts of its activities to generate

positive Impacts.

Economic Aspects

Patagonia's initiatives make its products very attractive \ 3 * f
and the company has positive results in a constant D | N l B UY
growth process. This growth is not based on increasing TI I I S J ﬂ C KET

customer consumption. Its strategy focuses on attracting
new customers by offering good quality ethically
produced products.

As an example of this business strategy, in the 2011

Black Friday edition of The New York Times, Patagonia
published an ad telling viewers not to buy their jacket.
The Initiative drew attention because it went against the
market trend of encouraging sales during the event. After
the campaign, sales rose 30%, alongside the work to raise
awareness about an increasingly pressing problem, which
IS the excessive consumption of clothing.

The campaigns of the company usually use a storytelling
format, encouraging consumer engagement through

the dissemination of information about social and
environmental issues. At the same time, the brand
manages to raise awareness and add value to its
products, becoming more attractive to the consumers,
who Increasingly seek authenticity and purpose.

Patagonia ad on the Black
Friday edition of The New
York Times (2011)
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3.1.6

Use and
End of Use
(disposal)

32 Pulse of the Fashion
Industry 2017

33 Jacobs, M. (2020)

34 Ellen MacArthur
Foundation
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The environmental impact of the utilization and disposal of
garments bring relevant numbers to the chain, although not
too visible because of its fragmentation. In this stage, we have
the washing process of the pieces — mainly synthetic — and
the disposal in landfills, dumping grounds, or the burning of
Increasing volumes of clothes and shoes that are no longer
used. More than half the pieces (57%) end up in landfills, while
about a quarter is incinerated®. In landfills, the items continue
to emit greenhouse gases and occupy land. Incineration, when
carried out effectively (co-processing), can become a source
of energy™. Currently, most clothing incineration processes
Involve energy recovery, but as it destroys the product, it does
not comply with the principles of circular economy*“.

The volume of textile waste is equivalent to one truckload
of clothes going to landfills or burned per second. Due to
technological and reverse logistics issues, as we will see below,
the clothing industry still has a lot of difficulty to properly
dispose of and treat its waste. Only isolated initiatives are
found, most of which are still not scalable and at an early stage.
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Disposal

A significant bottleneck for the correct disposal
of waste from the apparel industry is reverse
logistics. In addition to the logistical difficulty
itself, large-scale recycling, especially of

mixed fabrics, is still regarded as economically
unfeasible. Another relevant element in this
stage of the production chain is the excessive
number of discarded items, which is a
conseguence of the increased consumption of

pleces per capita globally.

Where the materials from the
clothing supply chain end up

Processing,
Raw % Manufacturing, % Clothing in use
materials Transportation
& Retail

35%

Waste after raw materials
have been delivered to the
fiber producer

Graph ViI
Pulse of the Fashion
Industry 2017

Wasting and discarding materials happen before

the items reach consumers. Up to 35% of the

material used to produce a garment is discarded

and becomes waste in the chain, as shown in

the graph below. This process can be mitigated

with initiatives such as industrial upcycling,

which would imply that leftover materials are

reintroduced in the production. There are

already successful initiatives in this regard, like

the Startup Reverse Resources.

30%
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As shown in the graph, 82% of textile waste
from finished clothes are burned or end up

In landfills. Only 10% of the after-use market
goes Into recycling with a focus mainly on
downcycling, a process in which products

are recycled into lower value items (such as
turning used clothing into mattress pads, floor
cloth, or insulation compounds). Less than 1%
gives rise to new pieces of clothing, according
to data from the Ellen MacArthur Foundation.
The transformation of garments into products
with the same added value depends on several
logistical, economic, and technical factors. The

remaining 8% are reused.

Polyester fiber is the one that most manages to
maintain its properties in recycling, especially
INn chemical recycling, whose process has
more scalability today. Even so, only 14% of
polyester is recycled™. In the case of cotton,
mechanical recycling reduces the length

and, consequently, the quality of the fiber. For
this reason, it Is necessary to mix recycled
cotton with virgin cotton to generate a quality
product. Chemical recycling cannot generate
a new cotton shirt, but it can generate a new
piece from cellulose fibers.

35 Fonte: Textile Exchange
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ltems with mixed materials are hard to
recycle because the technology to separate
these materials is still Iimited. Technological
limitations are aggravated by the disposable
culture, especially in developed countries, a
behavior that can now be found in developing

countries as well, like we mentioned above.

The washing

There 1s strong environmental impact when
clothing items are in the hands of consumers.
In the washing process, in addition to the
chemical products poured into the water,
there is the transport of microplastics. If in
the recycling process, polyester is the raw
material that achieves the best result, the
opposite occurs during washing. Polyester Is
responsible for releasing millions of tons of
these fragments, which end up going up the
food chain and can cause health problems
even for humans, although there is still no
consensus on the long-term effects of these
small particles on our health.

Microplastics are particles ranging from five
millimeters in size to invisible residue - also
called nanoplastics — and are very difficult to
detect. They are transported in different ways
and reach the oceans, where they account for
up to 31% of all the plastic found. The volume
of microplastics released into the water by
washing clothes per year is equivalent to
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50 billion plastic bottles. Thus, clothes are
responsible for 35% of the disposal“® of these

particles in a primary source °'.

General Picture

The quantitative indicators presented below
came from a study that is considered a
reference In the industry: the 2018 Measuring
Fashion report by Quantis. It uses the life
cycle analysis or LCA, a methodology

that analyzes the environmental impact
assoclated with the stages of a product.
Although the report leaves out a few
iIndicators, such as the impact of usage of the
pieces due to high variance, the document

IS an Important guide and one of the most
complete studies In the sector.

The studies used in the preparation of

this letter showed high variation on the
percentage of impact in the consumption

and post-use stages, but there Is a consensus
that the iImpacts are more concentrated In
the initial stages of the process. In relation to

greenhouse gas emissions in the apparel

36 Boucher, J. and Friot, D. (2017) and Ellen MacArthur Foundation

37 Microplastics are divided into two sources of origin: primary and secondary. Primary
sources are those in which the residue already enters the environment in the form of
microplastic, as a result of the washing process. Secondary sources are those in which
microplastic is generated from the wear of larger items like plastic bottles.

38 Jacobs, Matthew. 2020, and THE LIFE CYCLE OF JEANS Understanding the environmental
impact of a pair of Levi's® 501® jeans
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sector, for example, the article Jacobs,
Matthew. 2020 shows that 85% occur before
the use and after use stage, while in Levi's ©
LCA study for its 501® jeans this number is
60%*.

When we look at the environmental impact
of the production chain as a whole, we can
notice that water usage is highest in the raw
material stage, but in a broader context, it

IS not the stage with the greatest impact.
Production, which comprises the processing
of yarn, fabric, and the manufacture of the
pieces, iIs where we find the most significant
iImpact. In particular, charcoal and natural
gas are used as energy sources in the dyeing
and finishing processes, which represent 60
and 70% of emissions in the initial stage of
production. This happens because a great
deal of the initial production process happens
In countries that make extensive use of these
energy matrices. I he table below shows the
Impact in four pillars: emissions, water use,

human health, and impact on the ecosystem.
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(clothing)

Impact by production stage
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Production Raw Assembly Transport
Stage Material

GHG 15% 28% 12% 36% 7% 1%
emissions

Water use 31% 23% 1% 27% 8% 0%
Human 21% 26% 11% 32% 7% 1%
health**

Ecosystem®’ 30% 21% 9% 30% 9% 1%

Qualitative comparison between materials

(clothing and shoes)

Natural Material Synthetic Material
Pros Cons Pros Cons
Cotton Biodegradable High use of water Polyester Less water use, Not biodegra-
and chemicals, recyclable fibers dable, releases
fibers lose quality without loss of micro fibers
In recycling quality throughout
life cycle
Leathel" High durability High use of water, Synthetic Difficult to replace Not biodegra-
energy and RU bber properties, overall dable, releases
chemicals lower impact chemical
residue when
decomposed

39 To measure the impact on human health, the unit Disability Adjusted Life-Years (DALYSs)
is used, which expresses the number of years lost due to health problems, disability, or

premature death

40 Contributions to the extinction of species through the removal of forests, contamination
of areas and related factors are considered impact on the ecosystem. The unit used
here is the Potentially Disappeared Fraction (PDF) of land per square meter per year

(PDF * m? * y).

Graph VIII
Measuring Fashion 2018 by Quantis

Graph IX
Based on market studies and proprietary analysis
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When comparing raw materials, leather

IS by far the most harmful material to the
environment. In addition, there Is an ethical
debate regarding their production system
that rarely pays attention to animal welfare.
Traditional cotton also has a clear mpact on
the use of water and chemicals. Polyester,
on the other hand, is responsible for a high
percentage of emissions in the sector, using
non-renewable resources. The release of
microplastics by polyester during washing

Is also a high impact factor, even though it is
difficult to be incorporated in the life cycle
analysis. Finally, synthetic rubber is one of
the materials with the least impact. Despite
being sourced from non-renewable material,

It can be recycled.

Shoes consume 26% of the materials available
to the fashion industry, accounting for 16 to 32%

of the environmental impact. This value varies
depending on the indicator used. In the Quantis

report, shoes are divided into 3 groups: synthetics
(57%), leather (25%) and textile-based shoes
(18%).

Letter lI: ESG In Fashion

It 1Is worth emphasizing that each material
has its usefulness and suitability for the
design. For this reason, it Is not always
possible to make choices between different
materials when designing a garment. The
experts' recommendation is that decisions
be made based on what is most sustainable
within each class. If the garment is intended
to be made of cotton, the most sustainable
cotton must be chosen. If the design is for
leather, the most sustainable origin and
processing leather should be used, since
many efforts have been made to improve
production processes.

Regarding the environmental impact, synthetic shoes
are the biggest responsible for emissions, water use
and human health iImpacts, in part because they
represent the majority of shoes produced. Regarding
the ecosystem, leather shoes are responsible for
32% of the total iImpact of the footwear sector, even
with their smaller market share compared to shoes
made from synthetic materials. It is noteworthy that,
even though It Is considered a by-product of the
meat industry, leather production presents a problem
similar to that of cotton in relation to deforestation
and Its consequences.
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3.2
Social
Challenges

For along time, the clothing supply chain has a challenge
regarding human capital, and more specifically, job security,
remuneration and labor rights. Several brands have already
had their names associated with modern slave labor due to
flagrant practices of this type in suppliers and other agents
In their production chains. The concentration of social
challenges is mainly in the manufacturing and processing
stages, considering that part of this process is often
outsourced (or even further outsourced by these outsourced
companies). It is common for brands to use manufacturing

services around the world.

These services are heavily concentrated in Asia, and iIn many
countries they are difficult to monitor. According to the ILO

- International Labor Organization - in countries such as
Bangladesh, India and Cambodia, informal activity exceeds
80%, and these countries are relevant in the manufacturing
process”. In the raw material stage, labor problems are also

encountered, especially those of agricultural origin.

41 Women and men in the informal economy: a statistical
picture, ILO 2018

This material was prepared by JGP, is for information purposes only and should not be used, distributed, or copied without the prior express permission of JGP. 41



JGP Letter ll: ESG in Fashion

Share of informal employment in
total employment (2010)

g : %
=P BN Lessthan 20%
N w‘i&:? 20% - 49%

! 50% - 74%
N 75% - 89%
B °90% and over

These are countries with weak or virtually non-existent

labor legislation, and many places do not allow audits by

the brands. In addition to the iImpediment to inspection, the
geographic extension, the fragmentation of the chain and the
short terms of production cycles make effective actions with
these suppliers difficult.

About 80% of the garment industry's manufacturing

workforce is made up of women. They are involved in sewing,

embroidery, printing, accessories and trimming processes.

Graph X

2018 ILO study Women and In contrast, female representation in leadership positions is

men in the informal economy:
a statistical picture with data

from 2016 extremely low.
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In addition to ILO reports, reports of labor issues in the
clothing chain periodically feature in the traditional media.
In recent years, these accusations have gained space on
soclial media. The need for a policy with more transparency
and direct communication between brands and the public
are elements to be considered in the structure of corporate

governance.

As shown in the graph, the distribution of values within the
chain reinforces the problem of low wages. It is estimated
that only 1% of the value of a shirt reaches the hands of the
worker who makes it. T he percentages in the distribution

of the chain generate one of the biggest criticisms made

to brands. Most of the discussion about living wage costs
focuses on the additional cost per item that would be paid by
final consumers, which is directly affected by the division of
earnings in the chain and the mark-ups between production
phases. With this compounding price escalation structure,
the imbalance in remuneration will hardly be resolved.
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