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Abstract: Global supply chains in the agri-food sector are at risk of violations of human rights
as well as labour and environmental standards. To address these risks, the German Due Dili-
gence Act (LkSG for ,Lieferkettensorgfaltspflichtengesetz”) was enacted, mandating corporate
human rights, labour and environmental due diligence. Despite its significance, there is limited
research on the LkSG’s impact on supplier management. This study aims to provide initial
insights into how the LkSG affects supplier selection in the agri-food sector. We conducted
qualitative analyses of expert interviews with fifteen company representatives from the German
agri-food sector. The findings reveal that companies are confident in maintaining their current
supply chains without systematically reducing their supplier base. They perceive the LkSG'’s
legal requirements primarily as a task for supplier development rather than selection. While
there was no significant increase in supplier selection criteria related to human rights and the
environment, some companies have given these criteria greater importance. Future suppliers
to the German agri-food sector will need to provide more detailed information on human rights
and environmental risks. Additionally, companies have become more selective in their choice
of certification and verification schemes.

Keywords: German Due Diligence Act, LkSG, Agri-Food Sector, Supplier Selection, Supplier
Management, Human Rights and Environmental Due Diligence

1 Introduction

Global value chains in the agri-food sector are particularly vulnerable to human rights viola-
tions, labour standard abuses, and negative environmental impacts (e.g., Weiss et al., 2020;
OECD, 2019). According to estimates by the International Labour Organisation (ILO) and the
Walk Free Foundation, around twelve percent of the world’s forced labourers are employed in
agriculture (ILO et al., 2022), and approximately seventy percent of global child labour occurs
in this sector (ILO, UNICEF, 2021). Additionally, the use of fertilizers and pesticides in agricul-
ture can lead to air and water pollution, adversely affecting the health and livelihoods of local
communities (Dhankhar, Kumar, 2023; Tudi et al., 2021). Agricultural workers face significant
work-related risks, with the number of work-related accidents being twice the average for all
other sectors (ILO, 2015).
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Despite voluntary measures and corporate commitments to mitigate these issues, significant
problems persist, leading to increased public pressure for more robust regulatory frameworks.
This shift has resulted in the implementation of legally binding corporate due diligence regula-
tions at both the national and EU levels (OECD, 2024). Such regulations transfer the respon-
sibility for supply chain integrity directly to companies (Wieck et al., 2023). In Germany, the
National Action Plan for Business and Human Rights was introduced in 2016, but a survey
from 2018 to 2020 revealed that fewer than twenty percent of companies with more than 500
employees voluntarily adhered to its requirements (Dreiseitl, Richter, 2020). Consequently, the
Act on Corporate Due Diligence Obligations for the Prevention of Human Rights Violations in
Supply Chains (LkSG) was passed in 2021 (German Federal Parliament, 2021a, 2021b). The
LkSG imposes binding rules that require companies to implement human rights and environ-
mental due diligence throughout their global supply chains. German-based companies with a
specified number of employees must identify, monitor, and mitigate risks of human rights and
labour standard violations, as well as specific environmental impacts, within their upstream
supply chains (ibid.) These obligations extend to direct (1st-tier) suppliers on a regular basis
and to indirect (nth-tier) suppliers when companies become aware of potential risks.

While the LkSG applies to all economic sectors, its impact on the agri-food sector is of partic-
ular interest due to the sector’s aforementioned social and environmental challenges, such as
child labour or deforestation (Pendrill et al., 2022), and Germany’s relevant share of world
imports of agricultural commodities (in 2023: cocoa 9%, bananas 7%, coffee 10%; ITC, 2024).

Empirical research on how companies adapt to new mandatory due diligence regulations re-
mains fragmented, with most studies focusing on earlier regulations in the US and the UK
(Dupont et al., 2024). For instance, the Dodd-Frank Act in the US, which regulates the sourcing
of minerals, has been shown to have unintended negative consequences in the countries of
origin (Stoop et al., 2018; Bloem, 2022). Similarly, the UK Modern Slavery Act and other reg-
ulations aimed at increasing supply chain transparency have primarily led to an expansion of
reporting practices, often resulting in large volumes of low-quality data (Dupont et al., 2024).
Sectoral differences are evident, as industries exposed to higher public scrutiny tend to demon-
strate greater compliance with such regulations (ibid.).

Concerns about unintended consequences are also prevalent in the case of Germany’s Supply
Chain Due Diligence Act (LkSG). Critics warn that companies may disengage from high-risk
suppliers, potentially leading to adverse social outcomes in the affected countries (Felbermayr
et al., 2022). Initial evidence from the apparel sector suggests a tendency toward this ,cut-and-
run® strategy (Kolev-Schaefer, Neligan, 2024), which could undermine the regulation’s in-
tended objective of improving human rights and labor standards in global supply chains.

Against this backdrop, the broader question arises of how global supply chains will restructure
in response to new regulatory requirements—whether at the macroeconomic or microeco-
nomic level (Wilhelm, 2024). This paper focuses on the microeconomic dimension, addressing
a key research gap by examining how companies adapt to the LkSG, with a special focus on
supplier selection, which in turn may have an impact of a possible reconfiguration of global
supply chains (Wilhelm, 2024). Furthermore, Germany’s experience will provide critical in-
sights for the upcoming EU directive on due diligence, as companies across member states
will soon face similar regulatory obligations.

Thereby, this study examines the effects of the LkSG on supplier selection among companies
in the German agri-food sector. The LkSG imposes due diligence obligations on companies
concerning their first-tier suppliers (direct suppliers) as a standard requirement and extends
these obligations to nth-tier suppliers (indirect suppliers) when risks become known. Accord-
ingly, this study aims to capture the effects in both cases. Drawing on existing literature on
earlier regulations, it can be inferred that the LkSG likely has a particular impact on supply
chains in the agri-food sector, given that many agricultural commodities are produced in low-
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and lower-income countries?, much like the minerals addressed by the Dodd-Frank Act in the
US. Furthermore, companies in the agri-food sector are more directly exposed to public scru-
tiny, interacting with end consumers daily, which may make them more responsive to regula-
tions than companies in other sectors, as suggested by Dupont et al. (2024).

We focus on a subsample of the agri-food sector, specifically products with global supply
chains known to be associated with human rights and labour rights risks. Animal-sourced food
products are excluded, as their supply chains are predominantly domestic and/or within the
EU - except for animal feedstuff, which rather fall more under the scope of the EU Deforestation
Regulation (EUDR) due to deforestation risks. Given the novelty of the legislation and the scar-
city of data, we adopted a qualitative approach, conducting interviews with experts from pro-
curement, compliance, and corporate social responsibility departments within the agri-food
sector. These interviews were analysed using content-structuring qualitative content analysis.

Following this introduction, the study is structured as follows: first, we provide the key legal
requirements related to supply chains and contextualize supplier selection. Second, we pre-
sent the current state of research and derive our propositions. Third, we outline our methodol-
ogy for data collection and analysis. Fourth, we present and discuss the results, organized
according to our propositions. Finally, in the discussion, we interpret the findings, highlight
limitations, and offer an outlook on future research directions.

2 Background

2.1 Legal Background: Requirements of the German Supply Chain Act for
Supplier Management

The LkSG mandates corporate due diligence to prevent human rights, labour, and environ-
mental violations along supply chains, shifting responsibility to German companies. Since
2023, it affects German companies with over 3,000 employees and international companies
with over 3,000 employees in their German subsidiaries, impacting approximately 1,300 com-
panies. In 2024, this threshold lowered to 1,000 employees, expanding the scope to around
5,200 companies (correspondence with the competent authority as of June 2024).

Companies under LkSG must minimize risks and prevent violations as outlined in Section 2.
Obligations include establishing a complaints procedure, conducting annual risk analyses, im-
plementing preventive and corrective measures, and documenting compliance. The com-
plaints procedure allows stakeholders to report potential violations anonymously. Companies
must evaluate and prioritize these reports through an ad hoc risk analysis.

Annual risk analyses are required for internal operations and direct suppliers, involving both
abstract and concrete risk assessments. The assessments should evaluate sector- and coun-
try-specific risks and prioritize them based on probability, severity, and the company's influence
(BAFA, 2022b). Companies must transparently and consistently document their risk evaluation
and prioritization (BAFA, 2022b).

Preventive and remedial measures must be developed and monitored for identified risks.
These measures should focus on developing existing business partners and be based on ap-

T As defined by the OECD for determining eligibility to receive Official Development Assistance (ODA). The list of
eligible countries is updated every three years. In 2022, the threshold for low-income countries was a per capita
GNI of USD 1,135 or less; for lower-middle-income countries, it ranged from USD 1,136 to USD 4,465
(https://www.oecd.org/en/topics/sub-issues/oda-eligibility-and-conditions/dac-list-of-oda-recipients.html). In this
context, suppliers based in the group of Least Developed Countries (LDCs) are also included.
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propriateness and effectiveness principles. The company’s influence over the direct perpetra-
tor, cooperation intensity, and severity of violations guide these efforts (Section 3 (2) LkSG).
Measures are effective if they mitigate risks or prevent violations (Section 4 (2) LkSG).

Companies must publish a policy statement and an annual report. The Federal Office for Eco-
nomic Affairs and Export Controls (BAFA) oversees compliance and can impose fines and
exclude non-compliant companies from public tenders.

2.2 Theoretical Background: the Role of Supplier Selection in Supplier
Management

The supplier management forms the interface between a company and its upstream supply
chains. The aim of supplier management is to establish and maintain a supplier base that can
provide the company with the necessary goods at the appropriate time, quantity, quality, and
price (Helmold, 2023). Regarding a company’s procurement requirements, the concept of qual-
ity encompasses the company’s sustainability requirements for production (Fréhlich, 2015;
Kretzschmar et al., 2021).

Various approaches exist in the literature for dividing supplier management into different parts.
This paper is based on the approach of Akamp, Miller (2013), which divides supplier manage-
ment into four parts: (1) supplier selection and evaluation, (2) supplier auditing, (3) supplier
development and (4) supplier integration (cf. Figure 1). This approach was chosen because it
explicitly focuses on sustainability-oriented supplier management of suppliers in low and lower-
middle income countries, making it particularly relevant for analysing the impact of due dili-
gence regulations such as the LkSG. Additionally, its structured breakdown allows for a com-
prehensive examination of different stages of supplier engagement, aligning well with the ob-
jectives of this study.

Supplier Management

Supplier
selection &
evaluation

Supplier Supplier
auditing integration

Figure 1. Parts of supplier management

Source: authors’ illustration based on Akamp, Miller (2013)

Similar subdivisions can also be found in other studies (Rink, Wagner, 2007; Large, 2009). (1)
Supplier selection and evaluation is chronologically the first step in the supplier management
process. Itinvolves identifying and evaluating potential suppliers and concluding contracts with
selected suppliers (Beile, Vitols, 2024; cf. Rink, Wagner, 2007). In other words, this step refers
to the process of working towards concluding a contract. This may include concluding a con-
tract with a new supplier as well as extending a contract, or expanding cooperation with an
existing supplier (cf. van Weele, 2018). This characteristic enables the differentiation of sup-
plier selection and evaluation from part (3) supplier development and part (4) supplier integra-
tion due to the temporal threshold of the contract conclusion. The latter two focus on develop-
ing and cooperating with existing suppliers and take place after the contract has been con-
cluded (Akamp, Miller, 2013; Rink, Wagner, 2007). Only part (2) supplier audit, which serves
to collect data, can extend over the entire period of the supplier management. For example,
an audit can be carried out to check the suitability of a supplier or to assess development goals
(Helmold, Terry, 2016; Starmanns et al., 2021).
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There is a congruence of objectives between supplier selection and supplier development.
Both share the overall objective of supplier management, which is to establish and maintain
an optimal supplier base for the company. The difference lies in the approach to achieving this
goal. Supplier development aims to further enhance the capabilities of existing suppliers to
meet the company’s requirements, while supplier selection aims to identify and include suppli-
ers with already appropriate characteristics in the supplier base (Rink, Wagner, 2007).

As supplier management activities aim to build and maintain a supplier base, determining the
appropriate size of the supplier base is also necessary (Helmold, Terry, 2016). If for instance
size of the supplier base is reduced, it may affect supplier selection, as companies may need
to adjust their supplier selection criteria (cf. Helmold, Terry, 2016). Therefore, changes in the
size of the supplier base are also subsumed to step (1) supplier selection and considered in
the scope of this study.

3 Propositions

3.1 Literature Review

A literature review was conducted to identify relevant literature on the impact of the LkSG on
supplier selection. The literature review was not limited to peer-reviewed entries. The search
followed the following structured approach (cf. Figure 2): The review included literature in both
English and German, using Google Scholar as the sole database. To ensure a focused search,
the search field was restricted to titles only. A total of 188 entries were initially identified through
multiple search strings, including both English and German synonymous terms such as
LkSG* ,Lieferkettengesetz®, ,German due diligence®, and ,German supply chain act®. The
number of results for each term varied, with ,Lieferkettengesetz* (41), ,LkSG* (27), and
,Lieferkettensorgfaltspflichtengesetz“ (28) being the most common.

The selection process followed four stages. In the first screening, 91 entries were excluded for
being duplicates, student theses (Bachelor/Master), non-English or non-German, commen-
taries, or lectures. In the second screening, abstracts of the remaining 97 entries were as-
sessed, and 83 were excluded for not addressing the LkSG’s impact on supplier management.
In the third screening, the full texts of 14 remaining entries were reviewed, resulting in the
exclusion of six that did not specifically examine supplier evaluation, selection, sourcing deci-
sions, or supplier base changes. One additional widely cited study was included as an excep-
tion, bringing the total number of relevant studies to nine (cf. Appendix 12.1 for an overview of
the individual stages).

None of the literature entries found allows for direct conclusions to be drawn regarding the
impact of the LkSG on supplier selection in the agri-food sector. Six of nine entries describe
sector-independent (expected) effects on supplier selection Haupt et al. (2021); Schébel, Hell-
wing (2021); Konrads, Walter (2022); Brandenburg et al. (2023); Beile, Vitols (2024); BDI
(2024). Two entries refer to the apparel industry Kolev, Neligan (2022); Kolev-Schaefer, Neli-
gan (2024), while another entry pertains to the metal and electrical industry Felbermayr et al.
(2022). Due to the novelty of the LkSG, many of the reviewed studies fall into the category of
grey literature, which comes with certain limitations, including the absence of peer review and
potential biases when commissioned by industry initiatives or similar entities (cf. Limitations).
We acknowledge these constraints and carefully consider them when incorporating these stud-
ies into our discussion of the results. Based on these studies and the broader literature on
supplier management, we derive three key propositions. These three propositions were se-
lected because they capture the most discussed aspects of supplier selection under the LkSG
as highlighted by the cited studies. Each proposition is grounded in prior research and/or public
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discussion with regards to due diligence in supplier management. The following section out-
lines how the existing literature informs each proposition in detail.? They guided the design of
the semi-structured questionnaire that we used in the expert interviews.

Identification of studies via databases ]

Identification

Records identified from Data-
base: Google Scholar (n = 188)

A4

Screening

Records screened, screening of
abstracts (n = 97)

\4

Records assessed for eligibility,
screening of full texts (n = 14)

Included

Studies included in review (n = 9)

Records removed before screen-
ing: n =91

¢ Duplicates

e Bachelor thesis

o Master thesis

¢ Languages being neither

English nor German
e Commentary
e Lecture

Records excluded: n = 83
Reason: The records do not ex-
plore the LkSG and its conse-
quences regarding supplier man-
agement

Reports excluded: n =6
Reason: The records did not ex-
plore consequences regarding
one of the following aspects:

e Supplier evaluation

e Supplier selection

e Sourcing decisions

¢ Changes to the supplier

base

1 record was added as it was of-
ten cited in other records (n = 1)

Figure 2. PRISMA flow diagram for systematic reviews

Source: authors’ illustration based on Page et al. (2021)

2
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The studies from the literature review are marked by an asterisk.
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3.2 New Criteria and Increased Weight of Sustainability in Supplier
Selection (P1)

When evaluating and selecting suppliers, companies need to meet a variety of their own and
external requirements (Taherdoost, Brard, 2019). These requirements are reflected in the se-
lection criteria used to measure and differentiate supplier performance and potential. Currently,
common supplier selection criteria include the following categories: Cost, Quality, Delivery,
Financial Stability, Social, and Environmental (Stevi¢ et al., 2019; Nugraha et al., 2019; Morssi,
2021; Dutta et al., 2022; Radivojevic et al., 2022; Xie et al., 2022; Hailiang et al., 2023).

With the introduction of the LkSG, companies face new requirements arising from legal obli-
gations. As seen, legal obligations lead companies to adjust the criteria and their weight within
the supplier selection (Zhu and Sarkis, 2007; Seuring, Muller, 2008; lirajpour et al., 2012; Prop-
per, Knight, 2013; Radley, Vogel, 2014; Sancha et al., 2015; Winter, Lasch, 2016; Nugraha et
al., 2019; Nasri et al., 2022). This is either to register and control risks related to the legislation,
or to avoid them (Seuring, Miiller, 2008; Sancha et al., 2015; Winter, Lasch, 2016). Currently,
the literature shows an overlap between the common criteria used in supplier selection and
some of the protected interests of Section 2 LkSG. For example, the social category often
includes criteria related to workers’ rights and safety, and the environmental category often
includes criteria related to the handling of hazardous, polluting waste (Nugraha et al., 2019;
Stevi¢ et al., 2019; Morssi, 2021; Dutta et al., 2022; Radivojevi¢ et al., 2022; Xie et al., 2022;
Hailiang et al., 2023). Some companies already apply zero-tolerance criteria in their supplier
selection for some of the protected interests of the LkSG, such as child labour or forced labour
(Starmanns et al., 2021). Beile, Vitols (2024*) find that companies consider sustainability as-
pects, sometimes including human rights aspects, in procurement processes. However, they
did not find information on how companies evaluate and prioritize these factors compared to
other decision-making criteria nor whether the LkSG results in changes considering sustaina-
bility aspects, their relative importance (i.e., weighting), and the supplier code of conduct.

A comprehensive consideration of all protected interests as covered by the LkSG in supplier
selection criteria is still pending (Winter and Lasch, 2016; Weiss et al., 2018).

Therefore, the first proposition is: As a result of the LkSG, companies will include more criteria
related to due diligence in supplier selection and assign greater weight® to them (P1).

3.3 Stronger Focus on Certifications (P2)

Recent surveys show that the implementation of the LkSG results in extra efforts for the com-
panies directly affected (BDI, 2024*; Seller, Upmeier, 2023*). Among other things, non-trans-
parent supply chains, low acceptance of the LkSG among business partners, the monitoring
of suppliers and a lack of own capacities (e.g., workforce and know-how) for the implementa-
tion of the LkSG pose challenges for many companies (Klinger et al., 2016; Weiss et al., 2018;
Seller, Upmeier, 2023*). In order to meet these challenges, companies could increasingly rely
on certifications when selecting suppliers in the future (Nugraha et al., 2019; Wirtschaft and
Menschenrechte, 2023; Seller, Upmeier, 2023*; BAFA, 2022b; Nolte, 2016; Delmas, Montiel,
2009; Lee et al., 2009; Handfield et al., 2002).

In the agri-food sector various certifiable standards exist (Weiss et al., 2020) that overlap with
the requirements of the LkSG*. Yet, according to the law, certifications cannot free a company

3 In this context, 'weight' refers to the relative importance assigned to specific supplier selection criteria in
decision-making processes, which may be reflected in formal scoring models or ranking systems of companies.

4 These include the standards of Fairtrade, Food Security Standard, Rainforest Alliance, Fair for Life, World Fair
Trade, Naturland Fair, Social Accountability International, Ethical Trade Initiative, Global Coffee Platform, 4C
Services (SAl, 2014; Fairtrade International, 2015; Ethical Trade Initiative, 2018; Fair for Life, 2018; 4C Services
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from the responsibility of fulfilling the obligations of the LkSG (German Federal Parliament,
2021a), but it can support a company in the implementation of the Supply Chain Act in various
ways (Wirtschaft & Menschenrechte, 2023; BAFA, 2022b). (1) A certified supplier possesses
an infrastructure for collecting and documenting the data for the subjects covered by the re-
spective standard. (2) The data collected in the context of certification enhances supply chain
transparency and thus helps to identify LkSG-relevant risks in one’s own supply chain (Stahl,
Strausz, 2016; Karipidis et al., 2020). (3) Overall, transaction costs are reduced as companies
do not need to collect data, audit suppliers etc. on their own. (4) By working with certifiers, the
human rights and environmental situation of suppliers has improved in some cases, reducing
the risk of violations of the LkSG (Blackman, Rivera, 2010; Newsom et al., 2020; Kiura, Langat,
2023). For companies, this reduces the risk of future costs or reputational damage. (5) In case
of violations by certified suppliers, associated organisations can provide expertise and support
companies in developing necessary measures (Rocha et al., 2021; Rainforest Alliance, 2023c,
2023a; Fairtrade International, 2023; Ethical Trade Initiative, 2017). However, it should be
noted that certain standards may exceed the scope of LkSG. For example, the Global Coffee
Platform (2021) and Naturland (2023) both overlap with the LkSG in terms of human rights but
go beyond it in terms of environmental requirements. From a business perspective, adherence
to the LkSG may result in ,over-compliance”, leading to added expenses. Furthermore, several
NGOs and experts have criticised many certification standards for a lack of transparency, a
lack of impact or quality deficiencies in their auditing methods (Clean Clothes Campaign, 2019;
Muller-Hoff, 2021; Beile, Vitols, 2024*). This criticism is echoed by findings of studies with
farmers, labourers and cooperatives in the producing countries (Meemken et al., 2019; Dietz
et al., 2022).

The supply side, the standard setters, have recognised the demand for social standards by the
German Supply Chain Act. They have adjusted their standards accordingly and advertise how
they can support compliance with the LkSG (Fairtrade International, 2023; Rainforest Alliance,
2023b). Therefore, the second proposition is: The LkSG will lead companies to increasingly
consider certifications when selecting suppliers (P2).

3.4 Reduction of the Supplier Base (P3)

The introduction of the LkSG increases the complexity of the agri-food sector’s procurement
market (Hahn, 2002; Felbermayr et al., 2022*). The obligations associated with the act lead to
an increase in costs and potential risks per supplier (Felbermayr et al., 2022*; Erdmann, 2022;
Kolev, Neligan, 2022*; BDI, 2024*). The cost of implementing the LkSG therefore increases
with the size of the supplier base (Felbermayr et al., 2022*). This incentivises companies to
reduce their supplier base and thus their scope of responsibility, in order to minimise or avoid
procurement risks (Felbermayr et al., 2022*; BDI, 2024*). For example, the German textile
discounter Kik reduced its number of suppliers from 600 in 2012 to less than 400 in 2016
following a fire at a supplier (Lother et al., 2022; KiK Textilien und Non-Food GmbH, 2020).
For the entire apparel sector in Germany, Kolev-Schaefer, Neligan (2024*) find that one year
after the introduction of the LkSG, companies had already withdrawn from risky regions. High
implementation costs of a large supplier base, especially when suppliers are based in high-
risk regions, is seen as an incentive to either reduce the number of suppliers (Felbermayr et
al., 2022*; BDI, 2024*) or to integrate upstream processes within the company or to do both
(Felbermayr et al., 2022*; Kolev-Schaefer, Neligan, 2024*).

When considering reducing their own supplier base, companies need to weigh up the imple-
mentation effort and risks associated with the legislation against the impact that a change in
the number of suppliers has on other aspects of procurement (Li et al., 2014). This includes
the distribution of bargaining power, the prohibition of supply shortages, and volume-related
price discounts (Burke et al., 2007; Babich et al., 2011; Hahn et al., 1986). The extent to which

GmbH, 2020; Gamba et al., 2020; Rainforest Alliance, 2020; Global Coffee Platform, 2021; Fair for Life, 2022;
Naturland, 2023).
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the consequences of the LkSG are significant will vary between the different product groups
that a company purchases, as the optimal number of suppliers also varies between product
groups (Fréhlich, 2015). For product groups where companies already work with a small num-
ber of suppliers, the implementation effort and risks of the LkSG are less decisive. For product
groups in which companies have a larger and more diversified supplier base, a reduction
seems more likely, as the implementation effort increases with the size of the supplier base
(Felbermayr et al., 2022%).

This could also apply to companies in the German agri-food sector. Therefore, the third prop-
osition is: Companies will reduce the number of their suppliers for some of the procured product
groups because of the LkSG (P3).

4 Research Methods
4.1 Method of Analysis

To explore the propositions, a purposely collected data set of expert interviews was analysed
using a content-structuring qualitative content analysis. A qualitative approach was chosen to
not only answer the propositions, but also to leave room for explanations and motivations that
are difficult to capture in a quantitative approach. The qualitative content analysis followed the
approach by Kuckartz, Radiker (2022). We selected this approach because it provides a struc-
tured yet flexible framework for systematically analysing qualitative data while allowing for both
deductive and inductive coding. This was particularly well-suited to our study, as we began
with predefined categories based on our research questions but also allowed new themes to
emerge from the data. It also allows for hierarchical coding, which is important in capturing the
different levels of detail in our data.

4.2 Setting, Sample and Recruitment

An internet search was conducted to identify companies that are or will be directly obligated
by the Supply Chain Act and process or trade one of the following subgroups of goods or their
derivatives: (1) tropical fruits, (2) nuts and dried fruits, (3) fruit and vegetable juices, (4) cocoa
and cocoa products, (5) spices, (6) vegetable oils and fats, (7) coffee and (8) tea and mate
(Destatis, 2023). The selection of goods and their derivatives was guided by the products in
the agri-food sector most significantly impacted by the German Supply Chain Act, with a par-
ticular emphasis on human rights and labour rights issues and global supply chains. Unlike the
Corporate Sustainability Due Diligence Directive (CSDDD), which considers all suppliers, the
German Supply Chain Act primarily focuses on direct suppliers. Consequently, our subsample
excludes certain product categories, such as animal-sourced food products, which were
deemed less relevant within this regulatory framework due to their mostly domestic/EU sourc-
ing and global link only via indirect suppliers. Based on these restrictions, we systematically
considered the supermarket landscape, identifying all major companies. Using the official com-
pany register®, we verified which companies met the size criteria required to fall under the
LkSG. Additionally, we included companies that had received media coverage related to the
LkSG, which led to the inclusion of both companies below the size threshold and trade asso-
ciations. Thereby, we identified 53 companies. In the case of affiliated companies, only the
parent company was considered. Eligible interviewees included employees involved in the se-
lection of suppliers for a listed product subgroup and those responsible for implementing the
LkSG in their company. The selected individuals were contacted via publicly accessible chan-
nels using personalised letters and a standardised project teaser (see Supplementary Material)
including the questionnaire.

5 https://www.unternehmensregister.de/ureg/index.html?dest=ureg&language=en
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4.3 Data Collection

Fourteen out of the 53 companies, along with one association, were interviewed between No-
vember 2023 and the end of January 2024. By that number of interviews a sufficient degree of
thematic and data saturation was achieved, indicated by new answers/data repeating what
was expressed in previous answers/data and by the identified themes exemplified in the data
(Saunders et al., 2018).

The semi-structured expert interviews were conducted either in person (1 interview) or via
video conference (14 interviews) and lasted an average of 54 minutes (min. 35 minutes, max.
70 minutes). Prior to the expert interviews, the sustainability report, the declaration of principles
on human rights and the supplier code of conduct of the respective company were reviewed
when available. The semi-structured interview guide comprises two parts. The first part collects
the following parameters: (1) company size classification based on the scope of application of
the LkSG, (2) department of the interviewee(s), (3) related product subgroups. The second
part consists of eight proposition-oriented questions, which were followed-up by tailored inter-
view-specific questions. The data was collected through audio recordings for 14 interviews,
while one interview was transcribed by the authors in real time as the participant preferred not
to be recorded.®

4.4 Data Management and Analysis

All data was transcribed using Microsoft Word and proofread and anonymised by the authors
in compliance with the established transcription rules (cf. Appendix 12.2). Only the content of
the second part of the interview was considered when creating the transcripts, as the first part
was primarily focused on describing our sample. The data from the first part was analysed
separately and in a descriptive manner. The transcripts were coded and analysed using
MAXQDA software. Firstly, a deductive code system was used which was based on the inter-
view guide. Secondly, inductive subcategories were formed based on the data and the tran-
scripts were recoded using the revised inductive code system. When the authors disagreed on
the coding, they held discussions until they reached an agreement. An agreement was pre-
conditional for the final coding. Paraphrasing was used for particularly difficult interview pas-
sages. In total, both authors went through the data five times each.

Following coding, the individual codes were analysed on a category basis. Our coding process
was intentionally designed to be flexible, allowing for multiple levels of categorization depend-
ing on the complexity of the data, following Kuckartz, Radiker (2022). In some instances, our
analysis extended up to six hierarchical levels.

For example, when all levels were utilized, the structure followed this hierarchy:

e Top-level category: proposition (e.g., H2_more certification)

e Second-level category: research question (e.g., impact of legislation on certification)

e Higher-order category: thematic classification of responses (e.g., increase in de-
mand)

e Subcategory: further differentiation of response content (e.g., opinions, reasons)

e Second subcategory: analysis within the subcategory (e.g., reasons: pro; reasons:
contra)

¢ Third subcategory: specific reasons (e.g., efficient solution)

6 All participants received a consent form prior to the interview, which they signed and returned to us before the

interview took place. Ethics approval was not obtained for this study, as the participants were involved in their
professional capacity as representatives of companies, rather than in a private or personal capacity. Thereby,
the research question did not involve personal or sensitive information.
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However, not all responses required this full depth of coding at every level. In most cases, the
first, second, and sixth levels were sufficient to capture the relevant distinctions. The number
of coding levels applied depended on the granularity needed for meaningful analysis.

Based on the approach by Kuckartz, Radiker (2022), a summary was created for each expert
interview for the categories that capture changes or opinions in order to increase the qualitative
clarity (through better focus on the most relevant data) and quantitative clarity (by grouping
statements to identify similarities and differences). For the categories that do not record
changes or opinions, the individual coded interview passages were analyzed for similarities
and differences in content across interviews. This process helped group the statements, illus-
trating their diversity and ensuring a comprehensive and structured analysis

4.5 Sample Characteristics

The study analysed fifteen expert interviews (11 to 115) to present the initial experiences of
fourteen companies and one trade association representative. The association represents
companies of different sizes, most of which are not obliged by the LkSG. Out of the fourteen
companies, seven were already subject to the LkSG in 2023 due to having more than 3,000
employees. Five companies were not subject to the LkSG until 2024, as they had more than
1,000 but less than 3,000 employees. The remaining two companies had just under 1,000
employees and are not subject to the LkSG. Eleven of the fourteen companies belong to the
agri-food industry, while the other three are trading companies. In total, the fourteen companies
generated a global turnover of approximately € 234 billion in 2021.

A summary of the other sample characteristics, product subgroup and department of experts
is provided in Table 1. Cocoa and chocolate (n = 11), vegetable oils and fats (n = 10) and
coffee (n = 8) were named most often as product subgroups. Most interview partners are lo-
cated in the corporate sustainability department, followed by procurement and compliance.
Due to the small sample size, it was not possible to identify distinctions in responses based on
factors such as company size, product subgroups, or the department of the interviewees.
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Table 1. Sample characteristics

Business sector
Agri-food sector 11
Trading companies 3
Associations 1
Company size classification based on the scope of the LkSG
>3,000 employees 7
>1,000 employees 5
<1,000 employees 2
Not applicable 1
Occupational group of the interviewee(s)
Corporate responsibility 12
Procurement 5
Compliance 4
Related product subgroups (Destatis, 2023)
Total Food industry Trading companies
(n=15) (n=11) (n=3)
Cocoa and cocoa products 11 8 3
Vegetable oils and fats 10 7 3
Coffee 8 5 3
Nuts and dried fruits 7 4 3
Fruit and vegetable juices 7 3 3
Spices 7 5 2
Tropical fruits 5 1 3
Tea and mate 4 1 3

Source: authors’ illustration

5 Results

The result section is structured according to the propositions. Additional findings from the ex-
pert interviews that support the categorisation of the legal influence on supplier selection are
presented at the end of the section. An overview of categories and subcategories, along with
their mentions in the interviews, is presented in the Appendix 11.3.

5.1 New Criteria and Increased Weight of Sustainability in Supplier Selec-
tion (P1)

During the interviews, the experts were asked whether their company’s selection criteria for
suppliers had changed regarding human rights and environmental aspects because of the in-
troduction of the LkSG. The findings can be categorised into three subsections: changes (1) in
the identification and assessment of human rights and environmental risks among suppliers,
(2) in the weighting of human rights and environmental criteria in supplier selection and (3) in
the level of requirements that companies review within their human rights and environmental
selection criteria.

Identification and Assessment of Human Rights and Environmental Risks in the
Supply Chain

Eleven companies have expanded their collection of information to assess human rights and

environmental risks within their suppliers’ business activities since the announcement of the
LkSG in 2021. For instance, |1 reported that the LkSG has led to a significant increase in the
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level of detail of the data collected from suppliers on the risk of human rights or environmental
violations. 16 stated that: ,We have a traditional audit questionnaire in which we have tried to
catalogue quality standards and practices together with our suppliers. This is now being sup-
plemented by a significantly more detailed section focusing on sustainability.” 115 acknowl-
edged that retailers now have increased information requirements due to their obligation to
carry out a risk analysis.

Seven companies updated their supplier evaluation system to include all aspects of Section 2
LkSG. 16's company reviews new aspects through supplier self-disclosures. 19’s company con-
ducts qualitative discussions with suppliers for this purpose. The company of 110 has initiated
the development of a new questionnaire for suppliers. The questionnaire aims to map the en-
tire management system for human rights and environmental due diligence.

Five companies have expanded their supplier assessment criteria beyond the scope of the
LkSG. They require information regarding the influence of suppliers on their upstream supply
chain. Suppliers must provide information on their participation in social projects (1), preven-
tive measures against human rights risks in their upstream supply chain (17, 114), their supplier
management (17, 114) or the structure of their supply chains (I6).

In contrast to the aforementioned changes, two company representatives stated that their com-
pany had made no or only minor changes to the supplier evaluation. |18 stated that there is no
need for changes in the identification process for human rights and environmental risks. The
company’s risk analysis already covers more than what is required by the LkSG, including the
coverage of indirect suppliers.

Weighting of Human Rights and Environmental Criteria in Supplier Selection

Since the introduction of the LkSG, seven companies have increased their focus on selecting
suppliers with low human rights and environmental risks. For instance, |11 mentioned that while
price and quality were previously the main criteria for purchasing coffee, sustainability will now
also play a key role, with risk analysis outcomes influencing supplier selection. Companies like
19, 113, and 114 have similarly given more weight to these criteria, with 11 considering with-
drawal from high-risk countries due to increased customer expectations, especially from food
retailers. 12 described it as follows: ,We have adjusted our procurement strategy, meaning that,
in addition to quality, price, and other previously decisive criteria, sustainability criteria - partic-
ularly those related to human rights - are now equally considered in the selection process”,
despite an earlier statement that their cocoa purchasing strategy would not change. 16 and 19
also reported a significant increase in the importance of sustainability in their supplier selection,
with 19 aiming to build a low-risk supplier portfolio. 113 views risk analysis as crucial for mini-
mizing risk, allowing discussions with suppliers before contract agreements. Meanwhile, 111
noted that while social risks are considered, they remain one of many factors in the purchasing
process.

For three companies, the weighting of these criteria remained unchanged, and for four others,
the conclusions were unclear.

Threshold of Human Rights and Environmental Selection Criteria in Supplier
Selection

All fourteen companies reported being well-prepared for the LkSG requirements, with minimal
adjustments needed for their human rights and environmental criteria for direct suppliers. I3
noted that only documentation processes had changed, ,[b]Jut we have been dealing with this
topic since 2014, whether it's child labour, forced labour, environmental impacts, and so on
(..)”. While 12 mentioned that their cocoa sourcing methods would remain unaffected. |1 and
113 had already required SMETA (SEDEX Members Ethical Trade Audit) audits from new sup-
pliers before the LkSG. 110 and 114 found only minor deviations from their existing standards,
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with 114 already adhering to the UN's Principles on Business and Human Rights. Similarly,
companies represented by 115 had already integrated human rights considerations before the
LkSG. Five experts attributed high standards to their company’s respective philosophy or re-
quirements, three to social pressure, and one to food retailer demands.

However, eight companies expanded their code of conduct or increased requirements for sup-
pliers. |12 stated that the code of conduct for business partners had been adapted but would
not significantly affect supplier selection. 19 and 111 noted that their code of conduct had only
been thematically expanded to include issues like security personnel and, for |9, environmental
aspects from the LkSG. 19 views this as a preventive measure for LkSG compliance and has
adapted the code in its German subsidiaries accordingly. Five companies broadened their
supplier criteria related to the LkSG, although the specific new requirements were unclear. 111
stated that becoming a supplier has become more challenging, requiring an Ecovadis assess-
ment and higher standards for the extended supply chain. 114 phrased it as follows: ,Well, it
may not have become more difficult to become [a supplier], setting aside Zero Tolerance is-
sues, it has become more difficult to remain one. Because we have a very clear expectation
that our suppliers work with us to continuously drive sustainable development along the re-
quired standards.” In three cases, only minor adjustments were necessary to meet the LkSG
requirements.

Eight companies now require suppliers to sign the code of conduct for business partners, with
110 explaining that this is now a legally enforceable obligation. 111 mentioned some resistance
from suppliers unwilling to comply. In six companies, the level of human rights and environ-
mental requirements has not increased recently.

5.2 Stronger Focus on Certifications (P2)

To answer the second proposition, the experts were asked questions about certifications that
include human rights and environmental criteria. The findings can be categorised into the fol-
lowing subsections: (1) previous use of certifications that include human rights and environ-
mental criteria, (2) changes in the portfolio of certifications used that include human rights and
environmental criteria and (3) the influence of legally mandated corporate due diligence obli-
gations on the role of certifications in supplier selection.

Previous Use of Certifications with Human Rights and Environmental Criteria

Thirteen of fourteen company representatives considered external certifications with human
rights and environmental aspects when selecting suppliers, with verifications also playing a
significant role. At least nine companies use certifications, and at least nine use verifications
in supplier selection.

Eight experts emphasized that certifications and verifications are crucial tools for assessing
supplier risks. 12, 14, 112, and 115 apply them to suppliers identified as risky according to the
LkSG. Six experts highlighted the value of independent, external risk assessments, as they
are more objective and less prone to criticism than internal reviews (I115). Nine experts noted
that certifications help prevent human rights or environmental risks in supply chains, with 12’s
company aiming for certified supply chains free from violations. 14 mentioned that certifications
make it easier to verify a supplier's willingness to improve. According to 19, /It is indeed clear
that the risk is mitigated when a certification is available as proof”. 14, 111, and 114 see certifi-
cations as providing basic assurance for meeting due diligence obligations. According to 111,
certifications indicate whether a supplier has a solid management system in place. Seven ex-
perts said certifications reduce monitoring efforts and costs, with 16, 17, 19, and 115 noting that
their companies lack the capacity to check all direct suppliers themselves, making certifications
essential. Five experts highlighted customer demands as a key factor in using certifications,
while two mentioned limited influence over indirect suppliers and the expertise of certifiers.
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However, eleven experts noted that certifications alone are insufficient for due diligence. 15
explained that certifications can only indicate compliance, as their experience showed discrep-
ancies between certificates and reality. 19 pointed out that certifications involve only spot
checks. 110 and 111 noted that issues like ensuring a ,living income” require more than certifi-
cation. 16 and 114 criticized some certifications for not adapting to regional issues, with 114
warning that companies often mistakenly believe certification alone meets due diligence obli-
gations. 12 argued that traceability is already a standard in the agri-food sector, providing trans-
parency even without certification.

Portfolio Changes for Certifications with Human Rights and Environmental
Criteria

Ten experts reported no changes to their certification portfolios. 110 noted that their external
audit protocols were adapted by the certification bodies to meet LkSG requirements, making
changes unnecessary. 113 mentioned that verifications like SEDEX and Ecovadis have also
been updated to align with the LkSG. However, three companies indicated potential future
changes. 11 suggested that certifiers might adapt and reposition themselves due to the LkSG,
which could lead to portfolio changes. 13's company, while not currently considering certifica-
tions for supplier selection, expressed willingness to do so if certifiers increase transparency
and meet specific requirements. 18 reported a review of their accepted certifications for align-
ment with LkSG due diligence obligations but deemed an expansion of standards unlikely.

Four companies noted that the LkSG had affected how certifications are considered in supplier
selection. 14 mentioned expanding their portfolio of recognized standards for high-risk suppliers
to minimize risk, having used SEDEX for two years. 19's company no longer views certificates
as full exemptions from human rights and environmental risks; they now conduct internal com-
parisons with LkSG standards, recognizing certifications only if they sufficiently cover the pro-
tected interests. I11's company removed some certifications from their accepted portfolio: ,[...],
we have already rejected some certifications that we previously accepted. We decided that
they do not meet the requirements of the Supply Chain Act, for instance, due to a lack of a
proper grievance mechanism”. They now require high-risk suppliers to undergo an Ecovadis
assessment. 113 reported adding new certifications like Ecovadis to their accepted standards,
now requested during supplier selection.

Perceived Impact of Corporate Due Diligence Laws on the Role of Certifications

Twelve experts predicted that legal requirements for corporate due diligence would increase
the demand for certification and verification, regardless of internal company changes. Four
experts emphasized that certifications are a go-to solution, especially for smaller companies
under the LkSG, as they offer basic assurance for critical product-origin combinations. 115
suggested companies might use multiple certifications for protection critical product-origin
combinations. 12 expects more reliance on certifications to verify preventive and corrective
measures, while 110 stated that the sector sees no alternative to certifications, despite BAFA’s
statement that they are not the ultimate solution.

Two experts, 12 and 17, did not offer a clear opinion on future certification demand. 12 argued
that binding due diligence regulations may reduce demand, as companies will need to handle
tasks previously outsourced to certifiers. Companies should, therefore, reassess the necessity
of certifications.

Five experts noted that due diligence obligations are pushing certification bodies to adapt their
standards to meet legal requirements, leading to expanded and harmonized certifications. 110
highlighted the expanded focus of some certifications, while 16 and 113 reported that Ecovadis
and SEDEX have updated their questionnaires to align with the LkSG. 113 stressed the im-
portance of ongoing development for these providers to maintain their ,license to operate”.

Several experts emphasized the growing expectations for transparency and credibility in cer-
tification selection. 14 believed only certifications that fully meet LkSG criteria and present
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transparent results will succeed in the medium term. 111, 112, and 115 agreed that audit quality
must improve under new regulations, with 111 noting weaknesses in some rapidly developed
certifications. ,And the question is always: do | really see everything in the audit, or only a part
of it? Isn't it just a snapshot? That always needs to be assessed and evaluated accordingly.”
(112, translated)

115 added that certifications have faced media criticism since the LkSG's introduction, and
improving audits is essential to restoring public trust. 111, 112, and 115 also stressed the need
for better auditor training.

Four experts supported standardizing standards within the agri-food sector. Two experts pre-
dicted a reduction in the number of certifications. 14 concluded that one or two certifications
will dominate, certifying all raw materials imported into Europe. 18 and 115 highlighted ineffi-
ciencies when companies within the same sector require different certifications for the same
convention or norm.

5.3 Reduction of the Supplier Base (P3)

The results can be categorised into two subsections: (1) the perceived usefulness of reducing
the size of the supplier base in response to the LkSG and (2) whether the companies have
already made, or are planning to make, changes to the size of the supplier base in response
to the LkSG.

Perceived Usefulness of a Reduction in the Supplier Base due to the LkSG

Eight experts believed downsizing the supplier base in response to the LkSG is neither neces-
sary nor beneficial. All but one provided arguments against it. Ten experts were concerned
that reducing suppliers would threaten supply assurance. Five highlighted that agricultural
commodities are unique, with some only grown in specific regions, making reliance on low-risk
countries impractical (12). 12 also noted that switching suppliers can be difficult due to market
dominance by a few large suppliers. Five experts emphasized diversifying the supply chain to
mitigate weather-related risks (11, 12, 15, 16, 115), with 11 calling supplier diversity a key com-
petitive advantage. As |1 explained, ,Well, because you also want a certain diversity and spe-
cific taste in the product. And the customers also demand quite a bit from us, which is a big
challenge”. 112 and 113 said reducing the supplier base would jeopardize production security.
113 added that the current supplier base size ensures alternatives in case of failure, while 114
questioned whether remaining suppliers could provide the needed flexibility and diversity.

Four experts argued that reducing the supplier base is only feasible if the product range is
reduced, with 13 and 11 noting that supplier base size reflects the product range rather than
suppliers per product. Three experts cited high qualification costs for new suppliers in the agri-
food sector. [11 explained that quality audits for new suppliers can take up to two years, and
suppliers are only delisted for specific reasons. 15 likened the supplier base to a large machine
that needs restarting whenever a supplier changes. Six experts, including 12, said LkSG-re-
lated risks don't justify reducing the supplier base. 12 emphasized that risks are in the upstream
supply chain, not with direct suppliers, and reducing the supplier base wouldn’t change these
risks. 18 added that the cost per additional supplier is minimal.

Five experts said LkSG implementation should not generally lead to a reduced supplier base
but could in specific cases. |4 suggested it depends on the sourcing strategy, especially for
companies with multiple suppliers per product to secure better pricing. 14 also saw potential in
reducing service providers in areas like logistics. |16 acknowledged that a smaller supplier base
might aid LkSG compliance but doubted the current supplier base has enough flexibility. 17
recommended a reduction in supplier numbers to foster stronger partnerships, regardless of
LkSG.
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114 was the only expert who fully supported reducing the supplier base due to LkSG, arguing
that long-term relationships with fewer suppliers would offset compliance costs and future reg-
ulations. 115 agreed that working with larger suppliers might be beneficial, especially when
buying from producer organizations with many small-scale farmers, where some are likely to
violate the protected interests of the LkSG.

Changes in the Size of the Supplier Base due to the LkSG

When asked about measures already implemented or planned, the experts provided a clear
consensus: none of the fourteen companies had downsized or planned to reduce their supplier
base due to the LkSG. As I1 put it, ,Well, we do not actively want to push suppliers out of our
supplier pool. That is not the purpose of this law”. However, five companies left open the pos-
sibility of future reductions. 19 mentioned that they are currently focusing on the issue and
cannot rule out minor adjustments in the future. 14, 16, and 114 indicated that decisions regard-
ing the supplier base would be made after completing the concrete risk assessment.

16 estimated it would take 8 to 10 months to determine whether their dual sourcing policy could
be maintained while reducing suppliers. 114 predicted that the risk assessment might lead to
parting with some suppliers and restructuring the portfolio.

5.4 Other Results

Further results supporting the identification of the LkSG’s influence on supplier selection were
obtained from the qualitative interviews. The results are grouped into the following subsections:
(1) the impact of documentation and reporting requirements, and (2) the impact of the LkSG
on internal and external collaboration.

Consequences of the Documentation and Reporting Effort

Eight experts reported that the implementation of the LkSG primarily led to changes in docu-
mentation and reporting. Six of these experts also noted that these areas require the most
effort to comply with the act. 12 remarked that the effort required to implement the act is dis-
proportionate to its achievements. 17 explained that, in a legal review, documented efforts are
more important than actual efforts. 111 emphasized the significant time spent documenting
processes and preparing reports, while 115 observed that many companies are not accus-
tomed to the intensive documentation required by the LkSG.

16 highlighted the high level of effort needed to meet the information demands of their custom-
ers, who are also subject to the LkSG, and noted that these requirements can be overwhelming
for smaller companies not covered by the act, potentially jeopardizing their ability to deliver. 16,
114, and 115 expressed concerns that expanding information requirements could make the
German market less attractive to foreign suppliers. 114 mentioned that some suppliers refuse
to comply with new regulations and seek customers in less regulated markets. 115 added that
while foreign suppliers may threaten to end relationships due to growing requirements, such
threats are often empty, as suppliers depend on additional sales during good years.

A common issue with LkSG implementation is that it diverts resources from other initiatives.
Six experts criticized the act for shifting focus from human rights risks in high-risk countries to
low-risk direct suppliers, most of whom are based in the EU. In this context |13 phrased it as
follows: ,Then came the LkSG, which said, 'No, you're not looking further down the supply
chain, you only focus on your direct business partners.' As a result, we were forced to allocate
our resources differently.” 12, 19, 110, and 114 argued that the risk of violations by direct suppli-
ers is low, as most operate within the EU. Seven companies confirmed this, while only three
had more direct suppliers outside the EU.

17



von Heyden et al. | Ger J Agr Econ 74 (2025)

19 noted that direct suppliers are not responsible for risks in the upstream supply chain. 16
added that, without the LkSG, attention would have stayed on human right issues further up-
stream the supply chain, but now resources are spent scrutinizing all suppliers, regardless of
size. They noted it takes longer to explain new requirements to a small German trader than to
collaborate on improvements with a farmer in the Global South.

Similarly, 113 reported that LkSG implementation is consuming resources that were previously
used for advancing sustainable procurement. The company had been working with a research
institute on upstream supply chain initiatives but discontinued the collaboration due to the de-
mands of the LkSG. In contrast, 14 does not see the LkSG as a burden, stating that it highlights
areas that had not been fully analysed before.

Impact of the LkSG on Internal and External Company Relationships

Eight experts noted that the LkSG has significantly increased awareness of human rights and
environmental risks. Six experts observed that the sustainability department now wields
greater influence within their companies. 15 described this development, stating, ,| believe,
scientifically speaking, it would be correct to say: There is a correlation between the openness
of collaboration with the colleagues in procurement and us since the formalization of the LkSG”.
19, 111, and 113 mentioned that the LkSG helps sustainability departments implement pre-ex-
isting plans. Seven experts highlighted that human rights and environmental risks are now
more prominent in supplier negotiations and cooperation.

Most experts view LkSG requirements as a supplier development challenge rather than a se-
lection one. Ten experts expressed a willingness to work more closely with suppliers to help
them meet compliance requirements. 19 stressed that engagement should be prioritized over
severing ties, and 114 agreed that separation should be a last resort. 12 advocated for improving
existing supplier relationships as a more sustainable approach to mitigating risks. 11 added
that long-term relationships with both direct and indirect suppliers are crucial competitive fac-
tors for the company.

6 Discussion

The introduction of the LkSG has created a notable shift in supplier selection practices within
the agri-food sector in Germany, but its effects have varied across companies. Our findings
show that, prior to the introduction of the LkSG, most companies had already integrated human
rights and environmental criteria into their supplier selection processes. However, after the
law’s formalization, all companies included LkSG-protected interests in their supplier selection
criteria, with one company expanding its criteria beyond the law’s scope. This expansion of
criteria supports findings from empirical research that suggest regulations like the LkSG lead
to greater formalization of sustainability practices, aligning with prior studies such as DUPONT
et al. (2024), who noted that mandatory due diligence regulations often prompt companies to
enhance their compliance measures.

Interestingly, this development contrasts with a survey of 2,000 companies suggesting that
nearly half of large German companies were not yet fully addressing sustainability in their sup-
ply chains by the end of 2023 (Mduller et al., 2024). However, in line with other studies, we
observed that the LkSG has prompted companies to make their supplier codes of conduct
mandatory, with more than half of the companies previously not requiring such codes now
adopting them. This finding supports the trend observed in research by Beile, Vitols (2024) on
40 companies listed on the DAX, where nearly 90% had a code of conduct covering human
rights and environmental issues by 2022. This legal push for codes of conduct appears to
reflect broader sectoral shifts in which industries facing greater public scrutiny show higher
levels of compliance with regulatory frameworks (Dupont et al., 2024). In the case of the LkSG,
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this manifests as the standardization of sustainability criteria within supplier selection pro-
cesses, particularly concerning human rights and environmental risks.

Despite the integration of these new criteria, the operational consequences have been rela-
tively limited. Only one company in our sample considered withdrawing from high-risk coun-
tries, which goes against the expectation of broader exits from these regions, as predicted by
Felbermayr et al. (2022) and BDI (2024). The reason for this discrepancy may lie in the agri-
food sector's reliance on region-specific commodities, which limits the choice of suppliers and
the ability to disengage from high-risk areas without significant supply chain disruptions. Addi-
tionally, concerns around maintaining supply chain resilience have deterred companies from
downsizing their supplier base. This finding also connects with the broader discussions around
unintended consequences of due diligence regulations, such as the ,cut-and-run“ strategy ob-
served in other sectors like apparel (Kolev-Schaefer, Neligan, 2024) and the Dodd-Frank Act
in the US, where efforts to regulate mineral sourcing led to unintended negative outcomes,
such as disengaging from high-risk suppliers and exacerbating social issues in the countries
of origin (Stoop et al., 2018; Bloem, 2023). While concerns about disengagement are present
in the context of the LkSG, our study did not find evidence of such behaviour in the short term.

Further, while the LkSG has not resulted in substantial changes to certification portfolios, the
regulation is expected to lead to an increase in certification demand, particularly among smaller
companies that are not directly subject to the law. This aligns with the broader literature on
certification use, which shows that certifications in the agri-food sector are primarily driven by
risk assessment and prevention needs (Marx, Depoorter, 2023). Our findings reflect that most
companies still rely on certifications for these purposes, but experts agree that certifications
alone cannot fully address due diligence obligations, in line with guidance from the competent
authority (BAFA, 2022a). This mirror concerns raised in the literature regarding the quality of
certification processes and the growing need for transparency, audit quality, and credibility in
certification bodies (Albersmeier et al., 2010; Meemken et al., 2021).

The limited uptake of new certifications in response to the LkSG may also be attributed to the
already widespread use of certifications in the agri-food sector, which is relatively advanced in
comparison to other industries (Marx, Depoorter, 2023). However, as the scope of the LkSG
expands to include indirect suppliers due to the upcoming EU-wide due diligence regulation,
companies are expected to increase their reliance on certifications. This is consistent with the
predictions from Felbermayr et al. (2023) and Wieck et al. (2023), who anticipate that compa-
nies will need to adapt to a larger and more complex supply chain network.

When considering the supplier base, experts agreed that the additional costs associated with
the LkSG would not lead to significant reductions in the number of suppliers. This is contrary
to expectations from earlier studies that suggested companies might reduce their supplier ba-
ses to cut costs (Felbermayr et al., 2022; BDI, 2024). While five experts suggested supplier
reduction could be considered as a cost-saving strategy, they emphasized that this would only
occur in conjunction with other factors. Moreover, none of the companies in our sample had
reduced or planned to reduce their supplier base due to the LkSG. This is a noteworthy finding,
as it challenges assumptions from earlier research predicting supplier base downsizing as a
result of regulatory changes (Felbermayr et al., 2022). Instead, the key concern for companies
remains maintaining supply chain resilience, which limits the feasibility of such reductions.

The lack of supplier reductions may also be attributed to specific procurement strategies for
commodities like coffee and cocoa, where companies tend to establish long-term, intensive
partnerships with direct suppliers (Feyaerts et al., 2019). In contrast, companies that rely on a
larger number of suppliers for a single product may be more likely to consider reductions,
particularly if they are under cost pressures (Felbermayr et al., 2022). However, the predictions
of supplier base downsizing presented in earlier studies, such as those by Felbermayr et al.
(2022) and BDI (2024), should be taken with a pinch of salt, as these studies were commis-
sioned by industry associations that may have certain interests in downplaying the potential
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benefits of due diligence regulations in achieving their intended objectives. These industry-
driven studies may, therefore, reflect a more pessimistic view of the regulatory landscape,
overstating the potential operational disruptions caused by the LkSG. Despite the absence of
a widespread ,cut-and-run“ approach, our study suggests that companies reliant on many sup-
pliers, such as major importers of agricultural commodities, may experience more significant
effects in the medium term, especially as the LkSG's scope expands (Helmold, Terry, 2016).

The microeconomic impact of the LkSG is significant for understanding the reconfiguration of
global supply chains in response to new regulatory requirements. This aligns with broader
discussions around how companies adapt to mandatory due diligence regulations and the re-
structuring of global supply chains (Wilhelm, 2024). As the LkSG serves as a blueprint for the
forthcoming EU-wide due diligence directive, the lessons learned from Germany’s experience
will provide crucial insights for companies across member states. These insights are particu-
larly relevant for understanding how companies in the agri-food sector will adapt to similar
regulatory requirements in the future, especially when these laws involve indirect suppliers and
broader supply chain risks.

7 Limitations and Future Research

Due to the recent introduction of the LkSG and the consequential lack of data, a qualitative
approach was used to generate indications of possible effects on supplier selection. A couple
of limitations of our approach need to be considered when interpreting the results.

Our sample consists of fifteen expert interviews. The experts opted to take part in the study
knowing the topic and the questionnaire. A self-selection bias is, therefore, likely. Companies
that already prioritise human rights issues in their supply chains and perceive their efforts as
an adequate preparation for the due diligence regulations are more likely to participate in ex-
pert interviews. Interview invitations were probably partly declined because the companies did
not feel ready to answer the questionnaire. Our findings, therefore, represent effects of in-
creased corporate due diligence regulations on supplier selection of companies that are better
prepared than the average. This might explain, why our results are more positive in terms of
the intended effects of the LkSG than other quantitative surveys (cf. Discussion).

The combined influence of social desirability bias and interviewer effects may have further
amplified this tendency (Grimm, 2010; West, Blom, 2016). Given the socially desirable objec-
tives of due diligence regulations, respondents may have portrayed their company’s practices
in a more favourable light. Although they were aware that all data was stored and analysed
anonymously, they might have felt compelled to respond in a socially desirable manner during
face-to-face interviews, possibly influenced by their perception that interviewers expected such
answers. To mitigate these biases, we carefully phrased the questions in a neutral manner,
avoiding any wording that might imply expectations. Additionally, due diligence regulations
have been widely discussed from various perspectives in the media, which we hope contrib-
uted to respondents feeling comfortable providing honest answers.

Due to the sample size, we also do not attempt to analyse differences among the participating
companies, in terms of size, position in the value chain, main commodities etc. Overall, our
results best reflect the effects on companies’ supplier selection in the agri-food sector relying
on suppliers in the cocoa and coffee sector, as well as on suppliers of vegetable oils and fats.
We acknowledge that the exclusion of animal-sourced food in our sample represents a limita-
tion. Additionally, we conducted our interviews when the LkSG had just come into effect. Com-
panies might adjust their supplier selection in the medium-term. Our results offer a snapshot
into the first reactions and preparations of companies in light of the introduction of the LkSG.
Our sample size was also not sufficient to generate meaningful statistical reliability measures,
such as Cohen’s k or Krippendorff's a (e.g., Feng et al., 2014). Moreover, beyond the limited
sample size, our coding process was interpretative and iterative, relying on discussions among
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responsible authors (cf. Section 4.4.). Since intercoder reliability measures require independ-
ent parallel coding, they did not accurately reflect our collaborative coding approach.

Our study also draws on various sources, so-called grey literature, including studies from foun-
dations, business associations, and private research institutes. While these sources provide
valuable insights, it is important to acknowledge their potential limitations. As they may have
specific self-interests, their findings could be influenced by these perspectives. Additionally,
these studies usually do not undergo peer review.

The study’s results and limitations offer potential avenues for future analysis. For instance, it
would be interesting to re-evaluate and quantify the impact of the LkSG at a later stage, once
the companies’ adjustment processes have been mostly finalised. Based on the insights of our
qualitative approach, a quantitative survey could be designed and distributed widely to capture
a more diverse sample and generate a larger sample size. Additionally, future research could
focus more on our results on certifications and verifications in supplier selection and beyond.

8 Conclusion

Our study provides a first contribution to the debate on the implementation and impact of legally
binding due diligence obligations. During the expert interviews, the companies conveyed con-
fidence in their ability to use their current supply chains in the future without the need to sys-
tematically reduce their supplier base. The legal requirements of the LkSG were viewed by the
companies as a task for supplier development rather than supplier selection. The requirements
on human rights and environmental criteria for supplier selection, for example, have hardly
been raised. However, adjustments were made in terms of the demand for information and
documentation. In future, suppliers to the German agri-food sector will be required to provide
considerably more information on human rights and environmental risks. If product-country
combinations pose a risk to any of the protected interests outlined in Section 2 LkSG, suppliers
must be willing to collaborate with their German customers to mitigate the risks. The use of
certification and verification has also changed, as companies have become more selective
when choosing a service provider. Companies are paying more attention to whether protected
interests are adequately covered. The importance of certifications and verifications remains
high for almost all companies interviewed. Companies are increasingly concerned with ensur-
ing adequate protection of protected interests. For suppliers, this serves as an incentive to
review their use of certifications and verifications in terms of their compliance with the LkSG
and to adjust their own portfolios.
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Appendix

Table A1. State of Research - Procedure of the Systematic Literature Review

Inclusion criteria

Year of publication
Languages

Data base

Search field
Deadline

All

English, German
Googles Scholar
Title only

22 February 2024

Structure of the searches

1. Duplicate

2. Bachelor thesis

3. Master thesis

4. Languages being neither English nor German
5. Commentary

6. Lecture

met:

The entry explores the LkSG and its consequences re-
garding supplier management

Search terms (search field: title only) Results
LkSG 27
Lieferkettengesetz 41
Lieferkettengesetze 0
Lieferkettengesetzes 9
Lieferketten-gesetz 2
Lieferketten-gesetze 0
Lieferketten-gesetzes 0
Lieferkettensorgfaltspflichtengesetz 28
Lieferkettensorgfaltspflichtengesetze 0
Lieferkettensorgfaltspflichtengesetzes 16
German due diligence 19
~German supply chain” * 25
German supply chain act 16
German supply chain law 5

Literature selection

Total entries identified 188

1. Screening (n = 188): Entries were excluded if one of the following criteria was met:

Entries excluded with reasons: 91

2. Screening (n = 97): All abstracts were screened and entries were excluded if the following criterion was not

Entries excluded with reasons: 83

3. Screening (n = 14): All full texts were screened and entries were excluded if they did not explore the LkSG
and its consequences regarding one of the following aspects:

1. Supplier evaluation

2. Supplier selection

3. Sourcing decisions

4. Changes to the supplier base

lyse. Handelsblatt Research Institute.
Studies included in state of research: n=9

Entries excluded with reasons: 6

4. One exemption was added as it was often cited in the other entries
Haupt, S, Lichter, J., May, C. (2021): Sorgfaltspflichten entlang globaler Lieferketten. Eine 6konomische Ana-

Notes: * ,...”: searches for the exact combination of the words within
Sources: authors’ illustration
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Table A2. Transcription Rules (Translated from German)

10.

11.

12.

13.

14.

15.

Each speaker contribution is transcribed as its own paragraph, including short interjections
from other people such as ,Yes®, ,No* ,Exactly”. Each paragraph starts with a timestamp
(hh:mm:ss) and a speaker abbreviation, as described in point 2.

Paragraphs from the interviewing or moderating person(s) are introduced with ,JvB:“ or ,VvB:*,
while the respondent’s contributions are introduced with the abbreviation ,I:“. To differentiate
between multiple people in one recording, the abbreviations are supplemented with numbers
(,11:%, ,12:%, etc.).

The transcription is literal, meaning it is not phonetic or summarized. Dialects are not tran-
scribed, but instead translated as accurately as possible into standard German to ensure the
text can be searched effectively.

The language is lightly smoothed to resemble written German. For example, ,Er hatte noch
so’'n Buch genannt* — ,Er hatte noch so ein Buch genannt.“ The word order, definite and
indefinite articles, etc., are corrected if they contain errors.

Text segments that do not contribute to sentence structure are smoothed for better readability.
For example, ,Wir als Unternehmen ich meine so haben uns zu diesem Schritt entschieden”
— ,Wir als Unternehmen haben uns zu diesem Schritt entschieden.”

Significant, longer pauses are marked by three ellipses in parentheses ,(...)".

Incomplete sentences are marked by two ellipses in parentheses ,(..)".

Especially emphasized words are marked with underlining.

Agreeing or confirming vocalizations (,mhm®, ,aha“, etc.) are not transcribed unless they inter-
rupt the flow of speech or are a direct response to a question.

Fillers like ,uhm® are only transcribed if they carry content meaning.

External disturbances are noted in double parentheses, including the cause, for example,
»((Phone ringing))“.

Vocalizations such as laughter or throat clearing, as well as non-verbal activities, are not tran-
scribed.

Unintelligible words and passages are marked as ,(unv.)“. Words and passages where the
exact wording is uncertain are enclosed in parentheses and marked with a question mark at
the end, for example, ,(Cocoa?)".

Timestamps are inserted at the beginning of each speaker contribution, before the speaker’'s
name.

Text passages that are altered for anonymization are marked with square brackets: ,Wir als
[company name] haben ja gewisse Anspriiche an unsere Lieferanten.*

Source: authors’ illustration
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Table A3. Overview of Coded Categories and Subcategories

Numbers of
Categories and subcategories mentions in coded
interviews*
P1 - New criteria and increased weighting in supplier selection
Identification and assessment of human rights and environmental risks in the supply chain
Increased collection of information to assess human rights and environmental risks 11/14
Supplier evaluation system updated according with LkSG 7114
Supplier evaluation system updated beyond LkSG 5/14
Minor changes to the supplier evaluation system 2114
No comment 114
Weighting of human rights and environmental criteria in supplier selection
greater attention to selecting suppliers with a low risk of human rights or environmental 7/14
violations
Weighting remained unchanged 3114
No comment 4/14
Threshold of human rights and environmental selection criteria in supplier selection
no significant adjustments were necessary regarding their human rights and environmental 14/14
requirements for direct suppliers
Expansion of the scope of the code of conduct for business partners or of the human rights 8/14
and environmental requirements for suppliers or both
suppliers now must sign the code of conduct for Business Partners 8/14
the level of human rights and environmental requirements for suppliers has not increased 6/14
recently
P2 - Stronger focus on certifications
Previous use of certifications with human rights and environmental criteria
Consideration of external certifications/verifications that include human rights and environ- 13/14
mental aspects when selecting suppliers
Reasons
important tool for assessing the specific risk of a supplier 8/14
importance of having an independent, external institution carry out risk assessments of 6/14
suppliers
certifications or verifications help to prevent human rights or environmental risks in their 9/14
own supply chains
considering certifications when selecting suppliers can reduce monitoring effort and 7/14
costs
customer requirements are a significant factor in the attention given to certifications in 5/14
supplier selection
lack of influence on indirect suppliers and the expertise of certifiers in conducting audits 2/14
considering certifications alone is not sufficient for implementing human rights and envi- 11/15
ronmental due diligence
Portfolio changes for certifications with human rights and environmental criteria
No reported change in certification portfolio 10/14
But change could come in the near future 3/14
Changes regarding the way in which certifications are considered in supplier selection 4/14
Impact of corporate due diligence laws on the role of certifications
LkSG was expected to lead to an increasing demand for certification and verification 12/15
No opinion 2/15
Against an increasing demand 115
the legal embedding of corporate due diligence obligations has led both certification and
o : - . 5/15
verification bodies to adapt their standards to meet legal and corporate requirements
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P3 - Reduction of the supplier base

downsizing the supplier base in response to the LkSG is not necessary or beneficial 8/15
reducing the supplier base would jeopardise the company’s security of supply 10/14
In certain situations, a reduction could happen 5/15
Reducing the supplier base is beneficial 115
No planned or implemented reductions regarding the supplier bases 14/14

Other results
the implementation of the LkSG had mainly resulted in changes in documentation and re-
porting
the LkSG shifts the focus on mitigating human rights risks from indirect suppliers in high-
risk countries towards direct suppliers

8/15

6/15

*The reported total number of interviews varies between 14 and 15 because one interview was conducted with a
trade association. We included only their responses that provided general sector perspectives or expert opinions,
excluding any statements on company-specific adaptations to the LkSG. When accounting for this interview, the
total number of interviews is 15; otherwise, it is 14.
Sources: authors’ illustration
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