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1 The Rise of Private Voluntary Regulation in a Global Economy
Introduction
When an electronics worker in Suzhou, China, sought compensation for the chemical poisoning he suffered at work, he appealed neither to his employer nor to the government agencies responsible for supervising local workplace standards. Instead, he addressed the global brand that purchased the product he was working on: “We hope Apple will heed to its corporate social responsibility.”1
This incident reflects a broader trend in global supply chains. Throughout the world and in many industries, global buyers have acknowledged a degree of responsibility for workplace conditions in supplier factories. They have pledged efforts to ensure that the goods they eventually market are not made under abusive, dangerous, environmentally degrading, or otherwise unethical production conditions. They have committed, in short, to using private, voluntary regulation to address labor issues traditionally regulated by government or labor organizations.2 For the most part, they have acted on these commitments.
But how effective are these private initiatives at improving labor standards? In this book, I explore both the promise and the limits of private voluntary regulation in today's global economy. Through a detailed examination of initiatives undertaken by several global brands (e.g., Nike, Hewlett-Packard) – either alone or in collaboration with other firms, nongovernmental organizations (NGOs), and even international organizations such as the International Labor Organization (ILO) – this book sheds light on the conditions under which private, voluntary programs can successfully promote labor standards among their globally dispersed suppliers. Although it describes some successes, this book is principally an argument about the limitations of these private initiatives and the need to bring the state (public regulation) back into the picture. Bringing in the state in this case does not mean a return to traditional command and control regulation. The limits of that approach are well known. Nor does it imply that we simply ignore or bypass the myriad private regulatory efforts currently in place. Rather, I argue that the most effective and sustainable approach to ensuring labor standards and workers’ rights in global supply chains will require a mix of novel forms of private and public regulation.
The chapters that follow use unique data collected from global buyers and their suppliers, operating in different industries and across multiple countries to document and evaluate alternative strategies and experiments aimed at promoting labor standards. Have private compliance programs – with codes of conduct and audits of suppliers – revealed their limits, and if so, what are the roots of these limitations? Should private corporations, either alone or with the help of international organizations and NGOs, promote “beyond compliance” initiatives aimed at developing the managerial and technical capabilities of suppliers so that they can meet labor standards on their own, or are policing and deterrence programs more effective? Can national governments develop new regulatory programs that protect workers’ rights without undermining the competitiveness of local producers or descending into protectionism? These and other questions are addressed in this book.
In the process of addressing these questions, I also document novel forms of private and public regulation that effectively improve labor standards in global supply chains. Even in a world lacking global regulation and characterized by wide variation in national socioeconomic and political circumstances, a range of realistic possibilities for promoting labor justice already exists and can be further strengthened and diffused. I argue that notwithstanding significant limitations manifest in the various private initiatives analyzed in this study, a new form of labor regulation in a world shaped by global supply chains is possible. This new form of regulation blends elements of private compliance programs with technical assistance, capability-building initiatives, and innovative government regulatory efforts in a dynamic and complementary way – one that is both adaptive to local circumstances and that builds on (and reinforces) the respective strengths of both private and public systems of regulation. This new form of labor regulation requires changes in existing practices within individual firms (between, say, purchasing and compliance managers), across firms (among large-scale retailers, global buyers, and their suppliers), and within the myriad workplaces that produce goods we consume every day. These changes in existing practices are not merely technical but also distributional, requiring a reallocation of both the costs and the rewards among all actors – consumers, retailers, buyers, suppliers, factory workers – engaged in these value chains. As such, this new form of labor regulation requires novel institutional arrangements and political coalitions that transcend traditional boundaries between consumers and producers, buyers and suppliers, NGOs and corporations, and advanced and developing economies. As this book documents, fragments of these new institutional arrangements and political coalitions already exist within various industrial and national settings. Whether these fragments can be stitched together into a more coherent and stable system capable of reshaping practices within and across global supply chains and who could do the stitching remain open questions.
Yet, if history is any guide, we should learn from previous reform efforts aimed at addressing other difficult social and environmental issues (e.g., environmental standards, health and safety regulations, antidiscrimination and equal opportunities policies). All of these successful reforms occurred through analogous shifts in organizational practices, institutional arrangements, and the constellation of interests. These changes were by no means easy, and the processes that led to them were filled with conflict and uncertainty. But in the end, they succeeded in creating a more just and safe working environment for millions of workers. The hope is that this book will convince readers that history can repeat itself and that labor justice in today's global economy is possible.
We Live in a World of Global Supply Chains
Globalization,3 with its volatile mix of economic opportunity and social disruption, is redefining the boundaries of the firm; changing the dynamics among consumers, global corporations, and their suppliers; and shaping the working conditions of the millions of individuals employed in today's global supply chains. The world of global supply chains links thousands of firms, large and small, across multiple cultural and political boundaries. The diffusion of global supply chains in an array of different industries – apparel, electronics, footwear, food, toys, and so on – has provided developing countries with much-needed investment, employment, technology, and access to international markets. As such, the integration of producers located in developing countries into global supply chains is having a catalytic and transformative effect on local economies, allowing poor countries finally to achieve their long-sought goal of development (Collier and Dollar 2002; Moran 2002). At the same time, however, the social and environmental consequences of this particular pattern of economic development have provoked significant controversies over the role of global brands and their local suppliers, often seen as exploiting developing countries’ low wages and weak social and environmental regulation to produce low-cost goods at the expense of local workers’ welfare. In fact, child labor, hazardous working conditions, excessive working hours, and poor wages plague many workplaces in the developing world, creating scandal and embarrassment for the global companies that source from these factories and farms (Verité 2004; Pruett 2005; Connor and Dent 2006; Kernaghan 2006).
To get a better sense of this phenomenon, let's take a closer look at how two everyday products are manufactured in today's global supply chains. In her 2005 book, The Travels of a T-Shirt in the Global Economy, Pietra Rivoli traces a T-shirt's supply chain journey from the cotton fields of Texas; to the spinning, weaving, and garment factories of China; back to consumer markets in the United States; and finally to the used clothing and rag markets in Africa. Each of these stages involves multiple firms and complex transactions. In many stages of this supply chain, workers toiled under difficult and precarious conditions. Borrowing from Rivoli's approach, I now turn to an examination of the supply chain dynamics of two common products (athletic running shoes and mobile electronic devices) and their consequences for workers. In subsequent chapters, we examine these two industries in greater detail. For now, I simply want to illustrate the complex nature of most global supply chains as well as the many opportunities, along different stages of these production networks, for workers rights and employment conditions to be compromised.
Athletic Footwear
Early athletic footwear was manufactured in vertically integrated facilities located primarily in Europe and North America. Some of the first athletic shoes to be marketed in the United States (in the early 1900s) were manufactured in the United States. For example, the United States Rubber Company introduced Keds in 1916, using rubber originally produced for bicycle tires for the soles of what became a classic athletic shoe (BBC n.d.).
The production of athletic footwear today, in contrast, requires a much longer supply chain, involving dozens of component parts and materials from around the world, which are manufactured, assembled, transported, and distributed by companies and workers across many national borders. Although many brands maintain their national identity, more and more production is taking place in developing countries with lower production costs. These trends show no signs of slowing down. According to Global-Production.com, a consulting company that analyzes developing countries as locations for global production, emerging economies increased their share of world footwear exports from 76.4 to 78.2 percent between 2002 and 2006. Much of this production is concentrated in Asia, which is the source for 85 percent of the world's low-cost shoe exports.4 In fact, an astonishing 86 percent of all footwear sold in the United States in 2009 was made in southern China (Dubin 2009). Workers at just one company, Yue Yuen, a Chinese subsidiary of the Taiwan-based Pou Chen Group, produce one out of every six shoes sold globally (Consumers International 2009)!
In their book Stuff: The Secret Lives of Everyday Things, John Ryan and Alan Thein (1998) document the many components from which a typical pair of Nike cross-trainers is made and the many locations from which these components and their raw materials are sourced. In tracking the journey of a particular shoe, they found that it was “manufactured” by a Korean-owned factory located in Tangerang, Indonesia, an industrial district outside of Jakarta. The shoe was made up of dozens of component parts, almost all of which were manufactured elsewhere and then shipped to Indonesia for final assembly. First, designers based at Nike's headquarters in Oregon sent product specifications for the shoe to a design firm located in Taiwan. The design company in Taiwan, in turn, sent the more developed plans on to engineers in South Korea. The Korean company then outsourced the actual production of the shoe to Indonesia.5
The cross-trainer in question had three main sections: the upper, the midsole, and the outsole. The upper for this particular shoe was made primarily from leather, which came from cows slaughtered and skinned in Texas and then shipped to South Korea for tanning. Tanning itself is a thirty-stage process. The tanned leather was then shipped to the factory in Indonesia. The midsection of the shoe was made from synthetics parts, including EVA (ethylene vinyl acetate) foam made from Saudi Arabian petroleum, refined and transformed into EVA foam in Korea, and subsequently shipped to the factory in Indonesia. Another component that provides cushioning under the heel was manufactured in the United States. The outer soles of the shoes were made of rubber, again a by-product of petroleum, refined in Korea, processed into large sheets of rubber by another company in Taiwan, and eventually shipped to the assembly plant in Indonesia to be cut, shaped, and finally attached to the shoes.
All of these many parts were assembled in the Tangerang factory. Journalist Elizabeth Grossman recently picked up the shoe's story, visiting a similar Korean-owned factory in Tangerang that employs 18,000 people and produces about 300,000 shoes per week. Each shoe is assembled in pieces. First, workers (more than 80 percent are female) assemble the “uppers” of the shoe, made from fabric, synthetics, and leather. Pieces are stitched together using specialized machines. Other, smaller pieces, including Nike's trademark “swoosh,” are sewn either by machine or by hand. The upper sections of the shoes are then placed on a conveyer belt, from which other workers apply glue and then attach the uppers to the soles of the shoe. Next, workers trim excess material from the shoe; this work is done by hand, using small electric tools. Finally, the shoes are polished and fitted with laces and insoles. All in all, factory management estimates that approximately 200 people are involved in making just one pair of shoes (Grossman 2010). The shoes are then stuffed with tissue paper (made from Indonesian trees) and packed into boxes that were originally manufactured by a paper mill in New Mexico (Ryan and Thein 1998). From there, the shoe begins its journey back to markets in the United States, Europe, and elsewhere.
Footwear is a fashion-sensitive sector that poses a particularly difficult set of challenges to companies and workers at all points along the global supply chain. Products have short life cycles and change quickly from season to season; the diversity of styles adds additional complexity to the manufacturing process. A 2009 study by eleven consumer advocacy groups, organized by International Consumer Research and Testing and presented by Consumers International, examined the working conditions in factories that produce running shoes for companies such as Adidas, Reebok, Puma, New Balance, and Mizuno. Although the majority of these factories were located in southern China, similar conditions are found in factories in Indonesia, Vietnam, and Eastern Europe. The core issues identified in the study include forced overtime, lax health and safety standards, union repression, harsh disciplinary practices, and sexual harassment (Consumer International 2009). The fast-paced, quick-changing nature of the footwear market means that factories face tight deadlines, often met by forcing factory operators to work long hours. Excessive overtime is a common problem among athletic shoe suppliers.
Mobile Electronic Devices
Mobile electronic devices are ubiquitous today. These products, however, come with substantial costs to producers, workers, and the environment, involving a complex flow of materials and products around the world. Raw materials for electronic components are extracted, often under harsh working conditions, from mines in Asia and Africa. These materials are refined and processed in Asia, and then sold to companies (Asian and Western) that manufacture component parts such as chips and circuit boards. These parts are then assembled, primarily in China, in large factories that employ hundreds of thousands of workers. The final products are then shipped back to consumer markets located for the most part in already developed economies. The shelf life of these mobile devices is relatively short, and the e-waste generated by consumers who dispose of their phones and other portable devices in exchange for newer models is, in turn, shipped back to Asia and Africa.
To better understand this complex supply chain and its consequences for workers, let's examine one of the industry's most high-profile producers: Apple.6 Some of the most value-added parts of an Apple product – for example its innovative software – are still produced in the United States. Almost everything else, however, comes from overseas. A recent New York Times study of Apple's supply chain estimated that more than 90 percent of an iPhone's components are produced outside of the United States in places ranging from Germany and Taiwan (where semiconductors are produced), Korea and Japan (for memory boards, display panels, and circuits), Europe (data chips), and elsewhere in Asia and Africa (where rare metals are extracted and refined; Duhigg and Bradsher 2012). The hundreds of components that go into an iPhone or iPad are assembled in China. A huge industry has sprung up around the production of these electronic devices, providing Apple's suppliers with the parts they need. A former Apple executive explained: “The entire [assembly] supply chain is now in China. You need a thousand rubber gaskets? That's the factory next door. You need a million screws? That factory is a block away. You need that screw made a little differently? It will take three hours” (Duhigg and Bradsher 2012).
The working conditions at Apple's suppliers have come under intense scrutiny, following a wave of suicides by factory workers at Foxconn – one of the largest manufactures of iPhones and iPads. The New York Times published a series of articles on the working conditions at these factories, citing sources as varied as labor advocacy groups, anonymous workers, and Apple's own internal assessments of working conditions. To meet the high consumer demand for these Apple products, employees in these factories had to work long days with mandatory overtime and forgo their rest days. Conditions in these factories are harsh; workers are not rotated but rather specialize in narrow tasks and therefore suffer from repetitive stress injuries.7 Workers are also exposed to hazardous chemicals and unsafe conditions in the workplace. For example, in 2010, 137 workers were injured after using a toxic chemical to clean iPhone screens. More recently, there were several explosions at iPad factories in Chengdu, southwestern China, in which four people were killed and seventy-seven injured (Duhigg and Barboza 2012).
In response to these scandals, Apple carried out its own internal audits of its suppliers and also engaged with the Fair Labor Association (FLA) to further investigate the working conditions among its lead suppliers in southern China. Together they have inspected hundreds of facilities including both first- and second-tier suppliers. Apple's internal audits found evidence of excessive work hours, failure to pay overtime, inadequate safety precautions, and instances of child labor among some of its suppliers (Apple 2009). Even after several years of intense auditing of their suppliers, Apple's most recent Supplier Responsibility Report found that although most of its suppliers were improving their compliance on key issues such as underage labor, involuntary labor, and antidiscrimination, many of these same suppliers continued to struggle with excessive working hours and low wages (Apple 2012). The FLA report of three of Foxconn's factories in China, all major producers of Apple products, found that “all three factories exceeded the FLA Code Standard and the requirements of Chinese law” relating to working hours, especially during peak production periods. Although 48 percent of the workers employed in these factories reported in the FLA survey that they felt the working hours at Foxconn were “reasonable,” 64.3 percent of these same workers also claimed that their salary was not sufficient to cover their basic needs (FLA 2012).
Nor is this situation unique to Foxconn or other Apple suppliers. Over the past few years, the FLA conducted surveys among workers employed in Chinese factories supplying various global brands and found that an estimated 50 percent of workers employed in the garment industry and 80 percent of workers employed in the electronics industry work more than the legal limits of sixty hours per week. Forty-five percent of the 1,766 workers surveyed claim that they need to work more than sixty hours per week because their regular salaries are insufficient to cover their basic needs (FLA 2011).
The anecdotes presented here illustrate some of the salient features of most global supply chains – fragmented and globally dispersed production, multiple tiers and actors within each supply chain, suppliers producing for multiple brands, short lead times and tight margins, and the key role lead buyers play in orchestrating this entire process and even investing in their suppliers. As the foregoing anecdotes also revealed, these underlying features create real challenges for the millions of workers employed in supply chain factories, who struggle every day with poor working conditions, long working hours, low pay, and a variety of other (minor and not so minor) injustices. According to the ILO, the rapid growth of cross-border trade and capital flows since 1990 have not led to improved employment conditions in developing countries. On the contrary, the ILO Global Employment Report found that more than 486 million workers throughout the world do not earn enough to raise themselves or their families above the US$1 per day poverty rate and that another 1.3 billion people do not earn above US$2 per day (ILO 2008). More than half of all workers in most developing countries and more than 70 percent in some parts of South Asia and sub-Saharan Africa find themselves in “vulnerable employment,” which is roughly defined as informal employment – employment that is poorly paid and that does not provide workers with fundamental labor rights, a “voice” at work, and job security (ILO 2008: 11, 46).
Of course, not all workers in developing countries are employed in factories or farms linked to global supply chains.8 Because data on employment and labor conditions are collected by either country or sector, we do not know precisely how many of these workers are actually employed at firms supplying global buyers. However, through various reports, published by the ILO, individual NGOs, and even global corporations, we are able to piece together an image of what working conditions and standards are like for the millions of workers employed in global supply chains. According to the ILO, throughout the world, 215 million children work. Of these, 115 million are engaged in “hazardous work” in sectors such as agriculture, manufacturing, and mining, which are deeply integrated into global supply chains (ILO 2008b). More than 12 million people worldwide are victims of forced labor. Although most companies operating in global supply chains do not themselves employ forced labor, many have become implicated in such practices through their second- or third-tier suppliers and contractors (ILO 2008c). As subsequent chapters show, these findings are echoed in the internal assessments of several global brands working in a variety of industries. Woman workers are especially hard hit because they occupy 60 to 90 percent of the jobs in manufacturing and agricultural supply chains (Oxfam International 2004). What, if anything, can be done to improve working conditions and promote worker rights in these global supply chains?
Private Voluntary Regulation as a “Second-Best” Solution
Throughout most of the twentieth century, labor standards were regulated largely on a national basis, through a mixture of laws, union-management negotiations, and company policies. Internationally, the conventions and technical services of the ILO provided an additional source of moral authority and advice but lacked significant enforcement power. The emergence of global supply chains, however, has rendered these national and international strategies inadequate because authority is dispersed not only across national regimes but also among global buyers and their myriad suppliers. It is in this context that private initiatives have emerged to fill this regulatory void.
A number of scholars have already documented the rise of private, voluntary initiatives aimed at regulating global labor standards, and thus the details of this process need not be repeated here (see Haufler 2001; Elliott and Freeman 2003; O’Rourke 2003; Bartley 2007; Reich 2007; Vogel 2008; Meyer and Gereffi 2010). Essentially, a series of separate but interrelated (and self-reinforcing) developments unfolded over the final decades of the twentieth century that led to the increasing inability of both nation-states and international organizations to regulate labor standards in the global economy. These developments include the shift of a substantial fraction of global manufacturing from the advanced industrial states (e.g., United States, Europe, Japan) to several large developing countries (e.g., China, India, Mexico). According to Meyer and Gereffi (2010), by 2000, 50 percent of the world's manufacturing production was located in developing countries. This trend only increased in the decade that followed. Linked to this shift in the locus of global manufacturing were dramatic changes in the organization of production. If in the past most manufacturing was carried out by domestic companies and their suppliers located within the same country or by vertically integrated multinational corporations (MNCs) headquartered in the advanced industrial economies (and thus subject to their regulations) that owned (fully or partially) their subsidiaries located in foreign markets, today, global production is organized primarily around global supply chains in which lead firms (brands, global buyers, large retail chains), although still based in the developed economies, are working with and coordinating the production of thousands of independent suppliers located for the most part in developing countries.
As nicely described by Meyer and Gereffi (2010), these changes in the locus and organization of global production had profound implications for labor regulation. In a world where manufacturing occurred primarily within domestic firms and/or vertically integrated MNCs headquartered in the advanced industrial states, national governments could still regulate labor conditions in most factories. However, with the rise of global supply chains and the dispersion of production across multiple developing countries, these new sites of production escaped the regulatory reach of developed country governments. Moreover, in many cases, the national governments of the developing countries hosting these new factories either lacked the institutional capacities to fully regulate labor, health and safety, and environmental standards within these supply chain worksites or they intentionally chose not to enforce their own domestic laws and regulations for fear of driving up costs and thus driving away these sources of economic development, employment, and taxation. As a result, the factories producing for global supply chains fell into a regulatory void in which labor laws and workplace standards were not being enforced by either host (developing) country governments or by the national authorities governing the large consumer markets absorbing much of this global production.
In an effort to remedy this situation and promote global labor standards among the thousands of geographically dispersed factories supplying global brands, various efforts were launched to include “social” clauses within global trade agreements as well as to use access to the large consumer markets of the developed countries as leverage to compel developing country governments to enforce their own labor laws and thus drive improvements in working conditions within the supply chain factories located within their national boundaries (Charnowitz 2001; Compa and Vogt 2001; Elliott and Freeman 2003; Polaski 2004; Bartley 2007; Reich 2008). Yet these efforts also failed, in this case because they were blocked by developing country governments that argued that linking social and environmental standards to trade (or market access) was nothing short of protectionism. Several developing countries threatened to fight these efforts at the World Trade Organization, which had already signaled its unwillingness to support the inclusion of social clauses in global trade agreements. As a result of both this resistance by the developing countries and the growing popularity of neo-liberal ideas among several influential developed country governments (especially the United States), the appetite for this alternative strategy waned (Bartley 2007; Vogel 2008). Although “social clauses” were included in a few bilateral trade agreements (Polaski 2004, 2006; Doumbia-Henry and Gravel 2006), efforts to create an effective and truly global system of labor regulation through trade arrangements for the most part failed.
An alternative path involved efforts by the ILO and the United Nations to promote core labor standards through the establishment of “decent work” conventions and the Global Compact. But these initiatives also lacked enforcement powers and thus offered little more than moral guidance for already committed governments and corporations.
In the absence of a strong system of global justice (Cohen & Sabel 2006) and given the limited ability (perhaps willingness) of many national governments to enforce their own labor laws, an array of different actors, both private and public, including transnational NGOs (Keck and Sikkink 1998; Seidman 2007), global corporations and industry associations (Haufler 2001; O’Rourke 2003; Ruggie 2003; Bartley 2007; Reich 2008; Vogel 2008), multistakeholder initiatives (MSIs), and even a few developed country governments (Bartley 2007), began to promote (sometimes by themselves, other times in collaboration with other actors) a variety of private initiatives aimed at establishing and enforcing labor standards in global supply chains. Private voluntary regulation has many forms. At times, it revolves around corporate codes of conduct in which lead buyers and brands articulate their own internal standards governing working conditions, wages, working hours, health and safety conditions, and the like and require their suppliers to sign on to these standards. Other times, it entails monitoring programs in which private auditors periodically inspect and assess factories to ensure that suppliers are in compliance with the corporate codes of conduct. In still other cases, private regulation involves certification mechanisms that label products “sweat free” and/or “fair trade,” thus signaling to consumers that certain products are allegedly made under fair and/or sustainable conditions. Notwithstanding, and perhaps because of, this variation, private voluntary regulation has emerged as the dominant approach that global corporations and labor rights NGOs alike embrace to promote labor standards in global supply chains.
Given the diversity, and often competing goals, of these various initiatives (O’Rourke 2003; Nadvi and Wältring 2004; Bartley 2007), this model of private voluntary regulation has provoked heated debates over the particularities of the actual programs – how compliance programs and certification schemes are designed and implemented; how factory auditors are trained and selected, how information generated from factory audits is shared – or their relation to other forms of regulation, especially state regulation – does private regulation crowd out or complement government regulation (Esbenshade 2004; Seidman 2007; Reich 2007). In subsequent chapters, we review and analyze these debates. Because the debates are highly polarized, however, the basic question about the effectiveness of private regulation in improving labor standards has not been adequately evaluated. This is one of the central aims of this book.
I argue that regardless of the particular mission, or leadership, or organizational design, or even resources underlying any of these private initiatives, they all inevitably produced limited or mixed results because they all confront a fundamental challenge of reconciling diverse and conflicting interests among the key actors engaged in global supply chains. Most (although not all) of these actors may be genuinely interested in improving labor standards across the thousands of factories supplying global brands, but conflicts of interest typically drive them in different directions about how best to achieve these goals. This is not to say that diverse interests can never be reconciled or that genuine progress toward promoting better working conditions within global supply chains is impossible. As subsequent chapters of this book show, under certain conditions, these conflicting interests can be mediated, and novel institutional arrangements and programs that promote labor standards have, in fact, emerged. But these conditions are rare, and the new institutional arrangements (and constellation of interests underlying them) rarely include only private actors.
Conflicting Interests and Collective Action Problems Inherent in Private Voluntary Initiatives
A quick and overly simplified description of the diverse and competing interests expressed by different actors engaged in global supply chains highlights the fundamental challenges faced by all private voluntary initiatives. Consider first the global brands and buyers sourcing their products through these global supply chains. On the one hand, these companies have an interest in obtaining high-quality products as quickly and cheaply as possible. At the same time, most reputation-conscious brands also have a genuine interest in ensuring decent labor practices among their suppliers for fear that harsh working conditions could (if discovered) create scandal and hence risk to their reputation and brand image. As such, they actively engage their suppliers in various private initiatives, be they monitoring efforts or certification schemes (Haufler 2001; Heritier, Mueller-Debus, and Thauer 2009; Meyer and Gereffi 2010). Yet, because these brands and buyers are competing fiercely with one another, they are unwilling to pay extra for improved working conditions because this could erode their margins or lead to price increases that most consumers these days are unwilling to accept.9 As a result, most companies are unwilling to fully redress workplace problems endemic in supply chain factories on their own, especially because most of these suppliers are also producing for their competitors.10 Moreover, even when individual buyers or brands do invest in “supplier responsibility” programs – and many of them do – some of their “upstream” business practices (i.e., product development, commercialization, purchasing) drive their suppliers to implement production and work systems that ultimately undermine these very same corporate responsibility efforts. In highly competitive markets, global brands and lead buyers face tremendous pressure to sell an increasing variety of products at ever-lower prices. To do this, they pressure their suppliers to reduce costs, shorten lead times, and produce a variety of products in smaller batches. Suppliers, in turn, respond to these increased demands by paying their workers low base wages, limiting employee benefits, and demanding excessive work hours simply to meet the shorter lead times their buyers require. Thus, even when global buyers do invest in programs aimed at improving labor standards among their suppliers, their own “upstream” business practices inadvertently undermine these efforts.
Suppliers, too, possess diverse and conflicting interests. Like the global buyers they work for, these independent contract manufacturers are also competing fiercely with one another for purchase orders from the large global brands. They have an interest in receiving orders that will utilize as much of their productive capacity as possible, for as much of the year as possible (to amortize their fixed costs) and that generate the highest margins. As such, they seek to win large orders with good markups from high-end brands or large retailers. In an effort to reduce transaction costs and risk, they also attempt to develop long-term, stable relationships with these global buyers. To do this, they need to deliver (quickly and reliably) high-quality products at acceptable prices. They also need to make sure that their production and work practices do not create any reputation risks for their global customers. Yet, given that their margins result from the difference between the unit prices buyers are willing to pay for the products they order (less every year) and the total costs entailed in producing these goods (i.e., material costs, labor, overhead, transportation – all of which have risen in recent years), suppliers have a strong interest to contain or even reduce their production costs. As a result, they seek to restrain wage increases, limit overtime pay and benefits, and underinvest in various services (canteens, dormitories, health clinics, recreation halls) for their workers. Moreover, to respond to the growing demands by buyers (both existing and potential new customers) for lower prices, smaller batches, and shorter lead times, suppliers structure their production processes in ways that permit them to ramp up production quickly but without incurring additional fixed costs. This means imposing excessive overtime hours on their workers and relying on migrant or contract workers that they can quickly hire and fire, depending on their production schedules. Thus, even when these suppliers embrace corporate responsibility programs and engage in various private initiatives aimed at improving working conditions within their factories, the pressures they face often drive them to engage in various production and work practices that undermine these efforts.
Both workers and developing country governments also express complex and often contradictory interests. Developing country governments have both an interest in asserting their sovereignty and protecting the rights and welfare of their citizens by enforcing domestic laws that regulate workplace conditions, and, at the same time, because of the various economic and employment benefits generated by these new sites of global production, these same governments fear that by enforcing their own domestic laws, they could drive up costs and thus drive away these factories. As a result, even those governments with the institutional capacities to enforce their own laws often refuse to do so, or they do so in a nonsystematic way by granting contract manufacturers exemptions (sometime full; other times partial) from various wage, work-hour, and social insurance regulations in an effort to provide them with a more hospitable “business environment.” Workers employed at these supply chain factories often come to these workplaces from rural villages (or in some cases, other less developed countries) in search of decent jobs with good wages. These workers often want to work overtime because overtime compensation permits them to supplement their base salaries. Given that these factory jobs are often preferable to whatever work opportunities were available in their home villages, many of these workers are willing to work long hours under stressful conditions (Rivoli 2005; Chang 2008). Yet at the same time, these workers want to be treated fairly. They want to be paid for the overtime work they do at the agreed-on rates (not be cheated), they want to work in environments that do not jeopardize their personal safety and health, and they want to be treated with respect – live in clean, not overly crowded dorms; eat nutritious and well-cooked food; and have their personal dignity respected. Thus, although most supply chain factory workers are willing to repeat the same task for many hours, day in and day out, under stressful working conditions and for low wages, they expect to be treated fairly and with respect. If not, they will either leave their employer as soon as they can or engage in individual or even collective resistance.11
In sum, even a cursory examination of only a few of the actors involved in global supply chains reveals their divergent and often conflicting interests. How can any private voluntary initiative aimed at promoting improved working conditions and labor standards reconcile these interests and resolve the coordination/collective action problems this mix of actors and interests creates?
The problem of reconciling diverse and conflicting interests and overcoming obstacles to collective action is not new (see, for example, Axelrod 1984; Bowman 1985; Ostrom 1990; Swensen 1991; Putnam 1993; Farrell 2009; Fukyama 1995). In the context of promoting standards through private voluntary initiatives, a number of mechanisms have been proposed to overcome these collective action problems. Some of these entail tapping into the enlightened self-interest of individual corporations by showing that investments in particular voluntary programs will not only improve standards but also signal to potential buyers, rivals, and even regulatory authorities certain distinctive attributes that will enhance the competitiveness of firms that choose to participate in these initiatives. For example, in a series of studies focused primarily on voluntary environmental initiatives, Aseem Prakash and Matthew Potoski (2006a, 2007) have shown that under certain conditions – the home country of foreign investors or trading partners – increased foreign direct investment (FDI) and trade can lead to the diffusion of process standards like ISO 14001 – a private, voluntary standard aimed at promoting improved environmental practices within individual firms. In their book The Voluntary Environmentalists (Prakash and Potoski 2006b), they argue that voluntary regulatory programs such as ISO 14001 can mitigate collective action problems by providing participating firms with shared, group benefits (what they refer to as “club goods”) like enhanced standing with stakeholders and improved brand image that are not available to firms that refuse to participate in these voluntary programs.
Can similar mechanisms work in the case of labor, or is labor somewhat different? Unfortunately, the particular circumstances underlying the successful diffusion of voluntary environmental standards do not carry over to the field of labor. Unlike ISO 14001, which has established itself as the world's most successful private initiative for environmental standards, for labor standards, no such dominant initiative exists. In fact, there exist multiple, competing voluntary programs, each claiming to be more effective and/or rigorous than the other (O’Rourke 2003; Nadvi and Wältring 2004; Bartley 2010). As a result, individual firms cannot signal anything distinctive about themselves simply by participating in any one (or the other) of these initiatives, and as a result, these voluntary labor initiatives are unable to provide exclusive “club goods” for participating companies in their programs. Moreover, whereas ISO 14001 signals that firms are making significant investments aimed at achieving specific process improvements, over and beyond what is expected of them by national legislation, most voluntary labor initiatives simply require participating firms to respect the local “law of the land,” which entails very different levels of commitment to labor rights and working conditions across the same supply chain. Finally, as we saw earlier, the collective action problems facing firms seeking to promote improved labor standards in global supply chains are more complex than those facing “voluntary environmentalists” because they entail not simply collective action among rival firms but also coordination and collaboration challenges between global brands/buyers and their multiple suppliers dispersed across the world. As a result of these supply chain dynamics, promoting global standards through “club goods” have not been as successful in the arena of working conditions and labor rights (Bartley 2010).
If market signaling and segmentation appear unable to overcome the collective action problems plaguing private initiatives seeking to promote global labor standards, perhaps embedding these private initiatives within particular institutional arrangements capable of shaping firm behavior in more constructive ways might help. A number of scholars (Streeck 1987, 1991; North 1990; Knight 1992; Hall and Soskice 2001; Thelen 2004; Farrell 2009) have described various institutional arrangements that in different ways promote “credible commitments,” “trust,” “redundant capabilities,” and particular “equilibria” that promote collective action among private firms by modifying or suspending their individual short-term interests. Wolfgang Streeck (1987, 1991), for example, has written extensively on the institutional conditions required to support what he calls “diversified quality production,” a production system that for many years appeared to respond successfully to changing consumer tastes, price pressures, variable batch sizes, and growing international competition while still delivering high-quality goods and empowering (rather than immiserating) the workers employed in these factories. Henry Farrell (2009) has described a somewhat different set of institutions that exist in northern Italy and southern Germany that provide local firms with information about one another so that they can engage in interfirm collaborations that would not be possible given their divergent interests and ambiguous circumstances.
Once again, the lessons for labor standards in global supply chains are not so clear, given the variation in political, economic, and cultural circumstances covered by supply chains. The number of actors – both private and public – and the diversity of interests may simply be too complex (and evolving) to construct institutions that can provide either sufficient and accurate information about and/or redundant resources to the thousands of private firms involved in global supply chains so that they modify their self-interested, market-oriented behaviors in more labor-friendly ways. In fact, there appears to be some evidence that the original national/subnational institutional arrangements that have inspired these models are themselves facing difficulties in the face of globalization (Streeck 2009).
Although it is usually the case that current institutional arrangements and/or market-based voluntary initiatives have not sufficed to reconcile the diverse interests and overcome the collective action problems inherent in global supply chains, this book shows that under certain circumstances, and when combined with novel forms of public regulation, private voluntary programs aimed at promoting labor standards can work.
The Argument in Brief
I argue that private initiatives aimed at improving labor standards in global supply chains can succeed when global buyers and their suppliers establish long-term, mutually beneficial relations and when various public (authoritative rule-making) institutions help to both support these mutually beneficial buyer–supplier relations and resolve a set of collective action problems that private actors cannot overcome on their own. As such, private voluntary regulation can best succeed when “layered” on and interacting with public (state) regulation.12
If properly designed, private efforts aimed at promoting global labor standards can succeed by tapping into and shaping the self-interest of global buyers and their suppliers.13 However, the benefits generated by these private initiatives do not merely revolve around brand image or positive stakeholder relations. Instead, I argue that under certain conditions (long-term relations, frequent interactions, and mutually beneficial economic arrangements between buyers and suppliers), private voluntary initiatives can work in ways that both tap into and align the interests and incentives of private firms (by reducing information and transaction costs, developing new capabilities, promoting process and product innovations that enhance the competitiveness of both buyers and suppliers) while also generating positive results for workers through new work and production processes that improve wages, reduce excessive work hours, and empower operators on the shop floor.14
In his study of buyer–supplier relations in the United States, Germany, and Japan, Gary Herrigel (2010) describes a system in which buyers and suppliers learn from one another, experiment together, and distribute the risks and rewards of doing business together. He shows how these patterns of buyer–supplier relations were not culturally or even institutionally determined but rather politically constructed over many years of struggle and compromise among these supply chain actors. In subsequent chapters, I document how several global buyers were able to establish similar collaborative and labor standards-enhancing relations with some (but by no means all) of their suppliers when these relations were based upon mutual gains, joint learning, and long-term commitments. Like most global buyers, these companies engaged their suppliers in various compliance and capability-building programs. But these more collaborative relations were not based solely on policing/deterrence or even capability-building/technical assistance – although both of these elements existed in these particular buyer–supplier relationships – but rather on the mutual recognition that each party had to gain from the collaboration. These more collaborative buyer–supplier relations were based on a fundamental understanding that both the risks and the rewards of doing business together would be distributed more or less fairly between the parties; the gains would not be captured nor the losses borne by one or the other party alone. It was this recognition and the positive spillovers it generated that created the real incentives for private firms to engage in the most effective private voluntary initiatives analyzed in this book.
Although clearly beneficial to both global buyers and their suppliers, these more collaborative arrangements are rare within the supply chains studied in this book. Moreover, because of the conflicting pressures facing both buyers and suppliers, where these mutually beneficial arrangements do exist, they remain unstable in the sense that each actor has a strong incentive to cheat or renege on whatever commitments underlie these collaborations. Even in the most successful of these collaborations, moreover, some labor standards (e.g., the right to associate freely into unions and bargain collectively) are not part of the understanding, but remain outside the pale. In other words, these “enabling rights” do not arise naturally from even these enlightened buyer–supplier relations. The only way these rights can be brought to life is when they are required by law. For this, the state needs to be brought into the realm of private governance negotiations. As a result, we need to bring in the state and embed these private initiatives within a system of authoritative rule making and new forms of regulation that can enable them to promote labor standards consistently and sustainably within global supply chains.
Earlier, I described the decline in the capacity of national governments, especially in the developing economies, to regulate labor standards as a consequence of competition for FDI. Recent research shows, however, that national governments – even in poor countries with few natural resources – have far more ability to impose their will on foreign investors than we have previously believed (see, for example, Wellhausen 2012). As a number of recent studies have shown, even when eager to attract foreign investment and constrained by global competition, national governments have underutilized capacity to protect worker rights and resolve some collective action problems among firms (Amengual 2011; Coslovsky 2011; Pires 2011). Because most private voluntary initiatives promoting labor standards in global supply chains simply require participating firms to adhere to local laws, having strong national labor, environmental, and health and safety laws is crucial to the success of these programs. And because monitoring for compliance with these laws is costly, with suppliers having limited incentives to fully enforce them and NGOs having limited capacity to do so, only national governments have sufficient power and legitimacy to enforce their own laws. Moreover, in the global supply settings analyzed in this book, in which different buyers and suppliers have real incentives to circumvent any regulations that increase their costs, national governments are best positioned to prevent defections by individual firms and ensuring that all producers within the same national or regional economy adhere to common standards. Yet, how does one promote this type of government intervention/pubic regulation in a world of global supply chains?
Building on recent research on “experimentalist governance” (Sabel and Zeitlin 2012) and “responsive regulation” (Braithwaite 2006; Graham and Woods 2006), I argue that government, even in most developing countries, can play a positive role in promoting collaborative buyer–supplier relations and resolving collective action problems among different global buyers as well as between these buyers and their multiple suppliers. In explaining the features of experimentalist governance, Sabel and Zeitlin (2012) describe a multilevel process in which government agencies, in collaboration with the private actors they regulate, engage in a process in which broad goals and metrics are developed and implemented in ways that promote responsiveness to variation in local circumstances, learning and the diffusion of best practices across different private and public actors, and ever-increasing compliance with government regulations. As a result of this framework, European governments have been able to promote enhanced environmental standards both within the EU and among developing countries supplying forestry products to Europe. Potoski and Prakash (2004) describe a similar process within the United States, in which innovative state-level policies (i.e., lenient penalties in exchange for transparency and self-disclosure of problems) have encouraged private firms to enhance their compliance with environmental regulations. These innovations are not limited to the United States and Europe but have also emerged in several developing countries, including Argentina (Amengual 2011), Brazil (Coslovsky 2011; Pires 2011), Cambodia (Polaski 2006), and India (Tewari and Pillali 2005). In each of these cases, using different mechanisms and targeting different actors, national governments were able to promote labor and environmental standards by reconciling the competing interests of, and resolving collective action problems among, private firms that were violating these standards. In all cases, this process involved not traditional command and control (deterrence) government regulation but rather a mix of carrots (in the form of capability building/technical assistance programs) and sticks (in the form of threatening sanctions and closing off “low-road” options for domestic firms). Although this book does not explicitly analyze cases of innovative public regulation, it does show that government institutions and laws are key to the success of private initiatives seeking to improve labor standards in global supply chains.
The book develops this argument by analyzing various compliance and “beyond compliance” initiatives promoted by several global brands alone or in collaboration with other firms, NGOs, and even international organizations like the ILO. Each chapter shows both the possibilities and limitations of these private voluntary programs. At the same time, throughout the book, I seek to document cases, often simply fragments of evidence, of what I see as a new approach to labor regulation in global supply chains. Chapter 2 analyzes efforts by private firms and at times entire industries to enforce labor standards in global supply chains through private compliance programs. After reviewing the various debates and controversies surrounding these programs, Chapter 2 analyzes the specific programs of two major global corporations – ABC15 and Hewlett-Packard – both seen as leaders in corporate social responsibility and pioneers in developing corporate codes of conduct and private monitoring schemes. Chapter 3 explores these issues in greater detail through a case study of Nike, the world's largest athletic footwear and apparel company. Given the central and highly controversial place Nike occupies in debates over globalization and labor standards, it serves in many ways as a nice contrast to the HP and ABC as well as a “crucial case” through which to explore the effect of private compliance initiatives on labor standards in global supply chains.
Together, these two chapters show the results of years of efforts by each of these companies at developing ever more comprehensive monitoring tools, hiring growing numbers of internal compliance specialists, conducting hundreds of factory audits, and working with external consultants and NGOs. Working conditions and labor rights have improved somewhat among some of their suppliers but have stagnated or even deteriorated in many other supplier factories. After more than a decade of concerted efforts by global brands and labor rights NGOs alike, private compliance programs appear largely unable to deliver on their promise of sustained improvements in labor standards in the new centers of global production. Compliance efforts have delivered some improvements in working conditions, as the data presented in these two chapters illustrate. The point is that these improvements seem to have hit a ceiling: basic improvements have been achieved in some areas (e.g., health and safety) but not in others (e.g., freedom of association, excessive working hours). Moreover, these improvements appear to be unstable in the sense that many factories cycle in and out of compliance over time.
Chapter 4 examines the capability-building efforts of several global corporations, labor-rights NGOs, and the ILO. As the shortcomings of private compliance programs became increasingly apparent, these actors began to promote an alternative (but still private, nongovernmental) approach to combating poor labor standards in global supply chains, built around the concept of capability building. Chapter 4 analyzes an array of capability-building initiatives across multiple industries (apparel, electronics, metalworking) and in different countries (Honduras, the Dominican Republic, Vietnam, India, and China). Notwithstanding significant improvements over traditional compliance programs, Chapter 4 shows how many (but not all) capability-building initiatives suffer from their own shortcomings, especially their inability to address certain distributive issues and overcome various political hurdles necessary to achieve labor rights enforcement. Although capability-building programs generated marked improvements for participating factories in terms of increased productivity and quality, and also for most workers, in terms of improved health and safety conditions and in some cases, greater autonomy and empowerment on the shop floor, these same initiatives – precisely because of their technocratic approach – eschewed more difficult, distributive issues (e.g., living wages) and the enforcement of “enabling rights” so that workers could organize to demand higher wages and better working conditions.
Chapter 5 explores in greater detail why capability-building initiatives produce such mixed results through a structured comparison of two apparel suppliers, both located in Mexico and both producing more or less the same products for the same brand (Nike). Notwithstanding the many similarities of these two factories, working conditions at these two plants are quite different. In one plant, workers are empowered and work collaboratively with management on production targets as well as workplace conditions. At the other factory, workers are disenfranchised and working conditions are harsh. Through a detailed case study of these two “matched” factories, Chapter 5 documents how the particular approach to capability building implemented at these two plants had significant (and very different) consequences for the workers they employed.
Chapter 6 describes why poor working conditions, precarious employment practices, low wages, excessive work hours, and weak labor rights persist in global supply chains by looking beyond the suppliers’ factories and more broadly at the “upstream” business practices of large retailers and global brands and their “downstream” effects on suppliers and their workers. Chapter 6 tracks how global brands have responded to a business environment characterized by dynamic consumer demand, shorter product life cycles, and concentrated retail channels by reorganizing their supply chains to optimize efficiencies and minimize financial and reputational risks. Although these techniques have allowed major retail chains and global brands to offer a broader selection of products, introduce new products in a more timely fashion, and reduce inventory of poor-selling items, these same practices create various labor problems (e.g., excessive work hours, low wages, exploitation of migrant (contract workers) at supplier factories. Chapter 6 argues that while better-designed private compliance systems and more capacious capability-building programs would certainly help improve labor standards in global supply chain factories, they could not, in and of themselves, adequately tackle these persistent workplace problems because the root cause of many of these labor issues lies in the structure of relations among large retailers, global brands, lead suppliers, and their factories.
In response to both the limitations of these private voluntary programs, and growing demands for more effective state enforcement of already existing labor and employment laws designed to protect workers employed in the factories and farms supplying global buyers, a number of new or reformed public regulatory initiatives aimed at promoting greater compliance with labor laws, health and safety standards, and the ability of workers to freely organize themselves into independent unions have been launched in recent years. Chapter 7 examines some of these efforts by national governments to enforce their domestic laws and assesses their effectiveness. The analysis presented in this chapter suggests that although the revival of labor inspection and the promotion of innovative regulatory initiatives in an array of different countries have certainly helped improve working conditions and labor rights in these countries, these efforts also suffer various limitations – limitations in their organizational capacities and ability to adequately inspect, let alone redress, violations in all workplaces under their jurisdiction. These organizational limitations might be overcome through complementary interactions with private voluntary initiatives. Chapter 7 illustrates the potential of this complementary private-public regulatory approach through a case study of labor conditions among contract workers in the electronics industry. The concluding chapter steps back from the research and ponders how to stitch together and scale up the fragments of labor-friendly practices and more collaborative buyer–supplier relations documented in this book. I argue that a new form of labor regulation is possible and can be constructed through a sequential process that blends private interests and public intervention.
This book is based on five years of research conducted between 2005 and 2010. More than 700 interviews were conducted with factory directors, workers, NGO representatives, government officials, and union leaders in Bangladesh, Brazil, China, the Czech Republic, the Dominican Republic, Honduras, India, Malaysia, Mexico, Thailand, Turkey, Singapore, the United States, and Vietnam. Compliance, operations, and purchasing managers from several global brands were interviewed in both the companies’ regional offices and at their respective company headquarters. In addition, my graduate students and I visited more than 120 supply chain factories in all of these countries, providing us with firsthand data on working conditions. Access to these factories was facilitated in most cases by the global brands, although the ILO helped us gain access to some factories in Vietnam and India. However, to guarantee that the students and I were visiting a representative sample of supply chain factories, I randomly selected which factories we would visit from the full list of active suppliers working with each of the global brands analyzed in this book. In some of these factories, we also observed compliance audits, thus giving us insight into the auditing and monitoring process. This qualitative research was complemented by quantitative analyses of the internal audit reports of each of the major global corporations analyzed in this book. Thousands of individual factory audit reports were collected, analyzed, and coded to identify general patterns of compliance as well as changes in compliance outcomes across the various supply chains studied in this book. This original data set, coupled with unprecedented access to the factories supplying several major brands, created a unique opportunity to assess current labor conditions and labor rights within today's global supply chains, as well as to assess the possibilities for improving these conditions and enhancing the rights for the millions of workers employed in these factories.
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2 The Promise and Perils of Private Compliance Programs
This chapter analyzes efforts by private firms – and at times, entire industries – to enforce labor standards in global supply chains through corporate self-regulation. In the wake of several well-publicized scandals involving child labor, hazardous working conditions, excessive working hours, and poor wages in the factories that supply major global brands, numerous multinational corporations developed their own “codes of conduct”1 and “monitoring” schemes aimed at promoting “compliance” with these codes. In fact, given the limited ability (perhaps even willingness) of many developing country governments to enforce their own laws,2 private compliance is currently the principal way both labor rights nongovernmental organizations (NGOs) and global corporations address poor working conditions in global supply chain factories. The underlying assumption of this model of “private voluntary regulation” is that information collected through factory audits will be used both by labor rights NGOs and consumer groups to exert pressure on global brands to reform their sourcing practices as well as by the brands themselves, who rely on this information to police and pressure their suppliers into improving standards in their factories. Should the factories fail to remedy various workplace problems, brands are expected to switch their orders to supposedly more “ethical” producers.
Given their widespread use, we might expect these private compliance programs to be highly effective, but do these initiatives actually lead to better working conditions and enforced labor rights in global supply chains? If so, under what conditions? This chapter addresses these questions by first reviewing the various debates and controversies surrounding private compliance programs, then assessing the underlying assumptions and key features of this model of corporate self-regulation, and finally illustrating how these programs work in practice by analyzing the compliance efforts of two major global corporations – ABC3 and Hewlett-Packard – both seen as leaders in corporate social responsibility and pioneers in developing corporate codes of conduct and private monitoring schemes. The following chapter then examines private compliance in greater detail through a case study of Nike, the world's leading athletic footwear brand and a major player in the debates surrounding corporate efforts to regulate labor standards in global supply chains.
Private Compliance: A Review of the Literature
Codes of conduct and efforts aimed at monitoring compliance with these codes have a long history. Whereas initially these efforts focused primarily on corporate compliance with national regulations overseeing various business practices (i.e., preventing corruption), over time, monitoring efforts have become increasingly directed at compliance with private, voluntary codes of conduct, especially as they apply to labor, health and safety, and environmental standards.4
Critics of private compliance programs argue that they displace more thorough government and union intervention and are designed not to protect labor rights or improve working conditions but rather to limit the legal liability of global brands and prevent damage to their reputations.5 Others, however, argue that private voluntary self-regulation is not an attempt to undermine the state but rather an appropriately flexible response to the reality of global production networks and the low capacity of developing country states to fully enforce labor laws and regulations (Ruggie 2003; Nadvi & Wältring 2004; Vogel 2008). According to this second group, under certain conditions, the compliance efforts of brands, multistakeholder initiatives, and NGOs can work to strengthen government enforcement of national laws, particularly when states lack the capacity or the resources to carry out systematic factory inspections (Fung et al. 2001; O’Rourke 2003; Bartley 2005; Rodriguez-Garavito 2005).
A second debate over private compliance programs focuses on whether those conducting the audits can be trusted to make accurate and honest assessments of factory conditions and transparently report their findings. Critics identify a number of important conflicts of interest that exist among the key actors involved in the monitoring process (Esbenshade 2004; National Research Council 2004; Pruett 2005; Rodriguez-Garavito 2005). Given that brands and their suppliers may have an interest in hiding labor violations rather than reporting them, how trustworthy are these internal audits? Might not the moral hazard for these interested parties be too great? Nor does auditing by “third party” organizations escape observers’ skeptical regard. If the third parties are NGOs, how competent are they in assessing certain technical issues (for example, air quality)? If, instead, these third-party auditors are private monitoring firms, how forthcoming will they be, given that they most likely hope to please their clients (the brands and their suppliers who pay for these services) and generate future business? In response to these criticisms, various procedures and policies were established to promote greater transparency and oversight by “independent” organizations. Increasingly, external auditors, ranging from for-profit social auditing companies to local NGOs, are being certified by multistakeholder initiatives (MSIs) like the Fair Labor Association (FLA) and the Fair Wear Foundation. These institutional mechanisms are meant to bolster the creditability of monitors. Still, some observers (for example, the Worker Rights Consortium) argue that monitoring must be completely independent of brands and suppliers to be truly effective.
A third debate concerns the growing number and diversity of codes of conduct and auditing protocols as well as the uneven quality6 of the audits being performed. A 2003 World Bank study estimated that more than 1,000 corporate codes of conduct existed in that year (Smith & Feldman 2003:2). More recent estimates are difficult to find, but the numbers of firms with their own Code of Conduct must certainly have grown.7 The diversity of codes and monitoring schemes being applied to global suppliers is well documented (Brown 2005; Jenkins 2001; O’Rourke 2003). Underlying these different codes and implementation systems are very different principles and goals. Whereas some codes emphasize freedom of association and anti-discrimination policies, others instead focus on “living” (as opposed to minimum) wages, excessive working hours, and health and safety issues. Some codes are monitored by internal, company staff, while others are audited by third-party, external consultants or NGOs. Many suppliers have to implement multiple codes of conduct, which causes redundancies and confusion. Some factories complain of “monitoring fatigue,” given that they are monitored multiple times a year on behalf of each of the global brands they work for. In addition, suppliers complain of being placed in “compliance limbo” between different and conflicting code requirements.
In short, private compliance programs vary tremendously in terms of the issues being investigated (wages, work hours, working conditions, child labor, freedom of association, health and safety issues, sexual harassment, and so on), methodology employed to collect information (for example, interviews – with or without workers, on-site or away from the factory – documents, observations), length of time spent conducting the audit, level of skill or expe rience or independence of the monitors, and methods of reporting the information collected (Jenkins 2001; O’Rourke 2003). Given this marked diversity in the design and implementation of private compliance programs, the room for controversy over whether these programs are accurate, thorough, let alone effective is enormous.
Yet regardless of the specific points raised or the positions being defended in these debates, almost all the participants share a set of common assumptions about how compliance in global supply chains should or could work. In other words, the various arguments over codes of conduct and private monitoring programs are all framed in the same way,8 and it is this frame, these shared assumptions, that need to be analyzed in order to assess whether or not private compliance efforts can, in fact, drive improvements in working conditions in today's globally dispersed world of production.
Key Features and Underlying Assumptions of Private Compliance Programs
The traditional compliance model derives its assumptions from three distinct (but related) literatures regarding the governance of global supply chains (sometimes referred to as commodity or value chains), the role of auditing/monitoring in promoting corporate accountability, and alternative models of regulatory enforcement. Because the key insights of each of these literatures have combined to form the theoretical underpinnings of the private compliance model, it is crucial to examine their core assumptions to better understand both the model's promise and its limitations.
The prevalence of asymmetric power relations between global buyers and their geographically dispersed suppliers is a central assumption of the private compliance model. Derived from the work of Gary Gereffi and his various collaborators on global commodity/supply/value chains,9 this assumption holds that the economic leverage that global brands exercise over their suppliers translates into their ability to enforce compliance with codes of conduct. In its original formulation, the global commodity chain literature describes the geographic dispersion of production networks and the role key actors like global buyers and vertically integrated transnational manufacturers play in the governance of these networks. In “buyer-driven” value chains, global brands maintain their authority over their suppliers by controlling key (high-value-added) functions like product development, design, marketing, and brand management while outsourcing to their suppliers only low-value added, labor-intensive manu-facturing activities. As such, they not only impose strict conditions regarding cost, quality, and delivery times but also determine whether and to what extent their suppliers (and often the developing countries in which they are located) can upgrade their productive capacities and thereby improve their standing in the international division of labor. Although much of the literature on industrial upgrading focuses primarily on the establishment of product and process standards, this analysis has been extended to include environmental and labor standards.10 The logic of this argument is as follows: if all-powerful global brands are willing and able to dictate commercial terms and product standards on their “weak” and/or “dependent” suppliers, they must also be capable of forcing these same suppliers to comply with codes of conduct and labor standards, assuming they have genuine interest in doing so.
A related literature on transnational activist networks (sometimes referred to as “global civil society”) shares these same assumptions. It is precisely because global brands are so powerful and visible to the public that they have become targets for transnational activist groups and other NGOs. The Achilles heel of these powerful global corporations is their reputation (brand value).11 Thus, transnational activist groups employ consumer boycotts and other “campaigns” to force global corporations to adopt “voluntary” codes of conduct and impose various “independent” monitoring systems on their suppliers.12 This activist strategy relies on information generated from factory audits, which they employ to “name and shame” companies that mistreat “their” employees (i.e., the employees of their suppliers) and to mobilize other activists and the media.
Without external monitoring, claims of corporate social responsibility may simply be a new marketing ploy. In order for consumers to be able to hold companies accountable they need accurate information, provided by independent monitors, who are not simply working on behalf of the companies themselves.13
The importance and quality of information derived from factory audits (preferably independent, third-party audits) constitutes the second key assumption underlying the private compliance model. Information collected through factory audits is central to this model because it is used by both labor rights NGOs and consumer groups to exert pressure on global brands to reform their sourcing practices and by the brands themselves to police and pressure their suppliers to improve standards within their factories. According to Elliott and Freeman,14 there exists a “market for standards” in which informed consumers respond with their wallets to activist demands that global brands take responsibility for labor conditions in supplier factories. These purchasing decisions will induce global brands to adopt codes of conduct and exercise their leverage over their suppliers to enforce compliance with these codes. According to this line of argument, accurate information about factory working conditions obtained through audits and various verification mechanisms is the best way to create a “credible commitment” for global buyers, guaranteeing that they enforce their own codes of conduct.
It is precisely because audit-generated information plays such a pivotal role in the traditional compliance model that so much of the debate has focused on various proposals aimed at ensuring its quality, reliability, and transparency. In some proposals, information obtained through monitoring is shared within global firms – between compliance officers and other, more business-focused (e.g., purchasing, operations, product) managers – to encourage suppliers to improve the quality and efficiency of their production systems. According to this argument, exchange of information inspires learning, which in turns generates a virtuous cycle of process, product, and workplace improvements.15 Another proposal suggests that audit information collected by commercial and independent monitors should be exchanged among brands and various multistakeholder groups and would serve as the basis for an externally verified, public ranking system aimed at guiding the decision making of concerned consumers and investors. Transparency combined with the constant threat of customer (and investor) sanctions would induce firms to compete for higher rankings, gradually leading to a “ratcheting up” of labor standards.16 In short, once the proper information system is in place, firm incentives can be structured in a manner that is consistent with consumer preferences. And once this incentive system is operational, global brands will use their superior bargaining power vis-à-vis their suppliers to improve labor standards.
The third assumption, foreshadowed in the earlier discussion on power relations and information, concerns the correct mix of incentives required to induce changes in behavior among key actors in these global production networks. Drawing on economic models of regulatory compliance (sometimes referred to as deterrence theory), this assumption portrays compliance with codes of conduct as the product of a simple calculation by utility maximizing actors.17 The costs of compliance are measured against the probability of being caught out of compliance, the probability of being punished for this “offense,” and the severity of the punishment for failing to comply with the codes. Assuming that the costs of achieving or even remaining in compliance are fixed, whether or not a supplier chooses to actually comply with voluntary codes of conduct will depend on the values of the foregoing three variables (the probability of getting caught, size of the penalty, and cost of compliance). This may explain why so many corporate and NGO compliance programs seek to measure or grade their suppliers’ performance vis-à-vis compliance. In theory at least, well-performing factories will be rewarded with increased or long-term orders (or both), whereas poorly performing plants will suffer the consequences for poor compliance through either a reduction of their orders or even the termination of their business relationship with the global buyers. In sum, the private compliance model is based on a hypothetical self-reinforcing cycle in which high-quality information generated by independent and transparent audits is used by both consumer groups and NGOs to pressure global brands to adopt codes of conducts and by these same all-powerful brands to either reward or punish suppliers for their performance (compliance) with these codes. Figure 2.1 depicts the causal linkages assumed in this model.
Figure 2.1. Traditional model of Code of Conduct/compliance.
Assessed separately (and even in combination), the underlying assumptions of the private compliance model might seem reasonable. But when considered more carefully, it becomes clear that they rest on theoretically misguided and empirically weak underpinnings, which could explain why after more than a decade of concerted efforts by global brands and labor rights NGOs alike, private self-regulation has yet to deliver on its promise of sustained improvements in labor rights and working conditions in today's emergent centers of global production. This is not to say that private regulation has not delivered any improvements in working conditions. As we see in the next chapter, certain improvements have, in fact, taken place under this private self-regulating model. The point, however, is that these improvements seem to have reached a plateau: basic improvements have been achieved in some areas (e.g., health and safety) but not in others (e.g., freedom of association, limits on excess overtime). Moreover, these improvements appear to be unstable in that many factories cycle in and out of “compliance” over time. To understand the limitations of the private compliance model, let me now turn to a critical analysis of its core theoretical and empirical assumptions.
Notwithstanding the commonly held idea that large, powerful “Northern” global brands are riding roughshod over their smaller suppliers based in developing countries, power relations within global supply chains are far from asymmetrical.18 In fact, closer examination of the various levels at which power is assumed to work in the private compliance model (i.e., between global corporations and their suppliers; between compliance officers and the managers of the factories they inspect, and between compliance and other “business” (purchasing, sourcing, product) managers within the same global corporations), reveals much more complex and subtle power relations among the various parties.
In some industries – footwear and electronics, for example – Asian-based suppliers have grown tremendously both in size and sophistication and thus wield a tremendous amount of influence over the global brands they serve.19 These suppliers have developed core competencies in both manufacturing and product design and development, and thus, over time they have developed a more collaborative “partnership” with global buyers. In other sectors (i.e., apparel), we see the opposite phenomenon. For most apparel suppliers, individual global brands constitute a small fraction of their total business (and thus of dedicated factory capacity), and even this is usually for only part of the year – one or two seasons – with no guarantee that orders will be repeated in the future. In this context, it is not at all clear that global buyers have the ability or leverage (let alone the credibility) to pressure these suppliers to raise wages, reduce working hours, or even invest in costly improvements to their production systems in order to improve working conditions. It is an open secret that few brands ever exit factories, even when they are found not to be in compliance with the codes of conduct and that most compliance officers have less influence than their purchasing or sourcing colleagues when deciding whether to place (or continue) an order with a noncompliant factory. Moreover, when brands do leave a factory, they lose any leverage that they once had if the factory finds other, less demanding clients. If the factory does go out of business, this penalizes both the workers and the management, and as a result, many labor rights groups are now pressuring brands to stay with factories and work to remediate problems rather than exiting. All of this challenges the received wisdom that global brands, if only they were willing, are able to “force” their suppliers to comply with their codes of conduct.
Yet even if power relations were as straightforward as the private compliance model assumes, it is not at all clear that global brands and their suppliers would really know what to do to improve working conditions because the root causes of many of these problems are not often identifiable through standard audit processes. The fundamental limitations of audits, in a variety of settings, have already been documented.20 In most workplaces, compliance would require constant vigilance by monitors trained in a variety of fields (i.e., health and safety, human rights, operations management, labor relations, etc.), and the costs (in terms of people, resources, time) of such a system are much too high for most global buyers, let alone their suppliers. But even if such a system could be installed, it is not clear that it would ever fully work. Writing about occupational health and safety regulations in the 1970s, Steven Kelman describes a remarkably familiar scenario:
A number of regulations involve conditions that are frequently changing. Slippery or cluttered floors may be clean today but messy tomorrow. A rope used as a hoist may have been sound when inspected last week but developed a defect this week. . . . These are some of the things that can go wrong when an employer is willing to comply with regulations voluntarily. How much more difficult, then, is achieving compliance where an employer would be unwilling to comply with some enforcement effort.21
In other words, even if one could afford to design and implement a rigorous monitoring system, it is not at all clear that a factory “audit” would be the most appropriate method of collecting, let alone communicating, up-to-date information about factory conditions.22 This might explain why information gathering through factory inspections cannot, in and of itself, bring about the kinds of changes in working conditions, employment relations, and managerial behavior required to improve labor standards in most supply chain plants. This is especially true of many suppliers whose own operations are often impacted by unreliable power grids, late arrivals of key inputs and materials, and even delayed (and changed) orders from their buyers. All of these extra-factory variables can have an impact on working hours and working conditions within the factories, but none would appear in a traditional factory audit, no matter how rigorous it is designed or implemented.
Finally, there now exists an extensive body of literature on regulatory effectiveness (or lack thereof) in an array of arenas that indicates that companies comply with laws, regulations, and standards not simply because these “amoral calculators” have been compelled to do so by the threat of sanctions (deterrence model), but instead because many of them have been assisted and/or educated to comply with regulations and standards by high-performing compliance officers and auditors.23 For example, in their study of regulatory effectiveness in diverse workplaces (i.e., nursing homes, chemical plants, manufacturing establishments, etc.), Bardach and Kagan argue convincingly that more aggressive, rule-based, “legalistic” enforcement practices sometimes discourage rather than encourage responsible behavior among corporations:24
The beneficial effects of legalistic regulation, however, should not blind us to the fact that the unreasonableness and unresponsiveness associated with those regulations can keep the full potential of regulations from ever being realized. From the sum contributions to regulatory effectiveness brought about by threat we must subtract the unnecessary costs and lost opportunities for progress that can result from legalistic narrow mindedness, from its tendency to destroy cooperation, and from its stimulation of legal and political resistance.25
Although the deterrence approach led to greater enforcement of rules and regulations in some settings, in many others, it generated unintended consequences and unnecessary costs that resulted in less compliance overall.
This literature documents how the “deterrence” approach to compliance has rendered the factory inspection process overly bureaucratic. Auditors arrive with lengthy, detailed checklists aimed at exposing record-keeping lapses and easy-to-detect code violations rather than discovering the sources or root causes of these various workplace problems. Suppliers, in turn, “learn” to be inspected by preparing and sometimes doctoring their records and doing the absolute minimum to remain “within compliance” of the buyers’ codes of conduct. Rather than dedicating the time and resources to redress serious problems, these factory managers engage in a “ritual” of compliance while growing cynical and resentful of it, and sometimes outright resistant to the audit process as a whole.
In sum, more careful examination of the assumptions underlying the private compliance model reveals its serious theoretical and empirical limitations. Power relations among the key actors in the supply chains are far from unidirectional or unambiguous, and thus render simple responses (e.g., comply or else) unrealistic. Given the complex and interdependent nature of relations among the different actors in the supply chain, it is not clear whose behavior (i.e., the brands, the purchasing agents, the auditors, the suppliers, etc.) should be induced to change. Likewise, the incentives underlying this model of private regulation are far from clear and thus provoke mixed, often contradictory behaviors. Suppliers are asked to invest in improved labor and environmental conditions but are pressured to (and rewarded for) producing ever-cheaper goods with shorter lead times. Even when some suppliers do invest in new systems or training programs aimed at improving labor and environmental standards, they are not always rewarded for these investments, since price-sensitive and fashion-conscious buyers may shift next season's orders to less expensive or more responsive suppliers elsewhere. Finally, the information on which this entire system rests is by its very nature incomplete, biased, and often inaccurate and cannot serve as a reliable base for well-informed and reasoned strategies aimed at remediating poor working conditions in the suppliers’ factories.
In short, regardless of how well-financed, well-staffed, committed, or even transparent these private compliance systems are, they will always suffer shortcomings because of the faulty assumptions underlying and shaping their core practices. This explains why global corporations have continued to struggle with various labor issues within their supply chains notwithstanding their significant investment in resources, personnel, and time. Because of their inherent shortcomings, private compliance programs simply cannot tackle these problems in and of themselves. To illustrate these difficulties, the following section presents a series of vignettes from our field research on suppliers producing for different brands, competing in different industries, and located in different countries, but all struggling to improve labor standards and working conditions through private compliance initiatives.
Notes from the Field: How Private Compliance Programs “Work” in Practice
Reliable Information? A Closer Look at the Audit Process
Across the different companies, industries and regions analyzed for this project, my field research consistently observed the enormous difficulties auditors faced as they sought to collect accurate, objective, and comprehensive information about working conditions and labor standards in the factories they inspected. These difficulties did not result solely from the nature of the audit process itself, which as described earlier, is ill-suited at observing, let alone measuring, various components of labor standards, (i.e., unimpeded expression of freedoms and rights), but also to resource constraints and the inadequate training of many of the auditors themselves. These factors combine to make the information generated by the factory audits often inaccurate, biased, and incomplete.
The factory audit is modeled on the financial audit in that it is based on a long checklist of items to be “inspected” and “verified.” That approach privileges documentary records such as pay stubs, birth certificates, and attendance records rather than careful and time-intensive examination of the factory work processes or interviews with workers.26 Most auditors working for (or with) global brands typically spend one or two working days on a factory audit, and more than half of this time is consumed by reviewing documents, while the physical inspection of the factory or interviews with workers (when these take place) may take only a few hours. Thus, the audit is based primarily on factory records, which the auditors themselves claim to be unreliable and often inaccurate. With limited time, auditors cannot verify all factory records, making it difficult to find noncompliance in factories that falsify records. For example, a senior auditor my students and I interviewed explained, “Mandatory overtime, a double set of payrolls, you might find it, you might not find it. Failure to pay the Christmas bonus is not possible to find if you don't find the double set of books, because if you only base it on the official set of payrolls, everything matches perfectly.”
In all the regions that my students and I visited during the course of the fieldwork for this project, auditors cited lack of transparency and poor record keeping as two major problems impeding the accurate collection of information on factory conditions. In China, auditors described the typical interaction with factory management as a “cat and mouse” game in which auditors uncover fabricated documents on wages and overtime hours, and managers promise to come clean and produce real figures but instead only present a new set of fabricated books and develop yet another way to hide violations in follow-up audits. Auditors have become highly skilled at “catching” such hidden violations by developing “tricks,” such as examining the pattern of wrinkles on the identification cards of suspected underaged workers or asking them their Chinese zodiac signs rather than their ages, or checking the “broken needle record” for evidence of unauthorized overtime. Although such tactics attest to the creativity and determination of the auditors, they also reveal how easily the auditors can become engrossed in this “game” spending already scarce time trying to “trap” management and workers in lies, rather than uncovering the root causes of many labor compliance issues.
The lack of transparency and cooperation by factory management is exacerbated by the extremely challenging task of auditing all of the suppliers with sufficient frequency and rigor to accurately assess their compliance to the company's Code of Conduct. Auditors are stretched thin, and given the amount of time that they dedicate to each factory audit, doing a thorough job is nearly impossible. For example, in China, the three auditors employed by ABC, a major global apparel brand, conducted 138 audits in 128 factories in one year, meaning that each auditor visited 3 or 4 factories per week. Because the team leader must also review all audit reports and attend to other administrative work, the brunt of the audits fell on two junior auditors who spent Monday through Thursday visiting factories dispersed throughout the country and Friday in the regional office writing up their reports. To cope with this lack of time, auditors “satisfice” by moving quickly through a factory until they have uncovered a set number of violations. An auditor in Latin America acknowledged that he regularly misses code violations in the factories he inspects and could easily “find more problems with more time” but that after he discovers forty noncompliance items during his visit, he calls it a day and moves on to the next factory. A review of hundreds of audit reports of the different global brands that we studied for this research project revealed that they were filled out neither completely nor consistently across all regions and among all auditors. Whole sections were left blank, violations were undocumented, and corrective action plans varied tremendously. Clearly, the auditors largely decide for themselves what items should receive most of their limited time and attention.
The academic and professional background of most compliance officers further distorts their ability to collect accurate and comprehensive information through the audit process. Most of the auditors that my graduate students and I interviewed were hired for their training and experience in either operations or human resources management.27 As a result, they are more likely to notice and report on blocked aisles, uncharged fire extinguishers, and irregular personnel records rather than worker or union harassment, illegal firings, or failure to pay severance. The pattern of noncompliance items discovered through the audit process at the factories we visited bears out this set of biases, as health and safety and wages and overtime violations were uncovered much more commonly than violations related to freedom of association, worker-management relations, or illegal or improper dismissals.
Flawed Incentives? Whose Behavior Do We Want to Change, Anyway?
Yet even if all of the auditors we interviewed across the various supply chains we studied had been trained in a variety of different disciplines (i.e., human resources management, operations management, health and safety, human rights, etc.), and even if all the audits conducted by compliance staff were accurate and comprehensive, it is not at all clear that this information would succeed in changing factory workplace conditions. Consider how audit information is translated into purchasing decisions: fieldwork at suppliers working for global brands competing in different industries and located in different countries revealed that orders are often in the pipeline well before audits have been scheduled and that these global companies continue to place orders in many factories that have serious compliance issues. This reality does little to create the “right” incentives needed to shift the “calculus of compliance” by raising the cost of code violation above the cost of compliance and motivating steady improvements in factory conditions. While sourcing departments continue to squeeze factories on price, compress lead times, and demand high-quality standards, compliance officers visit the factories and document the problems but do little to change the root causes underlying poor working conditions. One auditor we interviewed reported that “if [the sourcing department] has already sold the sample before I set foot in the factory, I know that we will give them business no matter what.”
Conversely, “good” factories are seldom rewarded by a sourcing strategy that is designed to seek out the cheapest sources of production rather than factories with the best working conditions. An executive at ABC's headquarters made it clear to us that in her division, pulling out of a factory or an entire region can be a matter of twenty cents per garment because the average price amounts to only $6.75.28
In summary, whereas the private compliance model assumes that working conditions in supplier factories can improve through a combination of audits and threats, our field research at the suppliers of several major global brands, competing in different industries and operating across the globe, illustrates the empirical weaknesses of these assumptions. In the private compliance model, accurate information collected through independent auditors informs global brands where to place their orders, and how best to reward (or punish) their suppliers for their compliance with the Code of Conduct. In reality, the information collected through the audits is biased, incomplete, and often inaccurate. As for using incentives to promote compliance, the threat of sanctions in the form of reduced orders for noncompliant suppliers is rarely enforced, and factories that systematically improve their working conditions are not always rewarded (again, in the form of increased orders). Even if this threat were enforced, it could create perverse outcomes by punishing workers along with management and removing any continued incentive for factories to improve working conditions.
To better illustrate the limitations of the private compliance model, we now turn to an examination of the compliance programs of two global corporations – ABC and Hewlett-Packard (HP) – competing in two very different industries (apparel vs. electronics) but both seen as leaders in corporate social responsibility. Given the visibility, reputation, and commitment expressed by both of these companies, we would expect that their compliance programs would be especially effective. In many ways, these two global corporations serve as “most likely” cases29 for effective private compliance programs. However, as the brief case vignettes that follow illustrate, notwithstanding years spent by both corporations developing ever more comprehensive codes, monitoring tools, remediation plans; hiring growing numbers of internal compliance specialists; conducting hundreds of factory audits; and working with external consultants, NGOs, and industry groups, both companies’ own data suggest that working conditions among their suppliers continue to face serious problems.
Private Compliance Efforts at ABC and HP
ABC
ABC is a major global apparel company that produces dress shirts, sportswear, outerwear, and other garments that are marketed under a variety of major brand names and private labels, ranging from low-cost goods to high-end fashion. The company began producing dress shirts as a small family firm in the late nineteenth century and gradually became a global leader by acquiring several well-known brands with their own product lines and retail operations. In response to increased, low-cost, foreign competition, ABC (like most of its competitors) initially shifted its manufacturing activities to lower cost countries in Latin America and Asia and eventually began outsourcing production to independent suppliers. In 2010, ABC's total revenue amounted to $4.6 billion, and the company sourced its products from more than 350 factories in 55 countries in the Americas, Asia, Europe, and Africa.
Like other global corporations, ABC's moves to cut labor costs and offshore production generated financial benefits for the company but also exposed it to the risks associated with sourcing production from low-cost factories with poor working conditions. In the early 1990s, one of ABC's factories in Central America became the target of a major six-year international labor-organizing campaign that brought together US and local labor, religious, and human rights advocacy groups.30 These activists accused the company of paying wages that were below the poverty level and of repressing union-organizing drives through intimidation, bribery, excessive disciplinary actions, and threats of violence. The scandal hit ABC hard, because it cast doubt on the veracity of the company's efforts to promote itself as socially responsible. Along with the Levi-Strauss Company, ABC was in 1991 one of the first global corporations to develop a voluntary Code of Conduct for its suppliers. ABC was also a founding member of the Apparel Industry Partnership, a multistakeholder organization that included NGOs, apparel brands, and unions formed under the Clinton administration to regulate labor conditions in offshore factories.31
During the 1990s, ABC expanded its human rights program, developed an elaborate monitoring system to uncover violations of its code, hired a senior vice president for human rights, and built up its human rights group. This group now includes twenty-one full-time and twelve part-time staff to monitor suppliers for compliance with the company's Code of Conduct. Over time and through various efforts, ABC has established itself among the most socially responsible companies in the industry. Official company policy states that no orders will be placed with supplier factories that have not passed the company's human rights (Code of Conduct) audit. As a member of the FLA, ABC must submit to annual, external, independent audits of its suppliers to verify the robustness of ABC's monitoring, training, and auditing standards. The results of these external audits led to ABC's accreditation by the FLA, which stated: “the Board not only found them to be in compliance [with FLA requirements] but noted an exemplary display of leadership in the spirit of corporate responsibility.” In short, all indications suggest that ABC takes its compliance program seriously, and other groups (e.g., the FLA) have held up ABC's compliance program as one of the best in the industry.32
Notwithstanding the significant public pressure on ABC to improve working conditions in its suppliers’ factories and the efforts and resources ABC has dedicated to promoting compliance with its Code of Conduct, over the course of this research project, in which my students and I examined both ABC's factory audit reports and visited suppliers located in China, India, Bangladesh, the Dominican Republic, and Honduras, we found significant compliance issues among many of ABC's suppliers. For example, we analyzed the results of ABC's own audit data for the 210 factories that ABC reported to the FLA and were actively producing for ABC in May 2006.33 Out of these 210 factories, only 51 (24 percent) were in full compliance with the company's Code of Conduct. Another 53 percent of these suppliers were explicitly “not approved,” and 22 percent were categorized as either “in progress” or “requiring follow-up,” meaning that some combination of “terminal,” “significant,” and/or “minor flaws,” as described by the company's auditing protocol, were found during the audit, and thus, the factory should be placed on hold – not allowed to produce for ABC – until these issues were rectified. In East Asia, 72 percent of the factories actively supplying ABC were technically not approved to produce for the company. In South Asia, 56 percent of the active suppliers had not been approved by the Human Rights audit (see Table 2.1).
Table 2.1. Compliance Status for ABC Active Suppliers as of May 2006
Violations of the code's health and safety, overtime, and work hours, as well as freedom of association provisions, were widespread not only in Asia but also across Latin America, Europe, and the Middle East. In 2009, of the 306 “active” factories supplying ABC, only 70 were “in compliance,” with the remaining 236 requiring some form of follow-up, remediation, or warning. Our field research at ABC's suppliers in both Asia and Latin America revealed that ABC's compliance program faced many of the challenges described earlier in this chapter – incomplete information generated by faulty factory audits, flawed incentives in terms of not always rewarding suppliers that demonstrate improvements in their working conditions while continuing to work with other factories that had persistent problems in terms of wages, working conditions, excess working hours, and so on – and this from a company that is held up as a leader in social responsibility by multistakeholder initiatives like the FLA. Our field research on HP, a high-tech company competing in a completely different market than ABC, also uncovered remarkably similar patterns of noncompliance.
Hewlett-Packard
HP is a leading electronics firm with a globally dispersed supply base and a strong commitment to social and environmental responsibility. In fiscal year 2010, HP shipped in excess of 64 million personal computers and employed approximately 325,000 individuals in 170 countries. It has four operating divisions: Imaging and Printing, Personal Systems Group, Enterprise Business, and Financial Services. During fiscal year 2010, HP operated in more than 170 countries, contracting with approximately 1,000 suppliers in more than 1,200 locations. These suppliers provide product materials and components, in addition to manufacturing and distribution services. Most suppliers for HP are located in developing countries in four main geographical regions: Asia Pacific, Central and Eastern Europe, Greater China, and Latin America.
Established in 1939, HP has been committed to social and environmental issues throughout its history. The “HP Way” refers to a management philosophy that emphasizes integrity, respect for individuals, teamwork, innovation, and contribution to customers and the community (Packard 2006). Although HP has a history of union avoidance at its facilities, it has exhibited a strong and longstanding commitment to social and environmental responsibility.34 Consistent with this culture, HP became an early advocate of global labor standards. For instance, in the late 1990s HP relocated printer-manufacturing activities that were previously based in Vancouver, Washington, to outsourced production locations overseas; as HP engineers supervised this transition, they became aware of the consistently poor working conditions and absence of labor standards within select supply chain partners. During one supplier visit, these engineers took multiple photographs surreptitiously, which they then assembled into an album and distributed internally within the company. In 2002, the company developed its first supplier Code of Conduct in response to both this internal mobilization and to external pressures from NGOs and other civil society groups concerned about labor conditions in the industry. This was the first Code of Conduct in the electronics industry and provided an important foundation for the industry-wide standards that were later established through the Electronics Industry Citizenship Coalition (EICC).
The EICC was established in 2004 when eight leading electronics firms, including HP, sought to improve the working conditions and environmental impacts of their suppliers through the development of an industry-wide Code of Conduct. By 2008, EICC membership had grown to include forty-five firms with a collective 1.2 trillion in revenue, employing 3.4 million workers (EICC 2009a). EICC-affiliated firms require their suppliers (and in some cases, their own facilities) to comply with the EICC code. The first EICC code was developed in 2004, and has since been revised three times, the most recent revision occurring in 2011. Although the code was initially implemented more or less independently by each member of the EICC, firms affiliated with the EICC have made significant progress over time to coordinate their efforts by moving toward a common pool of auditors and sharing audit results in an effort to reduce audit fatigue among suppliers and eliminate conflicting standards, two issues that often hamper private monitoring efforts (O’Rourke 2002; Nadvi and Wältring 2004).
The code is divided into seven sections, the first covers broad Code of Conduct compliance issues and is followed by six more specific sections addressing labor, health, the environment, labor management, environmental health and safety management, and ethics. Audits across suppliers and national settings are based on an evaluation of fifty-three EICC items that are independently assessed for compliance outcomes, and first-time audits usually take two days to complete. Depending on severity, issues may be flagged as a “major violation,” “minor violation,” or “observation.” A major violation (also referred to as “nonconformance”) refers to the inability of a supplier's management system to comply with a core EICC standard. Select major nonconformances can also be denoted as zero-tolerance items. Such issues include the utilization of underage workers, forced labor, health and safety issues posing immediate danger or serious injury, and violation of environmental laws posing serious and immediate harm to the community. Minor violations refer to more isolated concerns such as a temporarily blocked emergency exit or missing safety equipment. Finally, observations are generally a recognition that a superior means of documenting or monitoring a process or procedure may exist. Audit items flagged as observations are not considered a code violation.
As part of this research project, HP shared their internal audit data containing both quantitative compliance data and qualitative evaluations, gleaned from on-site evaluations of 276 globally dispersed suppliers from 2003 through 2009. An analysis of HP's internal audit reports show that most of HP's suppliers have several nonconformances with the code, even after several years of engagement by HP's internal corporate responsibility program. In fact, only seven of HP's almost 300 suppliers were in complete compliance with the EICC code. Moreover, the audits suggest a significant variation in the frequency, magnitude, and type of code violations across geographic regions (see Table 2.2).
Table 2.2. Hewlett-Packard – Fully Compliant Facilities by Region and Issue
Thus, ABC is not the only company that has experienced difficulties in promoting improved working conditions and labor rights among its suppliers through private compliance programs; other major global corporations with different histories and cultures and competing in very different industries have had trouble as well. How can companies as diverse as ABC and HP – both of which have clearly invested significant resources and time in developing their compliance programs – continue to struggle with labor rights violations within their respective supply chains?35 What, if anything, can be done to improve this situation? The next chapter addresses these questions through an in-depth case study of Nike, the world's largest branded athletic footwear and apparel company and a central player in the controversies surrounding labor standards and private compliance programs in global supply chains. Chapter 3 documents Nike's difficulties in promoting improved working conditions and labor standards among its suppliers through its own sophisticated compliance program – difficulties that are remarkably similar to those described in this chapter. Yet, the case study of Nike will also illustrate the conditions under which private compliance programs, when combined with other capability-building initiatives and supported by strong public institutions and laws, can actually drive sustained improvements in employment practices and labor standards among its suppliers.
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3 Does Private Compliance Improve Labor Standards?
What role can corporate codes of conduct and private compliance programs play in improving working conditions in global supply chains? How does this system of private voluntary regulation relate to other strategies and regulatory approaches aimed at enforcing labor standards? This chapter builds on the more general overview presented in Chapter 2 and addresses these questions through a detailed case study of Nike, the world's largest athletic footwear and apparel company. Given the central and highly controversial place Nike occupies in debates over globalization and labor standards, it serves in many ways as a “crucial case” through which to explore the effect of private compliance initiatives on labor standards in global supply chains.1 Using a unique data set based on factory audits of working conditions in more than 900 of Nike's suppliers located across fifty countries, plus field research at Nike suppliers in China, Turkey, Mexico, and the United States, this chapter illustrates both the potential and limitations of this model of private voluntary regulation.
The core empirical analysis presented in this chapter addresses three basic questions. First, how bad (or good) are working conditions at Nike's various suppliers? Second, what determines variation in working conditions among these suppliers? (In other words, what accounts for the greatly differing working conditions across factories producing more or less the same products for the same brand?) We need to understand the baseline working conditions (and the determinants of these conditions) at these factories to assess whether private compliance initiatives have any effect on improvements in labor standards. And third, are working conditions improving over time at these factories, and if so, what role does private compliance play in these improvements? The case study of Nike will shed light on the limits of traditional private compliance programs and also elucidate how under certain conditions – long-term relationships, frequent interactions, and strategic partnerships between global buyers like Nike and their suppliers – these private initiatives can promote significant improvements in labor standards. Moreover, the analysis presented in this chapter shows how strong public institutions and laws support and enhance the effectiveness of these private voluntary programs. The chapter concludes by pondering the broader implications of these findings for efforts aimed at improving working conditions and enforcing labor through private voluntary programs.
Nike and the Athletic Footwear Industry
The athletic footwear industry has experienced explosive growth over the past two decades. In 1985, consumers in the United States alone spent $5 billion and purchased 250 million pairs of shoes (Korzeniewicz 1994). In 2009, they spent more than $17 billion on athletic footwear (National Sporting Goods Association 2010). Although the industry is highly segmented – by different sports, models, and price – the branded shoe market is dominated by a few large companies: Nike and Adidas alone account for almost 60 percent of the global athletic footwear market (Channel News Asia 2008). Since displacing Adidas and Reebok in the 1980s, Nike has become the largest and most important athletic shoe company in the world. Even after the merger between Reebok and Adidas, Nike still controls more than 36 percent of the global athletic footwear market (Channel News Asia 2008).
Founded as Blue Ribbon Sports (BRS) in 1964 by Phil Knight and Bill Bowerman, each of whom invested $500 in the start-up, the company has evolved from an importer and distributor of Japanese specialty running shoes to the world leader in the design, distribution, and marketing of athletic footwear. According to company legend, Nike's business model was developed by Knight while he attended Stanford Business School in the early 1960s. Knight realized that while lower-cost Japanese producers were beginning to take over the US consumer appliance and electronics markets, most leading footwear companies (for example, Reebok and Converse) were still manufacturing their own shoes in higher-cost countries like the United States. By designing and marketing high-performance athletic shoes in the United States but outsourcing production to lower-cost Japanese producers, Knight believed that Blue Ribbon Sports could undersell its competitors and break into this market. As a result, Blue Ribbon Sports began to import high-tech sports shoes from Onitsuka Tiger of Japan. As sales increased to almost $2 million in the early 1970s, BRS parted ways with Onitsuka. The Nike brand was launched in 1972, and the company officially changed its name to Nike, Inc. in 1978.
Nike developed a strong working relationship with two Japanese shoe manufacturers, Nippon Rubber and Nihon-Koyo, but as costs increased in Japan during the 1970s (due to a combination of a tighter labor market, the impact of the first oil crisis on Japan's economy, and a shift in the dollar/yen exchange rate as a result of the so-called Nixon shock),2 Nike began to search for alternative, lower-cost producers. During the same period, Nike opened up its own shoe factories in Maine and New Hampshire, hoping to develop a reliable local source to supply its growing domestic market, but also began to cultivate suppliers in Korea, Thailand, China, and Taiwan. By the mid-1980s, as costs continued to increase in both Japan and the United States and as the Korean and Taiwanese governments created a number of incentives to develop their footwear industries,3 Nike closed its US factories and sourced almost all of its production from Asia. By 1982, 86 percent of Nike's athletic footwear came from Korea and Taiwan.4
Over time, as Korea and Taiwan also began to develop, costs began to rise in these countries as well, and Nike urged its suppliers to relocate their operations to other, lower-cost countries. The company worked with its lead suppliers to open up manufacturing plants in Indonesia, China, and Vietnam. By guaranteeing abundant orders and placing Nike employees at these new factories to help monitor product quality and production processes, Nike was able to help its lead vendors establish an extensive network of footwear factories throughout Southeast Asia. By 2011, Nike's products were manufactured in 930 factories in fifty countries, employing more than one million workers (Nike 2012: 50). Nike itself employs about 38,000 direct employees, the vast majority of which work in the United States (Nike 2012: 8). In 2010, the company made about US$19 billion in revenues, of which $10.3 billion came from footwear sales and $5 billion from apparel (Nike 2010b: 92).
Although it is still primarily known as a footwear company, Nike competes in other, very different sectors. Only 73 of its 930 suppliers are producing shoes, and most of these suppliers are located in Asia. In contrast, Nike apparel products are manufactured in 529 factories distributed throughout the world (Nike 2012: 31). These differences are due both to the rules governing international trade in the two industries and to the underlying nature of these industries: footwear factories are usually large, capital-intensive facilities, whereas garment factories are usually smaller, easy-to-establish, and extremely labor-intensive operations. Whereas footwear quotas were eliminated by the mid- to late 1980s (leading to a consolidation of the industry), until January 2005, the garment trade was very much shaped by quotas (the Multi-Fiber Arrangement). Even today various tariffs and “voluntary” export restrictions between China and both the European Union and the United States have prevented the formation of a truly “free market” in garments.
These industry differences strongly conditioned the kinds of relationships that Nike developed with its various suppliers. For example, in footwear, Nike was able to develop long-term relations with several large Korean and Taiwanese firms. When Nike designers create new footwear designs and styles for upcoming seasons, this information is relayed to some of these partnering suppliers, who, in turn, develop the prototypes. Once these prototypes are approved, these lead suppliers send the product specifications to their various plants throughout Southeast Asia, where production can take place almost immediately. This level of trust and coordination facilitates both production and (presumably) compliance activities for Nike. In apparel, given short product cycles and volatile fashion trends, the situation is completely different. Nike works with numerous suppliers, most of which are also producing apparel in the same factories for other (often, competitor) companies. Because of the tendency of different apparel suppliers to specialize in particular products or market segments, together with the rapidity of shifts in consumer preferences or fashion trends, Nike sometimes enters into very short-term contracts with these companies, and may place limited orders. The result is diminished influence over these suppliers and, in particular, diminished ability to regularly monitor the production processes and working conditions at the suppliers’ factories.
The same strategies that permitted Nike to grow at an impressive rate over the past several decades – taking advantage of global sourcing opportunities to produce lower-cost products and investing these savings in innovative designs and marketing campaigns – have also created serious problems for the company. As early as the 1980s, Nike was criticized for sourcing its products in factories and countries where low wages, poor working conditions, and human rights problems were rampant. Then, over the course of the 1990s, a series of public relations nightmares – involving underpaid workers in Indonesia, child labor in Cambodia and Pakistan, and poor working conditions in China and Vietnam – tarnished Nike's image. As Phil Knight lamented in a May 1998 speech to the National Press Club, “The Nike product has become synonymous with slave wages, forced overtime, and arbitrary abuse.”5
At first, Nike managers took a defensive position when confronted with the various labor, environmental, and occupational health problems found at their suppliers’ plants: workers at these factories were not Nike employees, and thus Nike felt no responsibility toward them. By 1992, this hands-off approach changed as Nike formulated its Code of Conduct, requiring its suppliers to observe some basic labor, environmental, and health and safety standards. (See Appendix 3.1 for the most recent version of Nike's Code of Conduct.) All suppliers – current and potential – are obligated to sign this Code of Conduct and post it within their factories. Over time, Nike adjusted its Code of Conduct as a result of its own experiences with monitoring and its evolving understanding of how best to strengthen its compliance program, and in response to external critics who argued that Nike was not doing enough to address workplace issues among its suppliers. For example, in 1998, Nike increased the minimum age for footwear factory workers to eighteen and for apparel workers to sixteen. It has also insisted that all footwear suppliers adopt US Occupational Safety and Health Administration standards for indoor air quality.
To enforce compliance with its Code of Conduct, Nike conducted numerous training sessions with its suppliers, and by 2005, it assembled a team of ninety compliance staff based in twenty-one countries to monitor these suppliers.6 By 2009, Nike employed 120 people who dedicated a substantial amount of their time on compliance.7 In recent years, Nike has reorganized its compliance program and integrated it with its sustainability group. In addition to these compliance specialists, Nike also employed about 1,000 production specialists working at or with its various global suppliers. All Nike personnel responsible for either production or compliance received training in Nike's Code of Conduct, Labor Practices, and Cross-Cultural Awareness policy, as well as in its Safety, Health, Attitudes of Management, People Investment and Environment (SHAPE) program.8
In addition to the initial, new source approval process that all potential suppliers of Nike must undergo,9 all factories were, until recently, subjected to three different types of audit: a basic environmental, safety and health (SHAPE) audit, a more in-depth management and working conditions audit (M-Audit), and periodic inspections by the Fair Labor Association (FLA). The SHAPE inspection was rolled out in 1997 and was typically performed by Nike's field-based production and sourcing staff. The goal of this audit was to provide a general picture of the factory's compliance with labor, environment, and safety and health standards.
Launched in the summer of 2002, the M-Audit was the most rigorous of Nike's audits and was seen as the core of its compliance program. The M-Audit, always conducted by Nike's in-house compliance specialists, provided in-depth assessment of the labor-management practices and working conditions at the factories. A typical M-Audit took forty-eight hours to complete, was spread out over several days, and was announced beforehand. Each M-Audit reported a numeric score (0–100), where a score of 100 meant that the factory was in full compliance with Nike's Code of Conduct. The M-Audit covered more than eighty items, focused on hiring practices, worker treatment, worker-management communications, and compensation. Each item accounted for a specific weighting with respect to the overall score. As a result of this scoring system, factories with different types of problems or mixes of compliance issues could receive similar overall scores.10
Independent monitoring by the FLA, of which Nike is a member, was also conducted on a sample (5 percent) of Nike suppliers every year. The FLA is a multistakeholder initiative that brings together companies, universities, and NGOs and supervises independent monitors’ unannounced inspections of supplier factories. All FLA reports, with the individual factory identities masked, are made public on the organization's website (www.fairlabor.org).
As part of this research project, Nike provided data from all three of the above audits, as well as from its Compliance Rating program. Most of the data presented in this chapter focuses on the late 1990s through 2005, the period when traditional compliance efforts at Nike and other major corporations were at their heyday. However, several of these programs have evolved over time, and whenever possible, we have updated our analyses with more recent compliance data obtained from Nike. Because of the mixed quality of the SHAPE audits and the limited numbers of the FLA audits, this chapter focuses on data derived from the M-Audits and the Compliance Rating program. In addition, Nike provided access to its sourcing database, which includes descriptive information (age of facility, total number of employees working at the facility, nationality of the owners of the facilities, and so on) for each factory producing goods for the company.
Does Private Compliance Work? A Look at the Data
Using data from Nike's M-Audits and the Compliance Rating program, this section addresses three questions raised in the previous chapter concerning private compliance programs and their impact on workplace conditions in global supply chain factories.11 First, using systematic data collected by Nike's compliance staff, what can we learn about the actual conditions in these factories? Second, if the data reveal variation in working conditions among Nike's suppliers, what accounts for this variation? Why do factories producing more or less the same goods for the same brand treat their workers so differently? And third, are working conditions improving over time in these factories? Given Nike's large investments in its various compliance efforts since the late 1990s, how successful have these remediation efforts been?
How Good or Bad Are Working Conditions?
To begin to address the question of what actual working12 conditions are like, we first turn to some descriptive data on Nike's supply base, derived from the M-Audit database. As described earlier, each M-Audit reports a numeric score (0–100) that represents a percentage against a perfect compliance score. A score of 100 indicates that the individual factory is in full compliance with Nike's Code of Conduct. Table 3.1 presents the mean scores and standard deviations for all factories (575) that underwent M-Audits in Nike's three major lines of business (footwear, apparel, and equipment) between 2002 and 2005. Because this program was launched in the summer of 2002 and because audits are time-consuming, not all Nike suppliers had undergone an M-Audit at the time the company shared its data. The data presented here indicate that the performance of Nike's suppliers, although not perfect (a score of 100), was also not horrible (a score of 0). This suggests that although not all Nike suppliers are perfect workplaces, neither are most of them “sweatshops.”
Table 3.1. Summary Statistics of M-Audit Scores, 2002–2005
Mean | SD | Number of Observations | |
---|---|---|---|
Apparel | 0.66 | 0.15 | 357 |
(.008) | |||
Footwear | 0.68 | 0.17 | 64 |
(.02) | |||
Equipment | 0.64 | 0.16 | 109 |
(.015) | |||
Total | 0.65 | 0.16 | 575 12 |
(.007) |
F(2,572) = 1.35 Prob > F = 0.26.
Bartlett's test for equal variances: χ2(2) = 3.3183 Prob > χ2 = 0.190.
Note: Standard errors are in parentheses.
In fact, as illustrated in Figure 3.1, there was considerable variation in performance on the M-Audit across Nike's supply base. Factories’ scores ranged from 20 percent to a near-perfect (90 percent) score. Figure 3.2 reveals that this pattern of variation cuts across the major product lines of Nike.
Figure 3.1. Distribution of M-Audit scores, 2002–5.
Figure 3.2. First M-Audit score by product type.
In other words, regardless of what the factory was producing, whether garments or footwear or even some types of sports equipment, compliance scores varied from near-perfect compliance to very poor performance.
Noncompliance among Nike suppliers persists through many years of auditing. More recent compliance rating data, which uses letter grades as opposed to numerical scores to measure factory compliance, shows that over the 2009–12 period the proportion of A-grade facilities has fallen over time, with most facilities clustering around grades of B and C.13 In short, after a decade of auditing, many problems remain in Nike's supply chain.
When analyzing these data along geographic lines to see how factory performance on the M-Audit may have been shaped by the region in which the factories are located, we found more pronounced variation. Factories located in the Americas and the Europe/Middle East/Africa (EMEA) region almost always performed above 50 percent on the M-Audit and often closer to 100 percent. However, in the North Asian (which includes China and Vietnam) and South Asian (which includes Indonesia and India) regions, the M-Audit scores were much more dispersed.14 Figure 3.4 illustrate this regional variation for the period 2002–5.
Figure 3.3. Compliance score distributions by year, 2009–12.
Figure 3.4. First M-Audit score by region (2002–5).
Thus, we observe that working conditions at Nike's suppliers (as expressed through their compliance scores) exhibited a large degree of variation across factories in the world. These regional patterns in compliance have also persisted over time. Compliance data from 2011 shows higher compliance in the
Americas and EMEA. Asian facilities continue to lag behind, with mean compliance scores closer to C than B.
Figure 3.5. Compliance score distributions by region, 2011.
In short, based on an analysis of Nike's own factory audit data of more than 900 factories located in fifty countries for the years 2002–12, we see that some of their suppliers’ factories are in or close to full compliance with the company's Code of Conduct, while others suffer from endemic problems including low wages, unsafe working conditions, excessive work hours, harassment, and so on. Even within regions – within individual countries, in fact – labor standards, as captured by both the earlier M-Audit scores and later compliance grades, varied tremendously. How do we explain this variation? In other words, why did factories that made more or less the same products for the same brand treat their workers so differently?
Explaining the Variation in M-Audit Scores
To explain variation in working conditions and labor standards indicated by the M-Audit scores, we employed a two-step model. To isolate actual workplace conditions (as measured by the compliance score) from the potential impact of the monitoring process, we first examined the variation of the initial M-Audit15 scores across factories, using an ordinary least squares model. In this model, we considered two principal groups of independent variables: factory characteristics and the supplier factory's relationship with Nike.
Factory characteristics. The literature on private compliance suggests that a variety of factors – ownership, size of plant, and the type, complexity, and price of the product being manufactured – may all affect labor conditions in the factories. Some have speculated that factories owned and managed by foreigners treat their workers worse (for a variety of linguistic and cultural reasons) than do factories whose owners and managers share the workers’ nationality.16 Others have claimed that larger, more bureaucratic, “modern” factories, are in a better position to treat their workers well than smaller, less formally managed plants, because they can introduce modern management and personnel systems (Moran 2002:16). Finally, much has been written about the importance of skill and tacit knowledge in the production of differentiated, high-value added products. From this, we speculate that perhaps factories producing more complex (and expensive) products, which require more skilled labor, will treat their workers as valuable assets (Piore and Sabel 1984; Kochan et al. 1986). We investigated whether factory ownership (foreign-owned as opposed to domestic-owned), factory size, and product type (footwear, apparel, or equipment) may all affect compliance.
Relationship with Nike. The second major dimension we investigated was the relationship between the supplier factory and Nike. Frenkel and Scott (2002) have argued that brands develop two distinct types of compliance relationships with their suppliers: a hands-on, cooperative relationship with some suppliers, and an arms-length, more distrustful “compliance” relationship with others. These differences, according to Frenkel and Scott, can shape not only the style but also the substance of compliance programs within the factories. Gereffi, Humphrey, and Sturgeon (2005) have described different relations of power between suppliers and global buyers in different types of global value chains. When transactions take place through competitive markets or suppliers depend on a few customers, buyers have more power over their suppliers and thus can dictate the terms of the contracts. On the other hand, when suppliers have unique capabilities that cannot be easily transferred to competitors, they retain some power with respect to their buyers. Applying this framework to private monitoring schemes, we would expect higher levels of compliance among suppliers that are more dependent on Nike for their business or produce more commoditized goods. Conversely, if suppliers possess unique skills or produce specialized products that cannot be easily found in the market, we would expect that they have more power to resist Nike's compliance pressures. To evaluate whether these patterns exist, we investigated both the length of time Nike has been contracting with the supplier (on the assumption that the longer the business relationship, the greater the “trust” between Nike and the individual supplier) and whether the supplier was designated by Nike as a strategic partner. Strategic partners for Nike either possess unique capabilities and are involved in collaborative design and product development processes (in footwear) or are permitted to source their own materials and are seen as long-term partners (in apparel). Mixed labor compliance among strategic partners might be expected, because some of them have more power to resist Nike's demands for low-cost, high-quality products made under sweat-free conditions.17
To further assess the relationship between Nike and its suppliers, we investigated the amount of capacity the factory dedicates to Nike (as opposed to other brands) and the number of visits Nike personnel (compliance and production) make to the factories in any one year. We hypothesized that if a factory dedicates more capacity to Nike, it would be more vulnerable to Nike's demands, and thus its labor compliance (M-Audit) score should be higher. In addition, given the importance information collected through audits plays in the private compliance model and that some scholars have reported that increased frequency of labor inspections led to improved workplace conditions and code compliance (Esbenshade 2004, Chapter 3), we hypothesized that the more frequently a factory was audited, the better its record of compliance (as expressed by a higher M-Audit score).
Country and Industry Effects
Earlier, we saw tremendous variation in M-Audit scores by region. To seek to understand what might be driving this pattern, we investigate the “country effect” on compliance scores by employing the Rule of Law Index from the World Bank's World Wide Governance Indicators18 as a proxy for a country's legal and regulatory environment. The Rule of Law Index19 measures the extent to which agents have confidence in and abide by the rules of a given country (Kaufmann et al. 2004). The measures include perceptions of crime incidence, the effectiveness and predictability of the judiciary, and the enforceability of contracts. The index is measured in units ranging from −2.5 to 2.5, where higher values correspond to better governance outcomes. To control for the industry effect, we first looked at all Nike suppliers and then inserted industry dummy variables for footwear, apparel, and equipment. We also looked at within-industry variation. Table 3.2 presents the summary statistics of these different independent variables.
Table 3.2. Summary Statistics of Selected Independent Variables
Mean | SD | |
---|---|---|
Total number of employees | 1095 | 1952 |
Ownership (1 = foreign, 0 = local) | 0.37 | 0.48 |
Strategic partner (1 = yes, 0 = no) | 0.19 | 0.39 |
Number of SHAPE visits | 5.52 | 4.49 |
Months with Nike | 60.4 | 58.0 |
Percentage for Nike | 47.3% | 33.6% |
Apparel | 0.67 | 0.47 |
Footwear | 0.12 | 0.33 |
Equipment | 0.21 | 0.40 |
Index of rule of law of factory country | 0.11 | 0.74 |
The different variables were combined in the following OLS model: (1.1)
M-Audit = a0 + a1 Log total employees + a2.(ownership)
a3.(number of visits by Nike) + a4.(strategic partnership)
a5.(duration of relationship with Nike) + a6.(percentage for Nike) + a7.(rule of law) + a8.(apparel) + a9.(footwear) + ¡.
Using OLS regressions, we next sought to determine whether composite M-Audit scores are correlated with dimensions of factory characteristics and/or with the closeness of the relationship between the supplier and Nike. Consistent with the conceptual model, we focused on the initial M-Audit scores of the individual factories. The results are reported in Table 3.3. We also examined the relationship between individual components of the M-Audit (such as wages and work hours) and different dimensions of factory characteristics and different levels of the relationship with Nike, and found consistent results. These are reported in Appendix 3.5.
Table 3.3. Ordinary Least Squares models of M-Audit Scores, 2002–4
EMEA = Europe/Middle East/Africa. Significance levels:
† p < .1,
* p < .05,
** p < .01,
*** p < .001.
The regression analyses suggest the following:
1. At the country level, the strength of a country's regulations and institutions (using the Rule of Law Index as a proxy) has a positive relationship with M-Audit scores. The first column in Table 3.3 shows that the Rule of Law Index itself explains 11 percent of the variation in first M-Audit score. Even when the analysis controls for regional effects (the Americas vs. South Asia), the coefficient on the Rule of Law result, although reduced by about one-third, remains statistically significant. This suggests that factories located in countries with better legal or regulatory environments did better, on average, in labor compliance. I return to the potentially important implications of this finding for the efficacy of private voluntary regulation later in this chapter.
2. Controlling for country and industry variables, at the factory level, there exists a statistically significant negative relationship between factory size, measured by total number of employees, and M-Audit performance. This suggests that working conditions in smaller factories were better than in larger factories.20 One possible explanation for this somewhat counterintuitive finding could be that relatively smaller factories (which have on average more than 1,000 employees) are easier to control and monitor than larger facilities, some of which employ tens of thousands of workers.
3. After controlling for two other variables – factory location and industry – the analyses suggest that who owns a factory (foreign vs. national) has a statistically significant relationship with M-Audit scores. In other words, it appears that workers received worse treatment in factories owned by their compatriots than in foreign-owned factories. This is consistent with Mosley's (2010) findings concerning the impact of different modalities of global production on labor standards as well as with Oka's (2010a, 2010b) work on reputation-conscious buyers in the Cambodian garment sector.
4. Within the category of Nike-related variables, the number of visits by Nike personnel and whether the factory is a strategic partner were found to be positively associated with M-Audit scores. On the other hand, the duration of the relationship with Nike and the percentage of capacity dedicated to Nike are negatively related to the M-Audit scores. All four coefficients are statistically significant. Some of these results contradict the expectations derived from the private compliance model, where we would expect that factories that are more dependent on Nike for their business would be more amenable to its compliance demands and where we would imagine that suppliers with unique skills and capabilities (strategic partners) would be most able to resist Nike's compliance demands. Our results suggest that the relationship between Nike and its strategic partners are more aligned with Sabel's (1994), or Frenkel and Scott's (2002) portrayal of buyer–supplier relations than the impression advanced by the global value chains literature.
When analyzing how frequently Nike staff visited individual factories, we were able to separate out different types of Nike personnel (for example, compliance auditors as opposed to quality specialists or sourcing directors). When we removed compliance staff from the analyses, we still obtained the same positive, statistically significant results. This suggests that this positive relationship is not the result of more frequent factory inspections (policing) or information gathering (auditing). Instead, something besides auditing must have an effect on compliance. One possibility is that factories that had a closer relationship with Nike were also those with more face-to-face contact with the Nike sourcing and production teams and, as such, engaged in various initiatives aimed at improving their operations (i.e., lean manufacturing systems, total quality improvement programs). These, in turn, may have produced positive spillover effects on labor conditions. Another possible explanation is that frequent visits by production and sourcing staff (but not compliance managers) led to greater trust and a better working relationship between the brand and its suppliers. This explanation is also consistent with Frenkel and Scott's (2002) comparative case study of two Adidas suppliers and Sabel's (1994) work on trust and collaborative manufacturing practices. These relationships are explored in greater detail in subsequent chapters. Interestingly enough, frequency of visits is not a function of whether a supplier is a strategic partner. The interaction effect of these two variables is not statistically significant.
5. The negative relationship between M-Audit scores and the duration of Nike's relationship with its suppliers could be explained in two ways: perhaps those factories with a longer working relationship with Nike were also older factories (that is, possessed older plant and equipment), with resultantly poorer working conditions, or perhaps Nike has become increasingly demanding in terms of labor compliance and thus more recent suppliers, having achieved or surpassed more stringent selection criteria, are better equipped to comply with Nike's Code of Conduct. Indeed, interviews with Nike compliance staff indicate that the company has, in fact, stepped up demands for compliance by its suppliers, and newer suppliers may also possess more modern technologies and factory structures.
The negative relationship observed between the percentage of capacity dedicated to Nike and the M-Audit score suggests that power relations, as manifest in the supplier's level of dependence on Nike for business, do not seem to be driving compliance within Nike's supply chain. In other words, the supposedly greater power Nike exercises over suppliers that dedicate a greater fraction of their productive capacity to the company does not automatically translate into better performance on the M-Audit. If anything, the opposite is true, suggesting that there may be something else going on between Nike and those of its suppliers that are more dependent on it for their business. Perhaps some of these compliance issues have to do with Nike's own upstream business practices and not simply the willingness or ability of its suppliers to comply with Nike's Code of Conduct. This suboptimal relationship between Nike's upstream business practices and compliance issues downstream among its suppliers has been acknowledged by Nike and other global brands and is the focus of Chapter 6.
6. Contrary to arguments that suppliers suffer from “audit fatigue,” multiple brands with different monitoring programs may be promoting improvements and learning within the factory. These different brands may also engage in informal cooperation with one another, thus presenting a more united front to the suppliers, who, in turn, respond to these common pressures. Interviews with compliance managers at Nike and other brands confirmed that informal information sharing and coordination does in fact take place among brands sourcing from the same factories. This is consistent with more recent work in the Cambodian garment sector that found that suppliers working with reputation-conscious buyers reported better labor compliance than suppliers working with non–reputation-conscious buyers and that this performance improved with the increase in numbers of reputation-conscious buyers working with the same supplier (Oka 2010a).
The Change in Labor Compliance over Time
Since the late 1990s, Nike has substantially expanded its compliance staff, invested heavily in the training of its own staff and that of its suppliers, developed more and more rigorous audit protocols, internalized much of the auditing process, worked with third-party social auditing companies and NGOs to double check its own internal audits, and spent millions of dollars to improve working conditions at its supplier factories. Interviews conducted during field research for this project with Nike auditors and compliance staff suggested that these people are serious, hardworking, and moved by genuine concern for workers and their rights. Given all that Nike has invested in staff, time, and resources since the late 1990s, have conditions at their suppliers’ factories improved? In other words, did private compliance lead to improvement of working conditions? I seek to evaluate this third question by analyzing historical data provided by Nike on both the M-Audits and the Compliance Rating scores.
Changes in M-Audit Scores
Table 3.4 summarizes the means and standard deviations of the first, second, and third M-Audit scores that were included in the data we received from Nike. By 2005, 117 factories had undergone two M-Audits, and 5 factories were audited a third time. The descriptive statistics show an improvement, and Table 3.5, presenting initial M-Audit scores year by year, shows that in general the performance on the audits improved from 2002 to 2004 (we ignored the 2005 number because the data we received included only a few observations for that year).
Table 3.4. Initial and Subsequent M-Audits
Mean | SD | Observations | |
---|---|---|---|
First M-Audit score | 0.65 | 0.16 | 575 |
Second M-Audit score | 0.70 | 0.16 | 117 |
Third M-Audit score | 0.82 | 0.07 | 5 |
Table 3.5. Time Trend for M-Audit Score (First M-Audit Only)
Year | Mean | SD | Observations |
---|---|---|---|
2002 | 0.638 | 0.130 | 61 |
2003 | 0.643 | 0.167 | 351 |
2004 | 0.673 | 0.155 | 159 |
2005 | 0.44 | 0.081 | 4 |
Thus, on average and over time, both for factories undergoing their first audit and for factories that have been monitored more than once, working conditions (as expressed in their M-Audit scores) appear to be improving. This would suggest that Nike's private compliance program works.21 Moreover, as stated previously, Nike has become more stringent in its initial screening of factories, weeding out factories with poor compliance records.22
The Change in Compliance Ratings
To assess more thoroughly whether factory conditions have been improving over time, we also examined the Compliance Ratings (CRs) that all Nike suppliers were assigned. Because these ratings are easier to understand than are M-Audit scores, they are used more often by Nike managers to guide production and sourcing decisions. The goal of the Compliance Rating program is to develop a tool that integrates compliance and sourcing decisions. A grade (A–D) is given by the local compliance managers and is based on all audits and factory visits by Nike staff as well as by the FLA. (See Appendix 3.2 for an explanation of the grading system.) At the time Nike shared its initial audit data with us for this project, the Compliance Rating Database contained more than 700 factories with more than one CR rating, enabling us to examine the change in workplace conditions as measured by the CR grade given to the factory over time. To assess change over time in the CR, we first describe the overall ratings of all Nike suppliers and how they have evolved over time and then examine individual factories, comparing their first grade with their last to evaluate how conditions have23 evolved.
Tables 3.6 and 3.7present summary statistics for the CR grades assigned to Nike's suppliers. There are 3,686 observations of CR ratings in total, with half of the factories receiving a B grade. From 2001 to 2004, the average CR score declined, most obviously in 2003 and 2004. Figure 3.6 illustrates the shift in the distribution of grades over time. In 2003 and 2004, the number of factories that received an A grade dropped dramatically, and the number of factories receiving a C or D grade increased.
Table 3.6. Summary of Compliance Rating by Score
Table 3.7. Summary of Compliance Rating by Year23
Figure 3.6. The distribution of Compliance Rating (percentage) from 2001 to 2004.
However, it is important to note that the pools of factories that received the CR scores differed from year to year. Thus, based on these aggregate data, we do not know whether the overall CR performance of Nike's supply base worsened over time or if Nike has paid increasing attention to poor-performing factories. However, when we look at the same factories over time, comparing their very first CR grade with their last, a more negative picture emerges. Between 2001 and 2005, almost half of the factories experienced no change in their rating, and more than 36 percent experienced a decrease in their CR grade. In other words, according to Nike's own CR data, workplace conditions in almost 80 percent of its suppliers either remained the same or worsened over time (see Table 3.8).
Table 3.8. Changes in Compliance Rating Grades of Individual Factories over Time (2001–4)25
Change in CR Rating | Frequency | Percent |
---|---|---|
–3 (Down by 3 degrees) | 20 | 2.62 |
–2 (Down by 2 degrees) | 74 | 9.70 |
–1 (Down by 1 degree) | 181 | 23.72 |
0 (No change) | 323 | 42.33 |
1 (Up by 1 degree) | 116 | 15.20 |
2 (Up by 2 degrees) | 42 | 5.50 |
3 (Up by 3 degrees) | 7 | 0.92 |
Total | 763 | 100 |
In more recent years, the mean CR of Nike suppliers has remained largely stable. Figure 3.7 shows the mean CR over two periods of four years. In aggregate, we see little change in compliance over time in either period.
Figure 3.7. Mean Compliance Ratings over 2001–4 and 2009–12.24
Thus, according to one measure, the M-Audit score, factory workplace conditions appear to have been improving (slightly) between 2002 and 2005, whereas on another measure (also generated internally by Nike's own staff and with scores covering a longer time period a longer time), workplace conditions were either stagnant or getting worse. This apparent contradiction can in some part be explained by noting that the two tools are measuring different things: the M-Audit privileges documentary evidence and company records, whereas the CR program is a more subjective appraisal of factory management's attitudes toward these issues. Interviews with Nike compliance staff suggest that these ratings are, in fact, picking up different facets of the factory reality. Another possible explanation for the divergence in results between these two compliance scoring systems is that suppliers are learning how to perform on the M-Audit by better preparing their documents and perhaps even coaching their workers but that Nike's local compliance staff are not fooled and are grading suppliers on what is actually happening on the factory floor. This latter explanation is supported by our interviews with compliance managers in the field and at Nike headquarters.
The data and analyses presented in this section show that working conditions at Nike's suppliers25 (as indicated by each factory's score on the M-Audit) were quite mixed. Some factories appear to have been substantially or fully compliant with Nike's Code of Conduct, but others have been suffering from persistent problems with wages, work hours, and health and safety. This variation in working conditions appears to be the result of country effects (the labor inspectorate's ability or willingness to enforce labor laws and standards in the country in which the factory is located), factory characteristics (the age and size of the factory), and the relationship between Nike and the particular supplier (whether the supplier is a strategic partner, how often Nike (noncompliance) staff visit and interact with the factory, and who else is sourcing product from the same factory). These findings suggest that notwithstanding Nike's very real interests in improving its image vis-à-vis these issues and the company's considerable efforts and investments since the late 1990s to improve working conditions among its suppliers, the results produced by its private compliance programs have been limited, and perhaps mixed. As we saw in the previous chapter, these findings are by no means unique to Nike but characterize the compliance program of other global corporations operating in very different industries.
Recognizing these limitations, in more recent years, Nike has modified its compliance program to supplement factory auditing with more collaborative initiatives aimed at uncovering “root causes” of workplace problems and diffusing human resource management “best practices” among its suppliers. It has also updated its various audit tools and grading systems to make them more accurate and transparent to suppliers and to its own business units. In addition to these efforts to improve and supplement its monitoring systems, Nike has begun an extensive review of the company's own upstream business processes – such as product development, design, and commercialization – to identify potential drivers of excessive overtime among suppliers.
Yet, the analyses of Nike's internal audit data also generate insights into the conditions underlying more effective private compliance programs. Recall that when Nike enters into more collaborative, mutually beneficial, and long-term relations with some of its suppliers – as it does, for example, with its strategic partners – working conditions and labor standards at these particular factories improve. The same is true when Nike managers (product quality and operations staff, not compliance officers) visit the suppliers with greater frequency. This suggests that under certain conditions – long-term relations, frequent interactions, mutually beneficial collaborations between Nike and its suppliers – its private compliance program can work. This finding is consistent with other research on collaborative buyer–supplier relations in the automobile, footwear, furniture, metalworking, and steel industries that shows that when global corporations are able to establish more collaborative relations with some of their suppliers, these same suppliers are able to upgrade their production and employment relations systems in ways that benefitted the buyers, their suppliers, and even the workers employed at their suppliers’ factories (Sabel 1994; Helper, MacDuffie and Sako 1998; Frenkel and Scott 2002; Herrigel 2010; Ivarson and Alvstam 2010a). Understanding how these more collaborative buyer–supplier relations translate (at times, not always) into improved working conditions and labor standards is the focus of the next two chapters.
Another important insight arising from this case study of Nike concerns the role of public institutions and laws. Recall that the strength of a country's laws and institutions has a strong and positive relationship to the compliance scores of Nike's suppliers, accounting for 11 percent of the variation in the M-Audit scores. Deciphering precisely the relationship between national laws and institutions and private compliance programs is difficult. In our interviews with managers, auditors, NGO representatives, and even local government officials, my graduate students and I learned that this could entail everything from more active government labor inspectors inspecting the supply chain factories with greater frequency and rigor and thus enforcing national labor and employment regulations (thus driving up the private compliance scores) to more efficient local bureaucrats who expeditiously granted various permits to local factories (thus certifying their compliance with various environmental, zoning, and health and safety codes). There exists tremendous variation in the efficacy of local permitting agencies and given the importance of up-to-date records for traditional compliance programs, this factor also seemed to shape compliance scores. In still other cases, we witnessed a creative division of labor between state labor inspectors and private auditors, where each actor – more often implicitly than explicitly – supported the others’ regulatory work by inspecting the same workplaces but focusing on different issues or even covering different geographic territories and thus extending the reach of overall compliance through this spatial division of labor (for a detailed description of this process, see Amengual 2010).
Regardless of the specific mechanism, it is clear from both Nike's audit data and our own field research, that the effectiveness of private regulatory programs is very much tied to the strength of public authoritative rule-making institutions. This suggests that even as manufacturing stretches across national borders, folding the work of many workers employed in myriad factories into a single product, the fate of these workers remains tied to the domestic institutional endowments of their home countries. We return to this issue in subsequent chapters.
Because of the various flaws associated with the private compliance model and in an effort to capitalize on the compliance benefits generated by more collaborative buyer–supplier relations, many global corporations, lead suppliers, and multistakeholder initiatives have begun to shift their compliance efforts away from policing and punishment, toward capability-building and technical assistance. According to proponents of this alternative model, when auditors possess the technical, personal, and behavioral skills to engage in joint problem solving, information sharing, and reciprocity with the factory managers, more effective enforcement of regulations and standards follows. In the alternative capability-building model, auditors become involved not simply in inspecting factories but rather in providing suppliers with the technical know-how and “management systems” they need to run both more efficient and ethical factories. As such, the “good inspector” behaves much like the “good cop”: tough but sensitive to particularistic situations, using his or her discretion to promote problem solving and rehabilitation rather than coercion and punishment.26 The following chapter evaluates whether this alternative, capability-building approach is more effective at improving working conditions and labor standards for the millions of people working in global supply chains today.
Appendix 3.1. Nike Code of Conduct
At Nike, we believe that although there is no finish line, there is a clear starting line.
Understanding that our work with contract factories is always evolving, this Code of Conduct clarifies and elevates the expectations we have of our factory suppliers and lays out the minimum standards we expect each factory to meet.
Table A1. Comparison of the First M-Audit Score between Factories Monitored Once and Factories Monitored Multiple Times
First M-Audit Score | |||
---|---|---|---|
Mean | SD | No. of Observations | |
Factories with only one M-Audit | 0.65 | 0.16 | 458 |
Factories with more than one M-Audit | 0.64 | 0.16 | 117 |
Test | difference = mean (first m-Audit score of single m-Audit factories) – mean (first m-Audit score of multiple m-Audit factories) H0: diff = 0. T = 0.7643, degrees of freedom = 573. |
Figure A1. First M-Audit score of factories with only one M-audit vs. multiple M-Audit. Note: the vertical axis denotes the probability density function.
Table A2. Probit Regression of the Likelihood of Subsequent M-Audits
Coefficient (SD) | |||
---|---|---|---|
First M-Audit score | –.2802 | –1.89 *** | |
(.6384) | (.66) | ||
Strategic partner | 1.3152 *** | 1.07 **** | |
(1 = yes 0 = no) | (.1436) | (.22) | |
Log no. of employees | .11 | ||
(.10) | |||
Ownership | .34 * | ||
(1 = foreign, 0 = local) | (.19) | ||
No. of visits | .0001 | ||
(.026) | |||
Months with Nike | –.0002 | ||
(.0026) | |||
Nike percentage | 0.92 *** | ||
(.31) | |||
Rule of Law | –.25 * | ||
(.14) | |||
Apparel | .82 *** | ||
(.26) | |||
Footwear | .79 ** | ||
(.39) | |||
Region EMEA | –.97 *** | ||
(.34) | |||
Region North Asia | –.97 **** | ||
(.27) | |||
Region S. Asia | –.98 *** | ||
(0.32) | |||
Constant | –.6481 ** | –1.1594 *** | –.98 |
(.76) | |||
No. of observations | 575 | 575 | 355 |
R 2 | .15 | .28 | |
LR χ2(1) / LR χ2(13) | 85.97 *** | 117.8 **** |
EMEA = Europe/Middle East/Africa.
Significance level:
* p < .1,
** p < .05,
*** p < .01,
**** p < .001.
It is our intention to use these standards as an integral component to how we approach NIKE, Inc. sourcing strategies, how we evaluate factory performance, and how we determine with which factories Nike will continue to engage and grow our business.
As we evolve our business model in sourcing and manufacturing, we intend to work with factories who understand that meeting these minimum standards is a critical baseline from which manufacturing leadership, continuous improvement and self-governance must evolve.
Beyond the Code, Nike is committed to collaborating with our contract factories to help build a leaner, greener, more empowered and equitable supply chain. And we will continue to engage with civil society, governments, and the private sector to affect systemic change to labor and environmental conditions in countries where we operate.
We expect our contract factories to share Nike's commitment to the goals of reducing waste, using resources responsibly, supporting workers’ rights, and advancing the welfare of workers and communities. We believe that partnerships based on transparency, collaboration and mutual respect are integral to making this happen.
Our Code of Conduct binds our contract factories to the following specific minimum standards that we believe are essential to meeting these goals.
Employment Is Voluntary
The contractor does not use forced labor, including prison labor, indentured labor, bonded labor or other forms of forced labor. The contractor is responsible for employment eligibility fees of foreign workers, including recruitment fees.
Employees Are Age 16 or Older
Contractor's employees are at least age 16 or over the age for completion of compulsory education or country legal working age, whichever is higher. Employees under 18 are not employed in hazardous conditions.
Contractor Does Not Discriminate
Contractor's employees are not subject to discrimination in employment, including hiring, compensation, promotion or discipline, on the basis of gender, race, religion, age, disability, sexual orientation, pregnancy, marital status, nationality, political opinion, trade union affiliation, social or ethnic origin or any other status protected by country law.
Freedom of Association and Collective Bargaining Are Respected
To the extent permitted by the laws of the manufacturing country, the contractor respects the right of its employees to freedom of association and collective bargaining. This includes the right to form and join trade unions and other worker organizations of their own choosing without harassment, interference or retaliation.
Compensation Is Timely Paid
Contractor's employees are timely paid at least the minimum wage required by country law and provided legally mandated benefits, including holidays and leaves, and statutory severance when employment ends. There are no disciplinary deductions from pay.
Harassment and Abuse Are Not Tolerated
Contractor's employees are treated with respect and dignity. Employees are not subject to physical, sexual, psychological or verbal harassment or abuse.
Working Hours Are Not Excessive
Contractor's employees do not work in excess of 60 hours per week, or the regular and overtime hours allowed by the laws of the manufacturing country, whichever is less. Any overtime hours are consensual and compensated at a premium rate. Employees are allowed at least 24 consecutive hours rest in every seven-day period.
Regular Employment Is Provided
Work is performed on the basis of a recognized employment relationship established through country law and practice. The contractor does not use any form of home working arrangement for the production of Nike-branded or affiliate product.
The Workplace Is Healthy and Safe
The contractor provides a safe, hygienic and healthy workplace setting and takes necessary steps to prevent accidents and injury arising out of, linked with or occurring in the course of work or as a result of the operation of contractor's facilities. The contractor has systems to detect, avoid and respond to potential risks to the safety and health of all employees.
Environmental Impact Is Minimized
The contractor protects human health and the environment by meeting applicable regulatory requirements including air emissions, solid/hazardous waste and water discharge. The contractor adopts reasonable measures to mitigate negative operational impacts on the environmental and strives to continuously improve environmental performance.
The Code Is Fully Implemented
As a condition of doing business with Nike, the contractor shall implement and integrate this Code and accompanying Code Leadership Standards and applicable laws into its business and submit to verification and monitoring. The contractor shall post this Code, in the language(s) of its employees, in all major workspaces, trainemployees on their rights and obligations as defined by this Code and applicable country law; and ensure the compliance of any subcontractors producing Nike branded or affiliate products.
Last updated August 2010. http://nikeinc.com/pages/compliance (accessed July 26, 2012).
Appendix 3.2. Nike's Compliance Rating System
Grade | Compliance Rating Criteria | Description |
---|---|---|
A | No more than five minor issues outstanding on the Master Action Plan (MAP) and no more than 20 percent of MAP items past due. | Noncompliance issues that do not reach levels defined as C or D issues (see below). |
B | More than five minor issues, but no serious or critical issues outstanding on the MAP and no more than 30 percent of MAP items past due. | Noncompliance issues that do not reach levels defined as C or D issues (see below). |
C | One or more C-level issues, but no D-level issues, outstanding on the MAP or more than 30 percent of MAP items past due. | ![]() ![]() ![]() ![]() ![]() ![]() ![]() ![]() ![]() |
D | One or more D-level issues outstanding on MAP or Serious issues past due; or more than 40 percent of open MAP items past due. | ![]() ![]() ![]() ![]() ![]() ![]() |
![]() ![]() ![]() ![]() ![]() ![]() ![]() ![]() ![]() ![]() |
Source: Nike Corporate Responsibility Report: Part II. FY 2004, p. 25. http://www.nike.com/nikebiz/gc/r/fy04/docs/FY04_Nike_CR_report_pt2.pdf (accessed June 21, 2006).
Appendix 3.3. Explaining the Variation of First M-Audit Score: Alternative Country Level Indices
In this appendix, we present the regression results for First M-Audit scores on selected variables using a different country-level index than the World Bank's Rule of Law Index used in the text (Table 3.4). Here, we use instead the Economic Freedom Index compiled by the Heritage Foundation.27 The Index of Economic Freedom measures 161 countries against a list of fifty independent variables divided into ten broad factors of economic freedom. Scores ranges from 1 to 5. Low scores are more desirable. The higher the score on a factor, the greater the level of government interference in the economy and the less economic freedom a country enjoys. The Index of Economic Freedom includes the broadest array of institutional factors determining economic freedom.28
Table A3. Regression Result of First M-audit Score on Selected Variables: Using Economic Freedom Index
EMEA = Europe/Middle East/Africa; SHAPE = Safety, Health, Attitudes of Management, People Investment and Environment. Significance level:
* p < .1,
** p < .05,
*** p < .01,
**** p < .001.
Table A3 presents the regression results. The results are similar to what we reported in Table 3.4. (The sign of the economics index is negative here. Note that low Economic Freedom Index is better, whereas a high Rule of Law Index is more desirable.)
Table A4. Two-Level Hierarchical Model of First M-Audit Score on Selected Variables (Level One: Factories; Level Two: Regions)
Significance level:
* p < .1,
** p < .05,
*** p < .01,
**** p < .001.
Appendix 3.4. Explaining the Variation of First M-Audit Score: Hierarchical Models
In this appendix, we present the regression results for First M-Audit scores in hierarchical settings. We use two-level hierarchical models: factory as the first level and region the second level. The regression results are similar to that of Table A4.
Table A5. Regress Results of M-Audit Subscores on Selected Variables
Wage Standard | Hours Standard | |
---|---|---|
Index of Economic Freedom | –0.0722*** | –0.09*** |
(0.025) | (0.03) | |
(log) No. of employees | –0.013 | –0.061**** |
(0.01) | (0.01) | |
Ownership | –0.002 | 0.004 |
(0.026) | (0.03) | |
SHAPE visit | –0.00079 | –0.000002 |
(0.003) | (0.004) | |
Strategic | 0.028 | 0.09** |
(0.03) | (0.04) | |
Month with Nike | –0.00012 | 0.00055 |
(0.0003) | (0.0004) | |
Nike percentage | –0.105*** | –0.146*** |
(0.041) | (0.05) | |
Apparel | 0.032 | 0.0006 |
(0.029) | (0.04) | |
Footwear | 0.15*** | 0.254**** |
(0.05) | (0.068) | |
Year 2003 | 0.003 | 0.035 |
(0.036) | (0.045) | |
Year 2004 | 0.04 | 0.02 |
(0.04) | (0.05) | |
Constant | 1.02**** | 1.17**** |
(0.07) | (0.09) | |
No. of Observations | 355 | 355 |
R 2 | 0.11 | 0.21 |
SHAPE = Safety, Health, Attitudes of Management, People Investment and Environment.
Appendix 3.5. Explaining Variation in Specific M-Audit Items: Wages and Work Hours
In this appendix, we present the regressions of two M-Audit items – wages and work hours – on selected variables to examine whether there are differences between our analyses using the composite M-Audit with its constituent items. Overall, the results are similar qualitatively to the results reported in Table 3.4: the country-level macro variable is still significantly positively correlated with M-Audit subscores. Factory size is still negatively related to subscores. Strategic partners is significant, but not so robust. Nike percentage is negatively related to sub-M-Audit scores. There is one interesting contrast between wage and work hours in their relations with the number of employees. The log number of employees has a significant negative relationship with hour but does not associate with wage.
1 For more on “crucial” case methodology, see Eckstein (1991).
2 For more on these years, see Murukami (1987).
3 These and other government incentive programs are nicely described in Amsden (1989). See also Brian Levy, “Transaction Costs, the Size of Firms and Industrial Policy: Lessons from a Comparative Case Study of the Footwear Industry in Korea and Taiwan,” Journal of Development Economics (November 1991): 151–78.
4 For more on the evolution of Nike's strategy, see Christensen and Rikert (1984), Rosenzweig (1994), and Strasser and Becklund (1991).
5 Detail about these events can be found in Locke (2003).
6 See Chapter 4 of Nike (2005).
8 The evolution of Nike's corporate responsibility practices is nicely described in Zadek (2004).
9 In 2004, only 57 percent of factories that underwent this process were approved. See Nike (2005: 18) for more on this process.
10 For more on the M-Audit and its scoring system, see Nike (2005): 35–6.
11 This section draws on a previous article, “Does Monitoring Improve Labor Standards? Lessons from Nike,” that I published with two graduate students, Fei Qin and Alberto Brause (Locke, Qin, Brause, 2007). As a result, when discussing the analyses, I often use the pronoun “we” to give fair credit to my collaborators. One possible limitation of our analysis is that it is based on internal company audits and thus may be biased in favor of the company. However, as the following analyses will illustrate, these data nonetheless reveal serious issues with working conditions and labor rights among Nike's suppliers. Thus, although we cannot completely rule out the lack of bias in our data, we can also show that these audit reports were not completely “cleaned up” for external audiences.
12 Forty-five additional factories received an M-Audit but we were unable to classify them by industry. Thus, they are included in the total but not in the industry columns.
13 In this new scoring system, an A grade indicates that the factory is “fully compliant” with Nike's Code of Conduct, and a B grade indicates that the factory is “mostly compliant” with only isolated violations of M-Audit standards. A grade of C, however, indicates that the factory is “noncompliant” and has serious system failures (e.g., not providing employees with formal employment contracts, occasionally using underage workers, violating local laws governing the use of migrant workers). A D grade indicates that the factory is not only “noncompliant” but is unable or unwilling to redress its compliance issues and demonstrates a general disregard for Nike's codes and standards. For more on this updated scoring of Nike's audits, see Nike 2010a: 44.
14 We examine the Americas, the EMEA, North Asia, and South Asia because these are the four macroregions Nike employs (and denotes) to organize its operations.
15 We analyze initial scores rather than panel data here so that we can isolate actual workplace conditions (as indicated by compliance score) from the potential impact of the monitoring process. A factory's second M-Audit score may be influenced by its having been audited once already. It would thus be difficult to include the second M-Audit score in the study of the cross-sectional variation of the actual workplace conditions without explicitly modeling the impact of the monitoring process on the second M-Audit outcome.
16 A variation of this argument is advanced by Mosley (2010), who argues that labor rights at plants owned by multinational corporations are better protected and respected than at outsourced, contractor factories.
17 Of course, an alternative to the global value chain (view of power relations within supply chains) is Charles Sabel's work on how buyer–supplier collaboration in manufacturing and design can lead to innovation and the development of trustlike relations; see Sabel (1994).
18 The World Bank's Worldwide Governance Indicators project defines governance as the set of traditions and institutions through which authority in a country is exercised. The political, economic, and institutional dimensions of governance are captured by six aggregate indicators: voice and accountability, political stability and absence of violence, government effectiveness, regulatory quality, rule of law, and control of corruption. For detailed construction, see Kaufmann, Kraay, and Mastruzzi (2006).
19 We also considered other governance indices in the Worldwide Governance Indicators and other country-level indicators. We get similar qualitative results. In Appendix 3.3, we present the regression values that result when we replace the rule of law index by the Economic Freedom index compiled by the Heritage Foundation.
20 To analyze the impact of factory size on M-Audit scores, we ran two tests. First, we compared individual factories against the average size of plants in their respective industries to see if the individual plants were either above or below the industry average. Second, we sorted our sample into 10 subgroups, according to their size (number of employees), with the first subgroup containing the smallest 10 percent of factories and the tenth subgroup containing the largest 10 percent. We then ran regressions using these subgroup dummies. In both tests, the larger factories had significantly lower M-Audit scores.
21 We conducted several tests to investigate whether there was a systematic upward or downward bias in the selection of factories audited a second or third time. First, we compared the initial M-Audit scores of factories that did not receive subsequent audits with the scores of those that did, to see whether Nike chose to reaudit those factories that did better the first time around. The comparison of the distribution of the M-Audit scores of the single-audited factories against the distribution of the initial scores of the multiple-audited factories is shown in Figure A1. The T-test results are presented in Table A1. We see from Table A1 that there is no statistically significant difference between the two groups. Figure A1 also shows that two waves of M-Audits have very similar probability densities. We then explored whether the sample of factories that received second M-Audits was biased in any way toward certain factory characteristics (size, age, location). We conducted probit models with “whether a factory received a second M-Audit” as the dependent variable. The results are shown in Table A2. The probit models show that there does appear to have been some bias in the sample of factories that received a second audit. Strategic partners and factories that dedicated a larger proportion of their capacity to Nike were more likely to receive a second M-Audit. In fact, strategic partnership itself explains a big proportion (15 percent) of the variation in the likelihood of a second M-Audit. Moreover, factories located in countries with a lower rule of law index, or with weaker legal and regulatory systems, were also more likely to be reaudited. This suggests that the biases go in two different directions and, thus, more or less cancel each other out. We know from our analyses of the first round of M-Audits that strategic partners usually performed better (had higher scores) than nonstrategic partners. However, we also learned from the analyses of the first round of M-Audits that performance in these audits tended to be worse for factories located in countries with weaker regulatory systems and factories with a greater percentage of capacity dedicated to Nike. Interviews with senior compliance managers at Nike indicate that the company chose to concentrate its resources on both high-risk factories and suppliers with which it hopes to develop more long-lasting relationships.
22 For more on this, see Nike, Inc., “Innovate for a Better World: FY05–06 Corporate Responsibility Report,” May 31, 2007: 39–42.
23 To translate the letter grades into numerical scores, we assigned values to each letter: A = 4, B = 3, C = 2, D = 1.
24 Nike changed its auditing standards between the two periods, such that 2001–4 and 2009–12 compliance ratings are not directly comparable. However, in both periods, we see similarly stagnant or declining compliance. These means are based on 3,679 audits conducted between 2001 and 2004 and 10,511 audits conducted between 2009 and 2012.
25 The change in CR is calculated as the score from the most recent audit minus the score from the earliest audit.
26 Robert Kagan and John Scholz, “The Criminology of the Corporation and Regulatory Enforcement Strategies,” in Keith Hawkins and John M. Thomas (Eds.), Enforcing Regulation (Boston: Kluwer-Nijhoff Publishing, 1984); James Q. Wilson, Varieties of Police Behavior: The Management of Law and Order in Eight Communities (Cambridge, MA: Harvard University Press, 1968).
27 For details on the index of Economic Freedom, see Kane T. and R. Holmes and M. A O’Grady. 2007 Index of Economic Freedom: The Link Between Economic Opportunity and Prosperity. Or, visit the following website: http://www.heritage.org/index.
28 These are corruption; nontariff barriers to trade; the fiscal burden of government; the rule of law; regulatory burdens on business; restrictions on banks; labor market regulations; and informal market activities.
4 Capability Building and Its Limitations
As the shortcomings of the traditional compliance model became increasingly apparent, scholars and practitioners alike began to embrace an alternative approach to combating poor labor standards in global supply chains, built around the concept of capability building (sometimes referred to as capacity building). The capability-building model starts with the observation that factories throughout the developing world often lack the resources, technical expertise, and management systems necessary to address the root causes of compliance failures. Whereas the traditional compliance model sought to deter violations by policing and penalizing factories, capability building aims to prevent violations by providing the skills, technology and organizational capabilities that enable factories to enforce labor standards on their own. By providing suppliers with the technical know-how and management systems required to run more efficient businesses, this approach aims to improve these firms’ financial situations, thus allowing them to invest in higher wages and better working conditions. At the same time, for these factories to run more “lean” and/or “high-performance” operations, management must not only reorganize work but also up-skill and perhaps even empower shop-floor workers (e.g., to stop the line when identifying persistent quality problems). Capability-building programs envision a mutually reinforcing cycle in which more efficient plants invest in their workers and that these more skilled and empowered employees, in turn, promote continuous improvement processes throughout the factory, rendering these facilities more and more efficient and therefore more capable of producing high-quality goods on time, at cost, in the quantities desired by ever-more demanding customers, while at the same time respecting corporate codes of conduct.1
In fact, the promise of this supposed win-win scenario has motivated many global companies (including Nike, Hewlett-Packard, and ABC), lead suppliers, multistakeholder initiatives, and international organizations to embrace this approach in recent years. Nike, for instance, launched its “Generation 3” compliance program a few years ago in an effort to promote “sustainable manufacturing” among its suppliers. This new compliance strategy blends together traditional factory monitoring with capacity-building efforts and root-cause analysis (Nike 2010a: 35). Several multistakeholder initiatives have also shifted away from traditional compliance and toward capability building in their efforts to promote labor standards in global supply chains. The Fair Labor Association's “sustainable compliance program” (known as FLA 3.0) was developed in response to the apparent weaknesses of traditional compliance programs. The FLA found that factory audits not only generated poor-quality information but also undermined trust between global brands and their suppliers. To address these concerns, the FLA launched its sustainable compliance program in 2008. FLA 3.0 promotes a more collaborative approach toward compliance by engaging the suppliers in the audit process and by creating mechanisms (e.g., root-cause analysis) aimed at tackling persistent problems such as excess overtime.2 Social Accountability International (SAI) launched its certification process (SAI 8000), which verifies not only factory compliance with SAI's Code of Conduct but also factory-level management systems that promote both ongoing compliance and productivity and quality gains. Even international organizations like the International Labor Organization (ILO) have embraced capability building as a way to promote “decent work” through its Factory Improvement and Better Work programs.
In this chapter, I consider whether and to what extent capability-building initiatives actually improve working conditions and labor rights in global supply chains. This chapter begins by tracing the concept of capability building back to its intellectual foundations. Although global corporations and multistakeholder initiatives have only recently adopted capability-building practices, the concept can be traced back to earlier debates around foreign aid and institution building, industrial upgrading in developing countries, and, finally, normative theories of development. After briefly examining the theoretical literature underlying this recent shift toward capability building, I turn to a series of empirical cases of capability-building initiatives that cover a range of strategies across multiple industries and socioeconomic contexts. These cases were chosen to illustrate both the potential and the limitations of capability building efforts by showing how they actually work in supply chain factories producing very different products (hence subject to different market pressures and supply chain dynamics) and operating in countries with highly varied regulatory frameworks. As such, these cases serve as plausibility probes aimed at exploring the viability of this alternative approach to improving labor conditions in global supply chains.
Notwithstanding significant improvements over traditional compliance approaches, this chapter shows that the capability-building enterprise faces its own serious drawbacks, based on its underlying assumptions concerning the root causes of suppliers’ labor problems and how best to address them. Because of these assumptions, most capability-building initiatives embrace a highly technocratic approach to supply chain factory “upgrading” that may help address certain problems at factories engaged in these programs but eschews both more distributive issues and concerns with enabling rights, that are core to labor standards enforcement.
Capability Building – Theoretical Roots and Mechanisms
The Movement Away from Traditional Compliance
Whereas traditional compliance appears to have failed at improving working conditions in a consistent and sustainable manner, an alternative approach based upon “pedagogy,” “commitment,” and technical assistance has been advanced as a more effective means to enforce labor standards. In an earlier study of export factories in the global apparel industry, Locke, Amengual, and Mangla (2009) argued that a commitment-based model – one that promotes information sharing and trust between auditors and suppliers – can overcome some of the weaknesses of more traditional, strictly audit-based compliance approaches. Instead of punishing factories for poor performance, we documented various cases in which auditors went beyond their traditional roles by consulting factory management about problem areas and jointly identifying solutions. Similarly, an initiative promoted by the International Labor Organization (ILO) in Cambodia's apparel export sector found that workplace conditions improved significantly when ILO monitors made repeat factory visits and provided detailed feedback to management on how to correct deficiencies in the production process (Polaski 2006). These mechanisms extend beyond private governance initiatives. In the context of state enforcement, Piore and Schrank (2008) highlight the comparative advantages of the “Latin model” of labor regulation, which involves repeated interactions between labor inspectors and factories, and promotes joint consultation and problem solving.
Although some aspects of the traditional compliance approach (e.g., information gathering through factory audits, threat of sanctions) coexist with and serve as background conditions for this more pedagogical approach (Locke et al. 2009; Pires 2008), capability-building initiatives are quite distinct from the standard approach to compliance that we saw in the previous chapters. Efforts to promote transparency through greater information exchange and trust building between auditors and factory management departs significantly from the prevailing mechanisms of “inspection” and “deterrence.” Rather than treating suppliers as calculating agents motivated by a desire to cheat their way through inspections, the capability-building approach conceives of them as willing partners who simply lack certain organizational skills necessary for effective enforcement. Such skills include the ability to collect and process relevant information regarding labor violations, technical skills to analyze the root causes of those violations, and finally, the organizational capacity to effectively monitor and implement requisite changes over time. Where did these ideas come from? How is it that developing country suppliers, once viewed as both uncommitted and untrustworthy when it came to promoting labor standards within their facilities, came to be thought of as willing but somewhat needy partners, requiring support from global brands, multistakeholder initiatives, and even the ILO? To understand how this model has become a tool for enforcing labor standards in global supply chains, the following section traces the intellectual foundations of capability building more generally.
Capability-building initiatives aimed at improving labor standards in global supply chains build on three distinct but interrelated literatures concerning international aid, industrial upgrading, and normative theories of development.
International Aid and Capacity Building
Capability building first gained favor in planning and development circles as a response to (and rejection of) more centralized and technocratic approaches to development. Leading scholars like Robert Chambers (1983, 1994) argued for a participatory approach to rural development, one that enabled communities to cultivate local knowledge as an instrument for more effective planning by both state and nonstate agencies. For these scholars, development came to be understood as a process of reducing vulnerabilities and building the capacities of individuals and organizations to respond to adverse events and unforeseeable circumstances. As policymakers began to embrace civil society as a partner in the development process, capacity building became a key instrument to strengthen the organizational capabilities of nongovernmental organizations (NGOs) and other groups in civil society so that they could act more effectively on behalf of the poor (Eade 1997).
This push toward capability building gained momentum among international aid agencies in the 1990s, as neoliberal-inspired policies lost favor. These policies and their associated structural adjustment/deregulation efforts were blamed for the widening income disparities and environmental degradation that took place within the developing countries that embraced (or were forced to embrace) these policies. In light of these persistent problems, capability building was seen within international aid circles as a means to improve the quality of governance, build local institutions on behalf of the poor, and achieve environmental sustainability.3 Among aid agencies, the United Nations Development Program (UNDP) was a forerunner in embracing a capability-building framework for its aid programs: its “capacity development” model focused on helping governments, civil society groups, and other stakeholders gain the requisite skills, knowledge, and experience needed to improve the quality of life for the poor. The UNDP's model included programs to improve the implementation capacity of agencies to deliver public goods and services as well as sectorial programs aimed at enhancing the organizational capabilities and technical expertise of local firms. Along with the UNDP, the World Bank also embraced capacity building in its efforts to promote development; its 2003 World Development Report, Sustainable Development in a Dynamic World, focused on combatting poverty through greater economic productivity. Unlike previous reports, the 2003 World Development Report highlighted several persistent problems afflicting developing countries – environmental degradation, income inequality, and social upheaval – and proposed capacity building as the solution to these problems. Capacity building was understood by the report as (1) building institutions to disseminate new technologies, (2) investing in human capital, and (3) improving coordination between state and nonstate agencies at the local, national, and global levels.
Capability Building in Global Value Chains
Alongside this shift among international aid and development programs, capability building also gained prominence through the research on global value chains. As we saw in the previous chapters, the global value chain (GVC) framework developed by Gary Gerreffi and his associates focuses on the economic, technological, and organizational processes through which producers become integrated into the global economy, and consequently, the opportunities and constraints these processes create for developing countries (Gereffi and Korzeniewicz 1994; Gereffi 2005). According to this school of thought, the distribution of power between global buyers and their suppliers (and also between developed and developing countries) determines who sets the rules of exchange and how the economic “gains” from these exchanges get distributed across various actors in the supply chain.
Employing this framework, Kaplinksy (2000, 2005) argued that despite new economic opportunities presented by globalization, producers in developing countries often lack the ability to negotiate and compete with lead firms and are therefore relegated to low-value-added segments of the supply chain. To break out of these low-value-added traps, other studies employing the GVC model have focused on the opportunities for firms in developing countries to achieve greater economic gains by upgrading their activities and entering more value-added segments of the supply chain. Gereffi (1999), for example, documents how organizational learning can occur in the apparel supply chain, enabling producers to upgrade from garment assembly to full-package networks. Ivarson and Alvstam (2010a, 2010b) document how IKEA's furniture suppliers in China and Southeast Asia upgraded their capabilities through technical assistance and organizational learning provided by IKEA. Humphrey and Schmitz (2002) underscore the significance of interfirm cooperation and supportive local institutions and argue that the manner in which industrial clusters are inserted into GVCs can either enable or disable producers’ attempts to upgrade. Commonly cited mechanisms for industrial upgrading include organizational learning, technology and skill transfer, and investment in capabilities like human resources. Capability building is understood within this stream of research as an iterative process of learning and innovation (Morrison, Pietrobelli et al. 2008). Yet economic upgrading is not always accompanied by “social” upgrading. In their study of quality, labor, and environmental standards in Brazil's footwear industry, Navas-Alemán and Bazan (2005) found that capacity building and social upgrading do not always go hand in hand. Depending on the governance structure of the supply chain and the role played by local government, some standards (e.g., technical standards) get implemented more effectively than others (e.g., labor and environmental standards).4
Capability Building as a Normative Ideal
Alongside these more academic and policy-oriented debates surrounding the possible role of capability building in promoting industrial upgrading and economic development, political philosophers developed normative theories regarding the role of capability building in the development process. Noteworthy within this literature is Amartya Sen's (1999) capabilities approach to development. Whereas many prominent theories of development have tended to treat the poor and otherwise disadvantaged as mere recipients of economic policy, Sen conceptualizes them as active agents and participants in the process of development. By taking their role in development seriously, he asks us to look beyond narrow metrics such as growth of per capita GDP and consider other mechanisms through which development can empower the poor, enhance their quality of life, and expand the freedoms they enjoy. Freedom, which is central to his theory of development, is understood as the capabilities that an individual possesses to lead the kind of life he or she values. Exclusive emphasis on policies that generate income growth ignores other sources of deprivation that the poor face, such as lack of basic health care and literacy, the absence of workers’ rights, and restrictive gender norms. For Sen, capability building is understood as not just a fiscal investment in education and health or a technical process of improving the quality of public service delivery, but also as a political process of enhancing the quality of representative institutions within the state to empower citizens to participate in that same process.
Although each of these literatures conceptualizes “capability building” in a slightly different way and embraces this strategy for somewhat different purposes, together they make a strong case for promoting technical assistance, skill development, and organizational learning as a way of combating poverty and promoting development. Thus, it should come as no surprise that global brands, lead suppliers, multistakeholder initiatives, and even international organizations would embrace this approach as a way to improve working conditions and labor rights in global supply chains. In the wake of the limited success with (but significant controversy surrounding) the traditional compliance model, an alternative approach that rested on more “technical” (and supposedly less politicized) mechanisms like the diffusion of best practices, structured problem solving, continuous improvement, and so forth naturally appealed to various actors in global supply chains. Because global corporations and their suppliers had already deployed some of these same tools and processes successfully to tackle other issues (product quality, for example),5 capability building seemed like a clear improvement over the traditional compliance model. But is it?
The following section reviews several empirical cases that sought to improve working conditions and labor standards in global supply chains through capability-building initiatives. These programs represent a wide range of capability-building strategies across a variety of country, industry, and socio-economic contexts. Notwithstanding the differences across these cases, a few common themes emerge. First, most (but not all) capability-building efforts did generate improvements, particularly in areas such as physical plant upgrading, enhanced productivity and quality, and even the reduction of certain code violations, especially in the area of health and safety. Second, despite these improvements, other significant issues persisted, especially concerning wages, work hours, and the ability of workers to organize collectively and form independent unions. These findings highlight a significant gap between the theoretical mechanisms proposed by the literature and the practical processes by which capability-building programs are implemented. Part of the gap, I argue, lies in the underlying assumptions of most capability-building programs. I discuss these assumptions and their implications at the end of this chapter. The next chapter examines this process in greater detail through a structured comparison of two of Nike's Mexican apparel suppliers. This matched pair analysis illustrates the conditions that enable capability-building efforts to fulfill their promise of improving not just productivity and quality but also working conditions and labor standards at global supply chain factories.
Capability Building in Practice
Upgrading through Factory Inspections: Vignettes from ABC's Supply Chain
During our field research on ABC and its global suppliers, my graduate students and I visited numerous factories throughout the world that sought to improve labor standards by enhancing their organizational and managerial capabilities. At these factories, we observed auditors collecting information and using this information to redress various violations in the Code of Conduct. But instead of simply employing factory audits and the threat of sanctions (in the form of reduced or terminated orders) to drive better compliance, information gathering (as imperfect as it is), and the tracking of workplace conditions over time were employed to engage factory managers in various capability-building exercises that would allow them to tackle workplace problems in a cost-effective and sustainable manner. The frequent presence of auditors in these factories, and the fact that they had been visiting these same factories for several years, meant that these auditors had developed a different kind of relationship with the factory managers. Rather than act as “inspectors” whose job focused primarily on uncovering Code of Conduct violations and punishing management for these infractions, these auditors acted more like consultants by engaging in joint problem solving, information sharing, and the diffusion of best practices that were in the mutual self-interest of the suppliers, the auditors, and the global corporations for which they work. As such, the incentives of the various actors appeared to be better aligned. Factory managers gained valuable advice, sometimes even technical assistance, that allowed them to improve their operations and hence their competitiveness. At the same time, these improvements in “management systems” were often accompanied by (and at times relied on) improvements in working conditions and thus benefited the workers employed at these factories as well. Finally, by embracing the role of consultants or advisors and layering this on top of their traditional role as compliance officers, the auditors were able to enrich their own jobs and gain legitimacy both in the eyes of the firms they audited (by giving them valuable advice) as well with ABC's headquarters, because their work was clearly leading to sustained improvements in working conditions and labor standards among a select group of ABC's suppliers. And although the threat of sanctions was still present in these settings, it served less to “force” the suppliers to comply with ABC's Code of Conduct than as a background condition or fallback mechanism, aimed at “fostering” the joint problem-solving initiatives underway at these factories.6 If anything, through these various activities, auditors and factory managers alike came to recognize their mutual dependence and thus their continued need to cooperate and communicate openly with each another.7
To illustrate this capability-building approach, the following section will describe how instances of information sharing and joint-problem solving between factory managers and ABC auditors led to the resolution of critical labor problems at suppliers operating in very different countries and regions throughout the world.
Improving Competitiveness and Compliance at Sula Shirts
One factory that we studied in Honduras, Sula Shirts,8 illustrates how competitiveness and labor conditions can improve in tandem, and how ABC's capability-building efforts were key to this transformation.9 Sula, located near the Port of Cortez, employed at the time of our research more than 1,400 workers that cut and assembled dress shirts for ABC (which accounted for 90 percent of their production) and other major brands. The Honduran owners of this factory began producing clothing in the 1920s, originally for the local market and for the banana companies that had large operations at that time. As the company grew, it began exporting to the United States, and by the 1970s, Sula began working with ABC through a licensing agreement to produce ABC brands for the local market. In 1989, Sula started to assemble ABC branded shirts for export to North America. By 2001, Sula had switched from assembling precut materials to full-package production. With full package, Sula receives design specifications from ABC and is responsible for purchasing the material inputs, cutting the fabric, assembling the garments, and packaging the garments so they are ready (down to the price tag) to be sold in North American retail stores.
China's entry into the World Trade Organization and the recession in late 2001 provoked global brands to exit Central America and move toward Asia in search of lower production costs. Over the past several years, hundreds of Central American factories have closed down. This trend was accelerated in 2005 with the end of the Multi-Fiber Arrangement (MFA), which had regulated global garment trade through quotas, and thus created a place for Central American producers in the global textile-apparel industry. Following the demise of the MFA, the only way many Central American producers believed they could compete with producers from South and East Asia was through cutting wages, sweating workers, and succumbing to a classic “race to the bottom.”
Notwithstanding their long relationship with Sula, ABC made it clear that the factory was no longer competitive with its East Asian rivals and that if the factory did not alter its strategy, ABC would cease to source from Sula. Interestingly, ABC helped Sula develop a new, more viable strategy based on rapid replenishment: quickly producing small batches of goods in response to changing market demands. With “quick turnaround,” Sula would take advantage of its proximity to North American markets, making speed and responsiveness the crux of its competitive strategy; ABC could count on rapid replenishment of styles that had proven popular in the market place but that could not be sourced from their lower-cost but more distant suppliers in East Asia.10
ABC invested a tremendous amount of time and resources to help Sula make this transition. For example, ABC sent several full-time staff with experience in running quick turnaround operations to the Sula factory to help factory management through “test runs” of quick turnaround orders, to minimize time-consuming errors, and to maintain high levels of quality. In addition, ABC took Sula staff to other production facilities (including what was, at the time, its only remaining shirt factory in the United States), to observe replenishment in action and learn through experience.
ABC and Sula came to a new agreement on financing the fabric used for rapid replenishment orders through which ABC would continue to own the fabric that was stored at Sula's warehouses until the fabric was pulled off the shelf, which signaled Sula's “purchase” of this input. By freeing up the working capital that Sula would normally need to invest in its fabric inventory for quick turnaround, ABC mitigated the tremendous costs (and risks) faced by Sula in this transition, and this shift in financial burden allowed Sula to stock a variety of fabrics necessary to react quickly to changing consumer demands. Describing an earlier switch from assembly to full-package production, the factory's general manager said that mismanagement of fabric inventory could bankrupt a factory in two months, because inventoried fabric at Sula is worth in excess of $1 million.
The move to rapid replenishment, although providing a new basis for competitiveness, was not a panacea for compliance, because quick turnaround can put pressure on labor standards, especially overtime.11 Under normal production, Sula would receive orders from ABC two and a half months before the date that the shirts have to be shipped. For their production lines dedicated to rapid replenishment, Sula has only one week to ship the finished product after receiving the order. Common delays in production (e.g., late inputs, inaccuracies in order specifications, quality issues) can only be made up by overtime, particularly in the finishing and packing departments, which execute the last stage of the production process before shipment. Moreover, the rapid changes in style demanded by a replenishment strategy provoked a large drop in efficiency because of time-consuming adjustments to machinery and loss of efficiency from workers.12 Initially, the lines dedicated to quick turnaround experienced 20 percent drops in efficiency because of the constant switching of styles, exacerbating pressures for long overtime hours to complete orders.
Soon after Sula began its rapid replenishment operations, the factory began to encounter problems complying with ABC's Code of Conduct. Working-hours violations were uncovered during a routine audit by ABC in which auditors found that a portion of the workers had exceeded the maximum overtime limits and that workers were not given one day of rest per week. To redress these issues, Sula at first added an additional night shift from 6:30 PM to 4:00 AM, and the auditors from ABC returned and verified that excessive working hours were reduced with this new system in place. However, this strategy to reduce overtime did not last long because paying night wages increased costs significantly. At this point, having encountered increased costs in their effort to comply with the code, Sula could have gone back to its previous practices but ABC continued to monitor working time at the factory and to pressure Sula to comply with its Code of Conduct. Crucially, ABC combined elements of the traditional compliance model (monitoring and the threat of sanctions) with technical assistance to find a solution that reconciled competitiveness with compliance. As a result, and with the assistance of ABC, Sula introduced a more flexible shift structure, improved the efficiency of the operations dedicated to rapid replenishment, and relocated machines so that replenishment production took place in a dedicated area of the factory. The factory also placed red tags on the replenishment bundles so that workers knew they were a priority, assigned quick turnaround status to a select group of workers who were skilled at making rapid adjustments, and solicited their input about how to streamline the process. Workers’ suggestions included sorting the replenishment orders by style, color, and size so that switching between styles would require fewer machine adjustments. Whereas previous production methods made it inefficient to run a style for less than a day, consolidating and sorting by style, color, and size allowed workers to streamline thread changes and machine calibration, thereby minimizing lost time. These changes made quick turnaround production economically viable, practically eliminating the initial 20-percent drop in efficiency. The changes were possible because of the consistent pressure on Sula to comply, the technical assistance from ABC giving Sula the means to comply, and the commitment by ABC to keep sourcing from Sula as it made the costly transition. Months later when we visited the factory, there were no signs of excess overtime, and Sula was filling quick turnaround orders, which they saw as the one path to remain competitive.13
Tackling Excess Overtime: The Case of Ambar Designs
Ambar Designs was established in the late 1990s in the fast-growing city of Bangalore, India. It is one of thirteen factories owned by a major garment export house in South India. At the time of our field research, the factory employed more than 1,000 workers who cut, sewed, finished, and packed woven tops and bottoms for several leading brands. ABC has been sourcing woven tops and bottoms at Ambar for nearly eight years, although at the time of our fieldwork, it accounted for just 10 percent of production in the factory. Excess overtime had always been a major problem at Ambar, where workers routinely clocked well beyond the state-mandated sixty hours per week and many worked more than seven consecutive days without a day of rest, in violation of Indian labor law. But over the past few years, the factory has reduced overtime significantly. ABC's ability to facilitate positive changes at Ambar, even though it takes up only a small share of the plant's production capacity, reveals how auditors can help improve labor conditions in India not merely through threats and sanctions but by building relationships with company managers and providing them with the technical assistance they need to run more efficient and ethical operations.
To better situate the case of Ambar, we must first take into account the institutional and cultural context underlying India's integration into the global apparel market.14 Since independence, the Indian state used a range of regulatory mechanisms and policies that encouraged small-scale production in the apparel sector. Only recently have firms shifted to mass production for export markets, which brings a new set of organizational challenges, from sourcing fabric to maintaining productivity.15 Perhaps the greatest challenge is learning how to manage a newly formed industrial workforce, where worker absenteeism and turnover tend to be high. The majority of workers, particularly in South India, are young women who commute to urban apparel factories from the city outskirts and rural villages nearby. Having a predominantly female, rural workforce carries another set of labor-related issues, as stricter regulations are placed on the hours that women can work, factories are required to provide crèches for their children, and, given widespread undernourishment and high rates of anemia, subsidized food and health facilities are necessary.
These were the conditions faced by Ambar Designs, which in 2005 and 2006 was among the 80 percent (24 out of 30) of active South Indian suppliers producing for ABC that faced significant problems of excess overtime. Interviews conducted during our field research revealed that seventy-five-hour workweeks had been common at Ambar. The most commonly cited reason for this overtime concerned production delays and supply chain problems, such as late arrival of materials, problems with the color and quality of fabrics, and other inputs. These delays can have a cascading effect because factory managers often compensate for them by having machine operators work longer hours and/or reducing their weekend breaks. The crunch to get orders out on time is exacerbated by the fact that customers increasingly demand shorter lead times and higher-quality products. Excess overtime at Ambar was also exacerbated by high rates of absenteeism and turnover of workers; typically, 4 to 5 percent of workers at Ambar (mostly sewing machine operators) were absent on a given day, and the factory experienced between 5 and 8 percent monthly turnover of its workforce. Rather than address these problems directly or plan around them, factory managers had workers take up the extra work, many of whom welcomed the opportunity to earn additional income.
An ABC auditor identified the problem of excess overtime at Ambar after several audits and worked with the corporate human resources manager to develop a plan to address it. This manager was willing to work with the ABC auditor because, unlike other auditors, she believed the ABC auditor was far more “sensitized” to the local conditions of the factory. In her experience, the compliance programs of most brands lead to “fire fighting” in preparation for auditor visits, but she found the ABC compliance program to be “far more sensitive to the economic and social conditions in which the factory is working.” To tackle excess overtime at Ambar, the ABC auditor worked with Ambar's management to uncover the “root causes” of this persistent problem. A combination of poor supply chain planning and lack of coordination among the company's operations managers, supply chain managers and human resources managers led to consistent shortages of workers capable of handling volatile fluctuations in orders. Through a series of information exchanges, training sessions, and the sharing of best practices from other factories in the industry, the ABC auditor was able to help Ambar coordinate more effectively among its functional areas, smooth out its production processes, and thus eliminate the need for excess overtime at the factory.
Health and Safety Improvements in the Dominican Republic
Heat is a constant problem in factories in the Dominican Republic, especially in factories that have large areas dedicated to ironing and laundering garments. One ABC auditor showed factory managers how to enhance their existing ventilation systems (fans) and reduce heat in the factory by opening up additional holes in the roof above the ironing area. Four months later, when we visited the factory, new fans and vents had been installed, and the temperature had been reduced. This same auditor also instructed the management of another factory on how best to install new water fountains, enhance access to the emergency exit, develop a new ventilation system, and better identify shop-floor workers responsible for first aid. None of these changes were costly; it was simply that the factories’ management did not know how to create a safer and healthier work environment. Through simple capability-building initiatives and the sharing of best practices, the auditors were able to help factory managers improve working conditions in their plants.
Promoting these kinds of low-cost solutions helped move factories toward compliance. For example, workers often use noxious chemicals to remove stains on garments, and thus chemical exposure is often a serious problem in factories that cannot afford modern ventilation systems. Because of the high costs of purchasing and installing these modern ventilation systems, many factories in the Dominican Republic have resisted correcting this very real health and safety hazard in their plants. ABC's auditors searched for a solution that would not incur high costs for their suppliers. The solution they found was to move the chemical-intensive processes to the edge of the factory, which is open to the outside and to install a series of powerful fans to push the fumes outward. This generated a much cheaper solution than what the auditors would have insisted on had they stuck to their traditional roles as “compliance officers,” and as a result, the solution was actually implemented and not resisted by factory management.
ABC's auditors in the Dominican Republic spend a lot of time visiting many different factories, and as such, often act as agents of change, diffusing innovative ideas from factory to factory. For example, an endemic problem in many factories is the lack of protective guards on the sewing machines that are designed to prevent workers from being injured by needles. In many factories this becomes an especially serious problem because highly pressured workers remove the guards to work faster, and inevitably, there are numerous injuries without them. The auditors say they can tell if needle guards are missing simply by checking the factory's infirmary records for extensive needle puncture wounds. Managers often resist requests from the auditors to install needle guards because they say that workers will just continue to take them off, and to constantly replace them is costly. One ABC auditor discovered a solution to this problem while visiting a factory where she noticed that the needle guards were welded on to the sewing machines, thus making them difficult to remove. Leveraging her frequent presence (and ongoing relationship with managers) at many local factories, she quickly diffused this practice among them by taking photographs of the original welded needle guard and showing them to all factory managers she met. Instead of threatening the factories with sanctions unless they repaired the problems, she instructed the managers on how to find solutions.
All the auditors of these vignettes went beyond their traditional compliance role; in addition to “inspecting” factories and documenting workplace problems, these same auditors also worked with the factories to develop innovative solutions to an array of different workplace problems. In some instances, this entailed enlisting ABC's operational managers to help instruct the factory on how best to implement rapid replenishment; in others, it was to help promote coordination among the suppliers’ functional staff so that production schedules could be better planned and excess overtime avoided. In still other cases, the auditors acted as agents of innovation, sharing low-cost solutions to an array of health and safety problems. In our discussions with ABC auditors throughout the globe, they told us how “coaching,” “mentoring,” and engaging in joint problem solving became a central part of their jobs.
After years of working within the traditional compliance system, many of these auditors realized that even when they approved a factory, there was a good chance that the factory would backslide and the problems would return in subsequent audits. As one auditor noted: “finding the problems is not a problem for me, the problem is making them comply and getting them to comply sustainably.” To improve the sustainability of compliance, another ABC compliance manager said that he came to the conclusion that “if we can explain to [factory managers] why [they] have to do this stuff and the benefits, they are going to be more apt to sustain it and do it.”
As a result, many of the auditors we interviewed began to see a large part of their job as helping to bring factories into compliance (auditors as consultants), rather than threatening factory managers who do not comply (auditors as police).16 They see themselves, in their own words, as “teachers,” “psychologists,” or “salesmen,” trying to convince factory management that compliance is in their own interest and show them how to comply. At times, they find ways to improve productivity and compliance and “kill two birds with one stone.” For example, one manager from ABC's compliance team said that by creating “a voluntary program [for overtime]…you require the management to go through an exercise of evaluating their planning techniques.” Forced overtime is reduced, and production is improved through better planning. Not all issues or factories are amenable to this capability-building approach – some factory managers simply do not “get it” and for some issues, such as freedom of association, these citizenship rights need to be enforced not one factory at a time but throughout the territory, and this entails a more active role by the state rather than by a small group of activist auditors. Notwithstanding these limitations, the capability-building approach to supply chain compliance is becoming an important part of the auditors’ practice in some (but by no means all) of the factories we studied, leading to sustained improvements in working conditions.
Whereas these vignettes from ABC's suppliers in South Asia and Central America illustrate the potential advantages of capability-building efforts (especially when compared with the more traditional compliance approach), the following two sections, also drawn from our field research, shed light on some of the limitations of this model.
The Mixed Results of Capability-Building: Lessons from the ILO's Factory Improvement Program
Another capability-building initiative that my graduate students and I studied for this research project is the ILO's Factory Improvement Program (FIP). Launched in 2002 with support from the Swiss State Secretariat for Economic Cooperation and the US Department of Labor, the FIP involved intensive capacity-building efforts at the factory level, with the goal of raising compliance with international labor standards while improving overall competitiveness. The FIP was originally implemented in Sri Lanka's garment export sector but soon expanded to Vietnam and India, where it was implemented in medium-large factories across a number of industries.
The FIP consists of seven modules that combine off-site training with in-factory consultancy over a period of ten months. The modules include (1) Workplace Cooperation, (2) Quality, (3) Productivity, (4) Cleaner Production, (5) Human Resources, (6) Health and Safety, and (7) Workplace Relations. A professional expert is hired to lead each module and share relevant knowledge, skills, and experiences with factory managers, primarily through off-site training sessions and factory visits. In addition to these external experts, locally based service providers are hired to train factory managers in each of the program modules. These local service providers conduct factory visits to provide on-site assessments and advice to factory managers and engage in routine monitoring of each factory, reporting the findings to the ILO. A central goal of the FIP is to increase worker involvement, primarily through the creation of Factory Improvement Teams (FITs), which are given training along with dedicated responsibilities for each program module. By developing these teams and linking them to factory improvement goals, the FIP seeks to enhance dialogue and build mutual understanding between workers and management.
During the summer of 2007, my graduate students and I conducted field research on the ILO's Factory Improvement Programs in Vietnam and India to assess the impact of this ambitious capability-building initiative on working conditions and labor standards. What we discovered was that this program was especially effective at promoting productivity and quality gains for participating factories. Factories across the board introduced significant changes around production planning, the work environment, and worker incentive schemes. Changes that appeared small on the surface – neater factory layout, the use of containers to store materials, and improved bundle labeling – helped enhance factory productivity and reduce costs. Quality standards also improved significantly as factories began to track defect rates systematically and using this information to conduct root cause analyses. In some factories, productivity and quality gains emerged through increased worker involvement and cooperation with management. Yet, the most challenging task for most participating factories was enhancing social dialogue between management and workers, because in most of them the very idea of social dialogue was a completely new concept. Communication was usually one-way, with management telling workers what to do in a paternalistic manner. Formal grievance procedures were rarely implemented and even in larger factories with consultation committees in place, workers were underrepresented. Understanding these mixed results sheds light on the relative strengths and weaknesses not just of the ILO's FIP, but also on many other capability-building initiatives aimed at improving labor standards through enhanced factory competitiveness.
FIP Vietnam
In 2007, the ILO launched the FIP in the garment sector of southern Vietnam, partnering with the Vietnam Chamber of Commerce and Industry (VCCI) to deliver and monitor the program. The seven FIP modules were implemented by local experts and combined offsite training with in-plant consultancy in twelve garment export factories: ten in Ho Chi Minh City and two in Binh Duong province. Several of the participating factories had previously invested in various quality and process improvement initiatives like ISO 9000, but the impact of these past programs on overall performance was limited. In contrast to these prior initiatives, the FIP was seen as both more comprehensive in that it focused not just on one issue – quality versus productivity – but on several key challenges facing local factories, and participatory, as it engaged shop floor workers in the actual improvement processes. The limited success of past productivity and quality improvement efforts was blamed on lack of worker commitment and poor communication between managers and workers. The FIP, with its FITs, would correct these past shortcomings.
During the summer of 2007, I visited six of the twelve participating factories and collected data on wages, accidents, worker grievances, turnover, defects, productivity, and even energy consumption for all twelve participating FIP factories. Both these data and our field research revealed that significant improvements had indeed taken place in just about all of the plants engaged in the FIP. In one factory with a history of poor communication between managers and workers, the FIT instituted a number of new initiatives, including a regular feedback mechanism (i.e., interviews and surveys) for workers, and also organized periodic social events to foster a more cooperative organizational culture within the plant.
Enhanced dialogue between management and workers helped produce positive changes in areas such as quality control and productivity. Most factories showed a decline in defect rates, and in some cases, the improvements were dramatic. In one factory, for example, in-line defects went down from 50 percent in January of 2007 to 10 percent by October of 2007. Significant improvements also took place in the area of occupational health and safety. Capacity-building efforts focused on creating or strengthening health and safety committees within each factory. These committees encouraged dialogue between workers and management and led to the adoption of new practices like the collection of quantitative data on injuries and identification of potential occupational hazards. In some cases, health and safety committees initially did not have worker representatives, but by the end of the module, worker participation was strengthened: a worker survey conducted in one factory at the end of FIP found that nearly 92 percent of workers experienced better working conditions after the program had been implemented (VCCI 2008).
Notwithstanding these positive changes, some workplace issues (supposedly addressed by several modules) and certain factories did not exhibit sustained improvements over the course of the FIP intervention. Employee turnover, wages, and labor accidents fluctuated in many factories over the course of the program, showing little steady improvement. Although some of this fluctuation can be partially explained by the seasonality of production in the garment sector, some of it seemed to be related to the way the FIP was implemented in different factories.
Figures 4.1 and 4.2, based on original data we obtained directly from the FIP's local partner, the VCCI, summarize month-by-month performance of several key performance indicators for all twelve garment factories that participated in the ILO's FIP. Figure 4.1 shows both a dramatic improvement in quality and in the plants’ ability to meet production targets over the course of the program. However, as Figure 4.2 shows, similar improvements did not occur in the areas of workplace safety (accidents) or labor turnover rates. When examining the data for individual factories,17 we discovered that the situation was more nuanced, in which some factories appeared to consistently improve both their business-related and labor-related performance, whereas other plants appeared to focus on and improve only their business-related processes (quality and productivity) but not their labor practices.
Figure 4.1. FIP Vietnam – Quality and Productivity Enhancements
Figure 4.2. FIP Vietnam – Monthly Labor Turnover and Accidents
During our field research, we observed that factories that possessed either a strong union fighting for worker rights (which in Vietnam means a functionally independent union) or global buyers who continued to pressure factories to respect their codes of conduct notwithstanding their participation in the FIP process seemed to experience sustained improvements in both working conditions and productivity/quality, whereas factories lacking strong independent unions and vigilant buyers showed consistent improvements only for business-related outcomes.18 These findings support the observations made in the Vietnam FIP Final Report, which acknowledged the mixed results of its otherwise very successful program and the fact that workers were underrepresented in many of the FITs (VCCI 2008).
FIP India
The FIP in India was piloted in Faridabad in 2007. Twenty-three factories producing auto components participated in the pilot. Participating factories consisted primarily of small and medium-sized enterprises that lacked managerial capacity and experienced high turnover among workers, many of whom are seasonal migrants from poor, rural states such as Uttar Pradesh and Bihar. Given this high turnover coupled with the prevalence of informal work, the level of cooperation between workers and management in these factories is quite low. Moreover, many of these plants rely on rudimentary technologies and often lack protective gear and safety equipment, posing considerable health hazards for workers.
In response to these and related concerns, the ILO FIP program was initiated with support from the Faridabad Small Industries Association (FSIA). Like FIP in Vietnam, local service providers were hired to train factory management in each of the program modules and to provide on-site assessments and advice to factory managers. They also routinely monitored each factory and reported the findings both to the ILO and to FSIA. In addition, the program hired outside experts to deliver training sessions off-site and to make one factory visit per training module to provide capacity-enhancing expertise. To raise worker involvement, FITs were created in each factory and given dedicated responsibilities associated with each program module.
Notwithstanding the initial poor factory conditions and several implementation challenges, the FIP in Faridabad promoted significant improvements among participating factories, most notably in the areas of factory layout and industrial hygiene. Worker safety was increased by improving the handling and storage of raw materials, work-in-progress, finished products, and even scrap. In addition, some investments were made to improve working conditions more directly, like providing clean drinking water and bathrooms at the factories. In addition, several pilot factories installed new ventilation systems and machine safety guards after they learned that these investments enhanced worker health and safety and lowered production costs. Finally, there was a marked improvement in management-worker relations; many of the physical changes observed in the factories were initiated by teams of workers, who communicated their grievances and suggestions – for the very first time in many cases – directly to factory management.
Still, the FIP program faced serious difficulties in sustaining worker participation, for a variety of reasons. First, FIP service providers relied primarily on factory management to institute changes and program modules were tailored to a managerial audience. As a result, expert training and service provider visits tended to focus on the needs of management, with little worker interaction and training. Even the FIT teams, designed to promote worker-management collaboration, were dominated by managers. One factory director we interviewed expressed a genuine interest in getting his workers more involved in FIP but claimed that he felt uncomfortable inviting his workers to participate in expert training sessions because the external consultants uniformly expressed pro-management views.
Consistent with the FIP's approach in other countries, its program in India depended heavily on the commitment of factory management. In the better-performing factories, managers were motivated to improve their factories. As one factory manager put it, “To become what we intend to as an organization requires us to change. We felt that FIP offered the right platform to figure out what we were missing.” Yet, the sustainability of the FIP-inspired improvements was threatened by their inability to fully engage the workers. For example, the high degree of turnover among workers threatened the stability of Factory Improvement Teams. As one factory director put it, “There are some improvements in water, toilets, storage, and definitely some quality and productivity improvements. All of these changes will only last depending on the stability of the FIT management. If the composition of the FIT keeps changing, then the improvements will not stay.” Yet, most FIT members (often, supervisors) and factory directors saw little value in training and investing in workers. As in Vietnam, the FIP capability-building approach in India suffered from dramatic differences in power and status between management and workers, which were reinforced by the social hierarchy and organizational culture that prevail in India. Structural problems, such as the lack of basic education for workers, posed an additional challenge that is well outside the remit of a factory-based program, because neither FIP experts nor service providers were trained in enhancing capabilities to a relatively uneducated audience. As a result, worker awareness and involvement in FIP was much lower than that of management: even in the best-performing factories, none of the worker team members interviewed knew which FIP module was being put into effect at the time, and many were not even aware that an ILO program related to working conditions was being implemented in their factory. These findings raise questions regarding the extent to which the capability-building approach, meant primarily as technical assistance and skill-training exercise, can advance, by itself, the rights of workers in contexts like India, where entrenched social inequalities structure employment relations.
Do Capability-Building Programs Really Make a Difference? Evidence from HP's Focused Improvement Supplier Initiative China
As discussed in Chapter 2, HP was a pioneer in promoting private compliance initiatives in the global electronics industry. Yet, HP's approach to regulating workplace practices among its suppliers went beyond auditing their facilities: in addition to these periodic social and environmental audits, the company also promoted various capability-building initiatives among its suppliers in an effort to enhance their managerial skills and systems. Recognizing that managerial and organizational weaknesses are often major drivers of code violations, HP has engaged over one hundred of its suppliers, located in China, Thailand, Hungary, Poland, Mexico, and the Czech Republic, in various capability-building programs (Hewlett-Packard 2009). One such program was the Focused Improvement Supplier Initiative (FISI) in China. This program trained hundreds of participants from diverse suppliers in two regions of concentrated electronics production in China. The issues addressed in these management-focused training workshops included overtime reduction, worker-management communication channels, energy conservation, and the implementation of the new Chinese labor regulations. By working with managers of its key suppliers, this program sought to develop management systems to support compliance with HP's (and Electronic Industry Citizenship Coalition's) standards. The first round of this program began in June 2006.
Using audit data provided to us by HP for this research project, my graduate students and I looked for FISI's impact on program participants by examining audits conducted before and after the program. We selected facilities that participated in the program whose first audit occurred before the start of the program but whose final audit occurred after the training workshops ended one year later. We then identified a “control” group of every Chinese facility working with HP that did not take part in the program, choosing only those with audits both before and after the FISI program, to assess the possible impact of FISI on various workplace issues. Improvements in labor, health and safety, and environmental compliance for both capability building and “control” groups are illustrated in Figure 4.3.
Figure 4.3. Capability building and improvement in Chinese suppliers (2006–8). Note: Compared suppliers that participated in the Focused Supplier Improvement Initiative 2006–7 against non-participants. Only compared if first audit happened before June 1, 2006, and final audit took place after June 1, 2007, and both had full scores for the relevant audit section. The control group did not participate in subsequent capability-building programs.
The audit data suggest that participants in the FISI capability-building program improved their compliance in the labor (from 51 to 56 percent) and health (from 33 to 51 percent) sections of the audit, but experienced a small decline (4 percent) in compliance in their environmental practices. This would suggest that the FISI program, on balance, had a positive impact on participating suppliers. However, audit data analysis of our control group shows that facilities that did not participate in these training workshops also improved compliance in these three areas between their first and final audits in roughly equal measure. It may still be true that the FISI capability-building program did lead to some modest improvements in the participating suppliers’ ability to comply with labor, health, and environmental standards, because we do not have counterfactual evidence to assess what would have happened if these particular plants had not participated in this program. Moreover, facilities targeted for the pilot program could have been selected specifically because of their compliance problems, and thus, any improvement (even vis-à-vis plants not participating in the pilot program) could be interpreted as positive. Yet, our analysis of HP's audit data found little evidence that this mechanism alone drove changes in compliance. If anything, these data question the program's efficacy.19
During our field research in the summer and fall of 2009, interviews with managers at factories that had participated in FISI suggested that the capability-building programs did not leave a deep impression upon facility managers. In fact, many of these managers did not have a strong recollection of the content, let alone the key takeaways of their training workshops. In other interviews with HP suppliers, located not just in China but in other Southeast Asian countries, we learned that some suppliers resisted investing in “capability-building” initiatives because they felt that whatever gains generated by these programs were captured by HP and the other global brands they worked for. In other words, innovations in work organization or production systems that generated either greater efficiencies or better quality did not translate into higher margins for these suppliers. The same was true for workers employed in these factories: whereas capability-building initiatives did lead to improved compliance on certain issues, especially health and safety issues, other important concerns like wages and working hours were not remedied by capability-building initiatives alone.
Concluding Considerations: The Politics of Capability Building
The cases featured in this chapter shed light on both the potential and limitations of the capability-building approach to enforce labor standards in global supply chains. In each of the programs examined, marked improvements took place in some factories (in terms of increased productivity and quality) and for some workers (providing cleaner workplaces, better health and safety conditions). By investing in the capabilities of suppliers to address the root causes of labor violations, these initiatives currently represent some of the most innovative practices taking place in the arena of private governance. Yet, we also saw how some of these programs produced mixed or only limited improvements for workers. These mixed results raise serious questions about the extent to which the capability-building approach can lead to sustained and broadly diffuse improvements of working conditions and labor rights in global supply chains. Do the limitations of these programs stem from some inherent defects in the capability-building enterprise? If so, what are these defects?
Some of the differences we observed in our field research can be explained simply by the way different capability-building programs were being implemented. For some – like the initiatives being promoted by ABC's auditors – implementation involved frequent and multiple interactions between the buyers and the suppliers, as well as a commitment by the buyers that they were investing in long-term, mutually beneficial relations with the suppliers. As such, the suppliers, over time and through trial and error, began to “trust” the buyers and eventually embrace the capability-building programs being promoted. However, for some of the other programs we studied, capability building often entailed limited interactions with the buyers, one-shot training sessions, and no sense among the suppliers that participation in these programs or investments in new capabilities would result in long-term contracts or improved buyer–supplier relations. And as we saw in the previous chapters, repeated interactions and long-term, mutually beneficial relations between buyers and suppliers are key to enhanced labor compliance. But aside from these differences in implementation, some of the limitations we observed had to do with more deeply rooted assumptions of the model itself. A closer look at the underlying logic of the capability-building approach reveals that it, like the traditional compliance model, rests on flawed theoretical and empirical assumptions that shape both the design and implementation of many of these programs.
As we saw at the beginning of this chapter, one of the key assumptions underlying capability-building initiatives concerns industrial and technical upgrading and its relationship to social upgrading. Essentially, the model assumes technical upgrading automatically leads to better working conditions. This assumption is derived from the global value chains literature, which has sought to identify the mechanisms through which supplier factories can improve their economic position within the value chain. Industrial upgrading can take place through a variety of channels, including process improvements that allow for greater efficiency, a shift to higher value-added activities, or the introduction of more technologically advanced forms of production. Although a number of studies have examined how these upgrading strategies affect firms, little attention has been devoted to assessing their impact on workers. Perhaps because industrial upgrading can lead (at times) to skill development, it is often believed (implicitly) also to yield better wages and working conditions for factory workers (Barrientos, Gereffi et al. 2010).
Yet, there are two fundamental problems with this assumption. First, there is little evidence to show that industrial upgrading automatically yields better wages or working conditions. Case studies reveal a mixed picture at best.20 For example, in their study of global production networks in India, Posthuma and Nathan (2010) find that economic upgrading has not helped to improve conditions for lower tier workers and may have even contributed to the rise of vulnerable jobs. How the economic gains from upgrading is distributed among suppliers, between suppliers and workers, or even among different kinds of workers, cannot be assumed a priori. Although increased profits may be passed on to (some) workers in the form of better wages or working conditions, this will not happen automatically but rather will depend on the power dynamics among different supply chain actors (buyers, suppliers, different categories of workers). Second, this assumption overlooks the fact that the enforcement of some labor standards (particularly enabling rights) may have little to do with the profitability or technical sophistication of suppliers but instead hinge on other social and political factors. For instance, standards regarding freedom of association have more to do with the realization of political rights for workers and cannot be enforced effectively one factory at a time, no matter how well managed or technically sophisticated these factories are.
A second, related assumption underlying the capability-building model has to do with its rather simplistic notion of actor interests. Essentially, many capability-building initiatives fail to register the divergent (and at times competing) interests of the various actors (i.e., brands, suppliers, workers) involved in global supply chains. As such, they simply assume a win-win scenario in which improvements in some part of the supply chain – say, increased efficiencies at supplier factories – will translate into gains for all actors involved. But as we saw in this chapter, these gains are often not evenly distributed but often accumulate to whichever actors have greater power in particular supply chains. As such, various actors, be they suppliers or even workers, who see little to gain from investing in these efforts resist capability-building programs at times.
A third and final assumption underlying many capability-building programs concerns the universality of the technical and managerial systems and organizational changes being introduced. In other words, the model assumes that regardless of the local context, new management techniques, be they lean manufacturing or quality control systems or even worker-management consultation committees will work more or less in the same way, resulting in more or less the same results. But as we saw in this chapter's anecdotes, the actual implementation of many of these initiatives is shaped by various social, historical, and cultural legacies that can either enhance or hinder the desired effects of any one of these programs.21
Together, these three assumptions concerning the commonality of interests among supply chain actors, the universal, context-free nature of the technical systems being promoted, and the somewhat mechanistic relationship between industrial and social upgrading have led to the development and implementation (in many but not all cases) of an overly technocratic approach to capability building and it is this overly technocratic approach that has produced the mixed results we observed in our field research.
As we saw from the ABC supply chain vignettes, when suppliers believed that capability-building programs would lead to greater economic returns in terms of enhanced productivity, improved quality, and perhaps increased orders, they invested in these efforts. In most cases, these investments in production systems, work organization, and management systems translated into at least some improvements in working conditions in their factories. But as HP's FISI program illustrated, when suppliers were not convinced that investments in capability-building programs would deliver concrete gains (in terms of higher margins or greater orders from global buyers), their commitment to these programs was limited. In some cases, these suppliers could not even recall the content of their training workshops, and in others cases, the FIP in Vietnam for example, suppliers simply cherry picked between components of the trainings they were interested in (namely, productivity and quality) and ones they chose to ignore (i.e., workplace relations). Thus, understanding how capability-building efforts fit within the broader dynamics and relationships among key actors in global value chains is key to ensuring their efficacy.
In addition to understanding how capability-building initiatives affect different actors within global value chains and clarifying how their costs or gains are distributed among these actors, we must also ask which capabilities are most in need of development. Political philosophers like Amartya Sen have argued convincingly that a broad array of human capabilities are necessary for advancing human well-being. These include not only basic literacy and health but also political rights such as freedom of association. Yet, the programs we analyzed in this chapter for the most part neglect this more capacious definition of capability building and instead take a much narrower view centered on the provision of knowledge and other technical inputs, which are insufficient for protecting the rights of workers. To fully understand the impact of these different approaches to capability building, the next chapter analyzes two of Nike's Mexican apparel suppliers, which pursued distinctly different approaches toward upgrading their production systems. In both cases, the suppliers invested in new technologies and organizational capabilities. But only in one factory, where technical upgrading was linked to enhanced worker voice and empowerment, did the full potential of capability building become realized. Understanding the conditions that shaped these divergent outcomes is key to our understanding of what role capability building can actually play in promoting worker rights and labor standards in today's global supply chains.
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5 Alternative Approaches to Capability Building
A Tale of Two Nike Suppliers
What role can capability-building programs play in improving working conditions in global supply chains? Why do capability-building initiatives produce such mixed results among supply chain factories that implement them? How does this approach relate to other strategies and regulatory approaches aimed at promoting just working conditions in global supply chains? This chapter addresses these questions and explores both the potential and limitations of the capability-building model through a detailed matched pair case study of two factories supplying Nike, the world's largest athletic footwear and apparel company. These two factories have many similarities – both are in Mexico, both are in the apparel industry, both produce more or less the same products for Nike (and other brands), and both are subject to the same Code of Conduct. On the surface, both factories appear to have similar employment (i.e., recruitment, training, remuneration) practices, and they received comparable scores when audited by Nike's compliance staff. However, underlying (and somewhat obscured by) these apparent similarities, significant differences in actual labor conditions exist between these two factories. What drives these differences in working conditions? How do they relate to the different approaches to capability building deployed in these two factories? Field research conducted at these two factories reveals that beyond the introduction of new management systems and production techniques, workplace conditions, and labor standards are shaped by very different patterns of work organization and human resource management policies. Consistent with alternative approaches to capability building, some of these policies seek to give voice to and empower shop floor workers, whereas other policies aim to reduce worker voice and discretion. The consequences of these different approaches to capability building for workers and labor standards is significant and explains the variation we observed in the previous chapter.
The matched pair case study presented in this chapter is based on field research conducted over the spring and summer of 2005.1 More than 90 interviews were conducted with factory owners, managers, workers, nongovernmental organization representatives, union leaders, and various Nike managers both in the United States and in Mexico. Factory visits were also conducted in two Mexican states, as well as at one plant's sister plant in Los Angeles, California. Both factories (which I refer to as Plant A and Plant B) are located in the same country (Mexico) and, therefore, operate in the same political and economic environment and are subject to the same labor regulations. Both plants interface with the same regional office of Nike (based in Mexico City), which is responsible for coordinating orders (sourcing) and compliance visits to the factories. In fact, the same compliance specialists audited both factories. Compliance scores for the two plants were almost identical. However, beneath these apparent similarities, very different realities in terms of working conditions and labor rights existed. By systematically comparing the two factories along a number of dimensions (wage systems, work hour regimes, employee representation, etc.), this chapter sheds light on the alternative approaches to capability-building deployed at these two plants and how these alternative approaches shaped differences in working conditions. Following an analysis of these differences, the chapter concludes by pondering the more general implications of this analysis for strategies aimed at enforcing labor standards in global supply chains.
A Tale of Two Factories
Plant A is located in the Estado de Mexico. It is situated in an industrial park where other garment factories are also operating. A Mexican family has owned the group that runs this plant since 1955. When the North American Free Trade Agreement was signed in 1994, the group began exporting. To support this new strategy, the company invested in state-of-the-art technology and trained its technical, operational, and administrative staff. At the time of our field research, the group exported 95 percent of its production to Europe, Asia, North America, and South America.
Plant B is located in a western Mexican state, 800 kilometers from the US border and 2,000 kilometers from the Nike regional office in Mexico City.2 This has historically been an agricultural state, but in recent years, the state government has promoted economic development through foreign direct investment. Plant B is part of a Taiwanese group, which owns three other plants: one in Taiwan, one in the United States, and another in the same Mexican state. The plant in Taiwan manufactures fabrics and the other factory in Mexico produces garments for other brands. The group started producing for Nike in 1991 with its plant in the United States. In 1999, as production orders increased, the owner opened Plant B in Mexico, where a low-wage labor force and a bigger facility allowed the company to increase its production.
Both plants are part of larger, vertically integrated groups. Plant A belongs to a group that includes spinning, knitting, and finishing operations in the same location where the garment assembly (sewing) takes place. Plant B is also part of a vertically integrated group engaged in the same range of productive activities. Being part of a vertical group is crucial for selling products to global buyers. Global brands tend to prefer plants that can offer “full-package” services to avoid searching for material and component suppliers, which can increase the risk of poor product quality and late deliveries, as well as add to the compliance burden by increasing the number of factories that have to be monitored.
At the time of our research, both plants manufactured the same product (T-shirts) for Nike and other brands and had similar defect rates. Nike sets a 1.4 percent monthly defect rate ceiling for its contractors and considers both plants to be of high quality. Plant A had a 1 percent monthly defect rate and Plant B a 0.6 percent monthly defect rate. Finally, both plants paid the same legal minimum wage (US $5.15/day), had the same turnover rates (8–10 percent per year), and the same informal (based on skill) promotion policies. The labor forces in the two plants are both unionized. Table 5.1 describes the similarities between these two plants.
Table 5.1. Similarities between the Plants
Plant A | Plant B | |
---|---|---|
Country location | Mexico | Mexico |
Legal minimum wage | US$5.15/day | US$5.15/day |
Structure | Part of a vertical group | Part of a vertical group |
Product type | T-shirts, graphic T-shirts | T-shirts, seamless and high-tech T-shirts |
Defect rate | 1% | 0.6% |
Turnover rates | 8%–10% | 10% |
System of promotion | Informal, based on skills | Informal, based on skills |
Training | 2 months | 1 month (subsidized by state government) |
Union | Mexican Workers Confederation (CTM) | Mexican Workers Confederation (CTM) |
Notwithstanding their similarities, labor conditions at Plants A and B were, in practice, dramatically different, as illustrated through a more detailed comparison of wages, employee satisfaction, worker participation in production-related issues, work hours and over time, and worker voice/representation at these two plants.
Two Worlds of Work
Wages
Workers in Plant A received higher wages than those in Plant B. Notwithstanding that both plants paid the same legal minimum wage, workers at Plant A earned on average a weekly salary that was 21 percent higher than what workers at Plant B earned. These differences in average wages could not be accounted for by differences in local wage rates since both plants are in the same region with respect to Mexican minimum wage laws. The National Commission of Minimum Wages, a division of the Federal Secretary of Labor and Social Welfare, divides Mexico into three geographic areas (A, B, and C) each with a distinct minimum wage. Plants A and B are located in the same (C) geographic area. Wage differences were instead due to different plant-level policies used to calculate worker wages.
In Plant A, workers were paid weekly. The factory opens a bank account for each worker and directly deposits his or her salaries into the account. Workers can withdraw money using an ATM card (there is an ATM station in the plant). At the time of our field research, production workers receive a fixed daily wage of 65 pesos (US$5.80). In addition, individual workers could receive premiums for attendance, punctuality, and overtime should they work extra hours. As a result, operators earned on average 644 pesos (US$57.60) per week plus any additional bonuses they may accrue. In each cell, workers also received productivity bonuses once they exceeded 70 percent of their production targets.
Table 5.2 shows the bonus schedule corresponding to different productivity levels in place at Plant A at the time of our research. Given that the productivity for most cells in Plant A was high, most workers earned close to, if not the entire, potential bonus. In other words, most operators earned their basic weekly wage of 644 pesos (US$ 57.60) plus a weekly bonus of 350 pesos (US$ 31.14) for a total of 994 pesos (US$ 84.52). Workers in other departments (i.e., ironing, quality control, and packaging) received similar bonuses.
Table 5.2. Production Premiums in Sewing – Plant A
Percent of Production | Premium (Mexican Pesos) | Premium (US$) * |
---|---|---|
70 | 2 | 0.18 |
81 | 25 | 2.22 |
86 | 35 | 3.11 |
91 | 46 | 4.09 |
96 | 60 | 5.34 |
100 | 70 | 6.23 |
* Exchange rate was calculated as $1US = 11.24 Mexican pesos at the time of our field research.
Source: Plant A Management.
In Plant B, workers were also paid weekly, also through direct deposits into their bank accounts. Workers at Plant B could also withdraw money from an ATM machine located in the plant. Salary in Plant B was also determined through a mixed system that combined hourly wages and a piece rate system. However, the two systems varied in one fundamental way: in Plant A, productivity levels were calculated by cell; in Plant B, they were based on individual performance. Each garment produced at Plant B contained a ticket that reported the value of the individual piece. The value varied depending on the complexity or style of the individual piece. Over the course of the workweek, individual workers collected tickets from pieces they had worked on, and at the end of the week, they turned these into the accounting department, which calculated their earnings. The minimum expected of individual operators was between 300 and 400 pieces per day (depending on the complexity of the garment). At the time of our field research, this amounted to a base salary of 51 pesos per day. Weekly salaries in Plant B were thus the product of fixed daily salaries, productivity bonuses, and premiums for attendance and seniority. On average, at the time of our research, production workers at Plant B earned between 700 and 800 pesos per week.
Employee Satisfaction
Workers in Plant A were more satisfied with their work than were workers in Plant B. In Plant A, employees worked in teams, operated more than one type of sewing machine, and were responsible for routine maintenance of the equipment. Interviews conducted during the field research found that workers in Plant A appreciated job rotation. They valued knowing how to perform a variety of operations and claimed that this opportunity to work on several operations plus in teams significantly improved working conditions over what existed under the previous, more modular production system where they performed the same repetitive task.
In contrast, employees at Plant B worked in fixed, individual stations, were specialized in narrowly defined jobs, and thus performed the same operation over the course of the work day/week/year. The work was highly routinized and repetitive. Our interviews, however, revealed that although workers were not especially fulfilled by their jobs, they were not motivated to acquire new skills or perform a variety of operations. Instead, they preferred to stick with what they knew well so that they could earn more through increased productivity. This was consistent with the bonus system in place at Plant B. Productivity premiums significantly enhanced the base salaries of average production workers and thus, they avoided all change that threatened to undermine these bonuses.
Participation in Production Planning
Workers in Plant A participated in decisions affecting the production targets, scheduling, and even operations whereas workers in Plant B needed to follow orders from above and did not have the opportunity to give their input. During our field research, we observed that the relationship between supervisors and workers in Plant A appeared more collaborative than hierarchical. Supervisors in Plant A coordinated the work of different cells.3 Every morning, supervisors communicated to each cell the style and quantity of items they needed to produce. Workers then got together and discussed how much they thought they were able to produce that day. Finally, the workers met again with the supervisor, shared their opinions, and together workers and supervisors reached a final agreement on the daily production target. Our field research indicated that these supervisors were inclined to accept input from the workers and establish mutually agreeable production targets. If workers or supervisors did not agree with a particular sequence of operations, or even with an entire operation, they could suggest changes to the production manager, who usually accepted these changes. In other words, workers could suggest alternative ways to perform an operation, rendering it quicker or easier. We found that the opportunity to participate in decisions related to work process had a strong and positive effect on work climate. It provided operators both with greater control over their work and with opportunities to express their creativity and ingenuity at work.
In Plant B, production orders were communicated from the top of the plant's hierarchy, and there was no place for worker participation. The plant manager planned production and distributed the orders to the area supervisors. Production in Plant B was divided into four areas, each consisting of six lines. Each area had one supervisor. Area supervisors received production orders from the plant manager, which they, in turn, divided up among the six lines under their control. The area supervisor was also in charge of explaining and teaching the operations involved in producing a given garment to production workers. Operators needed to follow the precise instructions that they were given. One of the workers we interviewed claimed: “We cannot change or suggest different ways to produce a garment because it is a chain and we need to follow what they tell us.” Moreover, although there was no formal policy against workers talking with one another and diffusing work practice innovations during their shifts, many workers complained that they simply did not have the opportunity to share work process innovations among themselves because the pace of production was too fast and they were simply too busy to talk.
Work Hours and Overtime
Production workers at Plant A worked forty-eight hours every week, from 7:30 AM to 5:00 PM Monday through Friday. The cutting department had a different work schedule because it needed to stay three days ahead of the sewing operations. In cutting, there were two shifts in which employees worked six 8-hour days from Monday through Saturday, either from 6:00 AM to 2:00 PM or from 2:00 PM to 10:00 PM. Every two weeks, cutting department workers changed shifts. All workers had a 30-minute break for lunch. In Plant B, there were two shifts for all departments, and workers did not alternate shifts. The first shift began at 7:30 AM and went until 5:00 PM; the second shift started at 5:05 PM and ended at 11:50 PM, Monday through Friday. Both shifts included 30-minute breaks for lunch.
Nike, like most global brands, sets a maximum limit of sixty hours of work per week. Because Mexican law limits the regular workweek to forty-eight hours, workers in both plants could work no more than twelve hours of overtime per week. In both plants, overtime was paid according to Mexican law: for the first nine hours workers were paid twice their regular salary; for the subsequent three hours, they were paid three times their regular salary. However, the extent and form of overtime in the two plants was extremely different. When Plant A needed employees to work extra time, it made workers aware of this need and allowed them to “apply” to work extra hours (and earn extra wages). Overtime was voluntary.
At Plant B, forced overtime was the norm. Workers of the first shift reported that they often worked until 7 PM, sometimes even until 10 PM. This meant that when they worked overtime, they worked between 12 and 15 hours per day. During our interviews, several workers in Plant B reported that they actually worked more than sixty hours per week.4 This was confirmed by the M-Audits Nike shared with us that documented persistent problems with excess work hours at this factory. Individual workers did not volunteer to work extra hours; the supervisor chose who had to stay longer. Supervisors explained that this is because they wanted their most experienced and efficient workers to work longer hours to reach their production targets sooner.
Worker Voice
Workers at both factories were affiliated with the main Mexican labor union, the Confederacion de Trabajadores Mexcianos. In addition to the legally mandated yearly collective bargaining agreements negotiated by union leaders and plant management, in Plant A, union representatives met more or less every week with the HR manager of the plant to discuss a variety of workplace issues. Relations between the HR managers and the union representatives were collaborative, and these frequent meetings provided a forum for workers to express their concerns. At the time of our field research, Plant B's union representatives also met on a weekly basis with the plant's HR department as well as with the plant's overall manager. However, these meetings were reported to be more formal, with issues being addressed and solved depending primarily on the desire and mood of the plant manager.
In addition to the union, workers had other channels through which to communicate their grievances and suggestions to management, but these practices as well, although apparently similar on paper, were very different in practice. For example, both plants had suggestion boxes that workers could use to voice grievances, ask questions, or even make suggestions to management. However, the implementation of this practice in the two plants varied significantly. In Plant A, workers’ questions or comments remained anonymous and were dealt with in a nonpersonalized manner. In Plant B, management posted both the suggestions (including the name of the worker who wrote it) and its response in a public area on the shop floor, thus compromising the anonymity of the worker. Because some of these comments were of a personal nature (i.e., questions about discrepancies in individual paychecks, tensions between operators and their supervisors), this supposedly more transparent practice at times embarrassed individual workers and, as a result, discouraged them from using this system.
Both plants also possessed various “mixed commissions” composed of representatives from the workers and managers that focused on health and safety, training, first aid, and so on. These are required by Mexican labor law. In Plant A, these commissions were actively engaged in training and administration of first aid for minor injuries or checking to see that access to fire extinguishers and exits and the like were all up to code. Plant B also possessed similar commissions on paper but during our field research, we found no evidence that they were actually functioning.
In short, notwithstanding many apparent similarities, including almost identical scores on their M-Audits, working conditions at Plants A and B were in practice quite different. Table 5.3 summarizes these differences. In Plant A, workers were paid better; worked within the legal work-hour limits and had a choice of whether to work overtime; engaged in decisions affecting the pace, target, and mechanics of production; and participated in various fora that provide them voice at work. Workers in Plant B were paid less well, often worked longer hours, and had no voice in production decisions, let alone other aspects of life in the factory.
Table 5.3. Workplace Differences
Plant A | Plant B | |
---|---|---|
Average weekly wage | US$86/week | US$67.80/week |
Team work | Yes | No |
Job description | Multitasks | Single task |
Job rotation | Yes | No |
Worker participation in work-related decisions | Yes | No |
Overtime | Voluntary and within limit | Mandatory and over limit |
It is important to note that with the exception of excess overtime, Plant B was for the most part in compliance with Nike's Code of Conduct and local labor law and on certain issues (i.e., providing on-site day-care services for employees) provided benefits that Plant A did not offer its workers. Moreover, Plant A was not without its own issues. Aside from documentation problems, in the past, Plant A also had supervisors who verbally abused workers. The point of this comparison is not to present Plant A as “good” and Plant B as “bad” on all dimensions but rather to illustrate the very different working conditions manifest at these two plants. Plant B managers very much followed the letter of Mexican labor law as well as Nike's Code of Conduct. However, their approach to employment relations and labor standards differed significantly from the more substantive approach pursued by Plant A management.5 These difference, in turn, shaped both the types of capability-building efforts promoted at these two plants as well as the consequences of these initiatives for workers employed at these two factories.
Explaining Differences in Working Conditions: Alternative Explanations Considered
Plants A and B were not perfectly matched. They were of different size, their ownership was of different nationality, and they dedicated different percentages of their production capacity to Nike. They were also situated in very different economic realities (labor markets) that may have also shaped their approach toward capability-building efforts and labor standards. The differences between the two plants are summarized in Table 5.4.
Table 5.4. Differences between Plants A and B
Plant A | Plant B | |
---|---|---|
Ownership | Local | Foreign |
Proximity to Nike's regional office | Close (50 km) | Far away (2,000 km) |
% of production for Nike | 10 | 50 |
Surrounding environment | Industrialized | Agrarian, undeveloped |
Production method | Lean (cell) | Modular (assembly lines) |
Number of workers | 487 | 1,100 |
Workforce nationality | ||
Managers | Mexican | Taiwanese |
Supervisors | Mexican | Taiwanese |
Production Workers | Mexican | 90% Mexican |
10% Taiwanese |
Of course, these differences mattered in shaping the strategies and behaviors of both managers and workers in these two plants. For example, workers employed in factories located near other, competing factories, during periods of labor shortage, could “vote with their feet” if conditions at their workplace were poor. This would create an incentive for managers to improve shop-floor conditions and workers to become more active in demanding these improvements. Likewise, proximity to Nike's regional office (and its compliance officers) could increase the likelihood of more frequent factory inspections, and this too could lead to better working conditions than those found in factories located further away from these compliance officers. In what follows, I examine the role each of these characteristics actually played in shaping the observed differences in working conditions in Plants A and B. The analysis is divided into three categories: factory characteristics, labor market differences, and alternative patterns of work organization and worker empowerment.
Factory Characteristics
The literature on globalization and labor standards suggests that a variety of factors – ownership, size of plant, type/complexity of product being manufactured – may all affect working conditions in the factories. Some have speculated that factories owned/managed by foreigners treat their workers less well (for a variety of linguistic and cultural reasons) than do factories where the ownership/management of the plants share the same nationality as the workers. Others have argued that plants that are owned/managed by particular nationalities (i.e., Korean and Taiwanese) employ less sophisticated personnel management policies and treat workers in “host” countries with less respect and fairness than do factories owned/managed by other nationalities (i.e., US, European).6 Given that Plant A is owned/managed by Mexicans and Plant B is owned/managed by Taiwanese, perhaps this feature could explain the differences we observed at the two plants.
In addition, some scholars have claimed that larger, more bureaucratic, “modern” factories will be better able to introduce modern management and personnel systems, and thus, one would expect that larger factories would on average treat their workers better than smaller, less formally managed plants.7 Given the differences in size between Plants A and B, perhaps this drove the divergent working conditions we observed. Finally, much has been written about the importance of skill and tacit knowledge in the production of high-value-added, differentiated products. From this we speculate that perhaps factories producing more complex (and expensive) products, which require greater skill and technology, will treat their workers as valuable assets for the factory.8 Given that Plants A and B manufacture somewhat different mixes of products, with Plant B specializing in more high-tech performance T-shirts and Plant A concentrating on simpler, printed T-shirts, perhaps this also could explain the divergent working conditions observed across the two plants. Table 5.5 summarizes these various factory characteristics, their expected effects on working conditions, and what we actually observed during our field research.
Table 5.5. Factory Characteristics and Working Conditions
Characteristic | Expected Effect on Working Condition | Observed Working Condition between Plants |
---|---|---|
Size | Greater size, better working conditions | Not confirmed Smaller plant (A) possessed better working conditions |
Nationality of ownership/management | Foreign ownership (especially Taiwanese and Korean) treat workers less well than domestic ownership/management | Confirmed Domestically owned Plant A had better working conditions |
Product complexity | More complex product/product mix, better working conditions | Not Confirmed Plant A with less complex product mix had better working conditions |
Our field research in Plants A and B appears to contradict the expectations derived from the literature in terms of plant size and complexity of product mix. We found that workers in Plant A, the smaller facility manufacturing the less complex, lower-tech product, were paid better, worked less overtime, and enjoyed more voice at work than did workers in Plant B. However, our field research does appear to support the claim in the literature that foreign ownership/management negatively affects labor conditions in global supply chain factories.9 Why this is so, especially given the long history of managers mistreating workers who were conationals and even working within the same nation-state, is unclear. Our field research suggested two possible explanations for these differences. The first concerns language differences and the difficulties in communication between the Taiwanese managers and Mexican workers on Plant B. Most of the managers in Plant B were not fluent in Spanish and thus could not easily express themselves with the workers. Likewise, the workers found it nearly impossible to express their concerns or issues to plant management because of these same language barriers. This certainly contributed to some of the workplace tensions we observed at Plant B. A second, complementary explanation focuses on differences in commitment and time horizons by the owners of Plants A and B. Because Plant B was foreign owned, having been attracted to Mexico by various fiscal incentives and the promise of cheap labor, their commitment to improving working conditions was weaker than that of the owners/managers of Plant A, who were Mexican nationals and had been in business for several generations. For example, when asked how they would respond if labor costs increased at Plant B, the managers stated frankly that they would “return to Asia.” In short, our interviews at both plants suggested that nationality differences between owners of Plants A and B did play some role in the alternative workplace practices observed at these two plants.
Labor Market Differences
Plants A and B also operate in very different labor markets, which, in turn, provide management in the two plants with varying degrees of leverage over their workers. Plant A is located in an industrial park close to Mexico City, which is home to a large number of other garment plants. This has two effects on Plant A. On the one hand, it provides Plant A with an abundant supply of skilled and experienced workers who are current or former employees of neighboring plants. On the other hand, these other firms compete with Plant A to hire the same workforce, especially the more skilled and experienced workers. This mixture of threat and opportunity creates an incentive for management at Plant A to seek to minimize turnover. Of course, all firms try to hold on to their most valued employees through higher wages and improved benefits, but Plant A also tries to tie workers to the firm through job enrichment and participation on the shop floor.
Plant B is the only garment factory in its locality and is therefore in a powerful position vis-à-vis its workers – all eager for employment in this underdeveloped state. Moreover, Plant B imports 10 percent of its workforce from Taiwan, ostensibly to train the local, inexperienced Mexican workers. These Taiwanese workers do not speak any Spanish and do not have any networks outside the factory. They conduct their lives exclusively in the factory, where they work, eat, and sleep (in the factory dorms). Under these conditions, it is unlikely, if not impossible, that these more experienced and skilled Taiwanese workers would find an alternative job in a different factory. There simply aren't any other factories (and thus available jobs) around, and Plant B uses this position to its advantage. In short, Plants A and B operate in very different local labor markets, providing their respective management teams with very different incentives and leverage over their workforces. These differences clearly account for some of the divergent patterns of working practices and conditions observed at the two plants. Yet, beyond differences in local labor market conditions and the nationality of the plants’ managers/owners, our field research uncovered radically different approaches to the organization of work and the management of employees at these two factories. These differences in human resources management and work organization were central to the differences observed in working conditions and labor standards at these two plants.
Work Organization and Employment Relations on the Shop Floor: Alternative Approaches to Capability Building
To accommodate rapidly shifting consumer tastes, global brands are pushing their suppliers to reduce cycle times, produce varied products in smaller batches, and rapidly change production from one style to another. Suppliers are responding to these challenges in different ways. Plants A and B appear to have reacted to the same external market pressures by pursuing alternative approaches to capability building, especially as they related to work organization and human resource management policies. These alternative choices, in turn, generated significant consequences for working conditions at their respective establishments.
Plant A
Plant A responded to the challenges (and opportunities) presented by global buyers by introducing lean manufacturing processes within its facilities.10 Workers were organized in groups of six “islands” or production “cells,” each of which produced an entire garment. Each worker performed a variety of operations and worked on different machines. The machines were organized in a U-shape formation. The shop floor was clean and uncluttered by extra materials. Inventory was absent because the factory used a just in time system that did not permit excess inventory.
When this factory began manufacturing, it employed an assembly-line (bundle system) production system. In the mid-1990s, Plant A introduced a modular production system, but after ten years, it began to transition to lean manu-facturing.11 To transform the modules into cells, the factory had to extensively retrain its workforce. All workers received twenty-five days (nine hours per day) of on-the-job training plus 10 hours of off-the-job training in preventive maintenance of their workstations. Training was carried out by the plant's human resource department, with the help of a process engineer. To motivate workers to participate and not exit the plant, workers were paid their daily salary plus a production bonus during this transition period.12
Adjustment to a new system of production can take time. After the shift to cell production, workers who were working at 100 percent productivity levels in the previous modular system dropped to 50 percent levels.13 As we saw earlier, these productivity bonuses were a significant component of workers’ wages. To facilitate the process of adjustment, Plant A management not only guaranteed a significant percentage of the productivity bonus (81 percent) for the entire transition period but also introduced a variety of nonmonetary rewards and incentives. For example, at the conclusion of the training, management organized a graduation ceremony attended by the owners and top managers of Plant A. All graduates received a T-shirt and a cake as a reward. Moreover, whenever particular cells achieved 100 percent productivity level under the new system, the cell was recognized with a small gift to celebrate the event and had their picture posted on the board at the factory entrance. At first, we thought that these rewards could not really make a difference and that workers would not value them. To our surprise, interviews with workers (conducted out of the presence of their supervisors or managers) indicated that, in fact, the small gifts or celebrations made them feel part of the company and created a more relaxed environment.
Overall, Plant A confirms what the literature on high performance work organizations suggests.14 The HR manager indicated that the change from modular to lean production increased efficiency and quality.15 By switching to lean manufacturing, the factory formed three cells (18 workers) from two lines (20 workers). With three cells, they were able to produce 2,700 T-shirts, whereas previously they used to produce 2,400 T-shirts with two lines. Quality improved as well. According to the head of operations, defect rates in sewing decreased by 40 percent. Achieving quality and output targets was considered a collective responsibility at Plant A, in which peer supervision and self-supervision played a large role. The production manager explained that each worker was accountable for quality at his or her workstation and that quality control was part of the basic job. Every worker had to check the quality of one out of every five T-shirts. Table 5.6 presents the differences between the two systems of production at the 80 percent productivity level. The numbers show that through cell production, workers increased both their productivity and their weekly salary. The salary increase was due to both a general wage increase at the factory and greater productivity bonuses for production workers.
Table 5.6. Comparison between Old and New System of Production in Plant A
Old System (Module) | New System (Cell) | |
---|---|---|
Number of workers | 10 | 6 |
Number of T-shirts per day per module/cell | 1,200 T-shirts/module | 900 T-shirts/cell |
Productivity per worker | 120 T-shirts/day | 150 T-shirts/day |
Average weekly salary | US$68/week | US$86/week |
This shift to lean production not only increased productivity, quality, and wages but also led to a new work system in which multiskilled workers operated a variety of machines and actively participated in key decisions affecting production and work orders. In other words, through the introduction of lean manufacturing techniques and high-performance work and employment practices, Plant A not only enhanced its competitiveness, it also improved working conditions.
Plant B
Plant B's response to increased buyer demands was to invest heavily in a modular system of production with assembly lines. The overall objective of modular production is to facilitate small shifts in large production runs with minimal delays in costs and without requiring specialized machinery. Modularization is one of the ways mass producers are able to increase efficiencies, cut costs, and achieve a modest amount of customization.16 As the head of operations in Plant B reported, every style requires a specific set of machines and sequence of operations and requires a large area to set up the line.17 This was different from Plant A where the layout of the machines was more flexible and people moved from one machine to another as they performed various operations. Cellular production is more conducive to rapid changes in styles and smaller batch production. In contrast, the modular system of production is especially good for producing large volumes because it does not require changes in machinery or plant layout.
Very much along the lines of Taylor's system of scientific management,18 Plant B closely monitored and controlled its workers. In Plant B, production orders were communicated from the top of the plant's hierarchy, and there was no role for worker participation. The plant manager planned the production and distributed the production orders to the area supervisors, who, in turn, divided up the work among the six lines of workers under their control.
Table 5.7 compares the production systems in Plant A and Plant B. The table indicates that notwithstanding the high degree of worker specialization in Plant B and their efforts (incentives) to produce as much as they could, their daily productivity at the time of our field research was actually lower than that of workers in Plant A.
Table 5.7. Comparison of Production Systems in Plant A and Plant B
Plant A | Plant B | |
---|---|---|
Total no. of workers in one line or cell | 6 | 10 |
T-shirts per day per line or cell | 900 T-shirts/day | 800 T-shirts/day |
Daily wage (fixed salary + bonuses) per worker | US$17.20 | US$13.60 |
T-Shirts per worker | 150 T-shirts/worker | 80 T-shirts/worker |
Labor cost per T-shirt | US$0.11 | US$0.18 |
Plant A enjoyed higher productivity than Plant B, paid wages that were higher than those paid to workers in Plant B, and had lower unit labor costs than Plant B. Unit costs (along with quality and on time delivery) are what buyers really care about, which suggests that Plant A possessed both better working conditions and better business performance than Plant B. Moreover, its new production system permitted Plant A to more quickly respond to shifts in consumer tastes and buyer demands for smaller and more varied batches. In short, Plant A did not appear to be sacrificing profit for better working conditions. Instead, these two outcomes appear to go hand and hand.19
In sum, the differences in working conditions between Plants A and B were the product not solely of geographic location or nationality of ownership but also (and perhaps primarily) the result of very different ways that production and work were organized in these two factories. In Plant A, work was reorganized along the lines of lean production, which relies on multiskilled, autonomous work groups engaged in a variety of operations. This new system enhanced the plant's efficiency and quality, which allowed it to better schedule its workload (hence, avoid excessive overtime) and increase the wages of its workforce (share the efficiency gains). Plant B pursued a more scientific management approach, investing heavily in new plant and equipment. The goal of Plant B management was to increase productivity and quality through investments in new technology, strict control over the workforce, and various incentives (productivity bonuses) aimed at achieving ever-greater economies of scale.
Yet, we should be careful not to conflate particular production systems (lean vs. modular) with differences in workplace conditions. Although lean production lends itself to various human resource practices (increased training, autonomous work teams, etc.), there is no automatic link between this system of work organization and better working conditions. There is an extensive literature that shows that firms can (and do) actually mix elements of different production techniques with a variety of human resource management policies, generating mixed results.20 This literature emphasizes the importance of bundling together particular systems of work organization with specific human resource management practices to achieve the greatest results for both companies and their workers.21
Closer examination of our two Mexican plants reveals the importance of different choices managers make in introducing new production techniques and management systems – choices that ultimately shape workplace conditions. In addition to introducing lean manufacturing, Plant A also employed various human resource management policies that provided workers with greater autonomy and power on the shop floor. For example, Plant A invested heavily in the training of its workers (in part to effectively implement lean manufacturing processes) and thus became wary of mistreating these highly skilled workers for fear that they would lose their investments in these workers. Skilled but dissatisfied workers could easily leave and work for a competitor. These same workers, trained to stop production when they saw defects and who worked in autonomous production cells in which they actively participated in decisions affecting production targets and techniques, also became more empowered to resist management abuses on the shop floor. In the end, a virtuous cycle developed in which new forms of work organization and training led to enhanced competitiveness for the plant and improved working conditions for the workers, including greater discretion and participation over production decisions. Increased employee participation, in turn, generated operational innovations and efficiencies, which subsequently produced gains that could be shared by plant owners and workers alike.
Plant B pursued an alternative approach to capability building and the management of its workforce. Rather than invest in training and encourage worker autonomy/discretion, Plant B developed highly detailed work rules and maintained tight control over the shop floor. In contrast to Plant A, workers in Plant B were not seen as a resource for improving productivity and quality. Instead, management at Plant B considered workers a (variable) cost that needed to be reduced as much as possible. According to the head of operations at Plant B, “It's all about lowering the price of labor and increasing the quantity produced.” For this reason, Plant B invested heavily in new process technologies and devised ever more specialized operations that less expensive, unskilled workers could perform under close supervision by factory managers. Increased productivity and quality resulted not from worker training and creativity but from new technologies, close supervision of the work process, and individual incentives that rewarded workers for ever-greater quantities of output and longer work hours.
Concluding Considerations
Almost a half-century ago, Douglas McGregor observed that the choices firms make in terms of how they organize work and manage their workforces are shaped by the assumptions managers hold about workers’ motivations.22 According to McGregor, workers could be seen as either variable costs to be reduced, reluctant contributors to the firm's prosperity and thus requiring constant supervision and control or as assets to be valued and developed, multifaceted individuals who are intrinsically motivated to work and contribute to their work organizations.23 Clearly, the capability-building programs at Plants A and B reflect these opposing assumptions. At Plant A, management invested in training and empowered employees to work in autonomous cells. These workers often took initiative to solve various production-related problems. “We want people here to feel important,” reported the owners during our interviews. In contrast, at Plant B, workers were seen as an “input” to be controlled, a “cost” to be reduced. When we asked the head of operations at Plant B what would happen if he could not continue to lower labor costs in the factory, he replied, “In that case we will move back to Asia.”
However, managerial choices are shaped not only by previously held assumptions about human nature but also by the context within which managers operate.24 This was evident at our two plants, especially in terms of the relationship between plant management and Nike's local staff. At Plant A, relations between factory management and Nike's local staff were collaborative and open. Nike managers would visit Plant A about once a month, and the owners of Plant A would also frequently visit Nike's regional office in Mexico City. Nike staff and plant managers reported that they often went out for dinner or played golf together. Over time, these frequent visits led to greater transparency and trust between Nike and Plant A management as well as joint problem solving. Whenever an issue related to workplace standards arose, both Nike compliance specialists and Plant A management worked together to quickly remediate the issue. Moreover, Nike production and quality managers were instrumental in supporting Plant A in its transition to lean manufacturing. They not only exchanged information and technical advice but also provided moral support to Plant A (in the form of an implicit agreement to continue to source from the plant during its transition) as it struggled to shift from a modular to a lean production system. Interviews with managers at Plant A indicated that they saw Nike as a partner with whom they could collaborate to improve both productivity and working conditions.
The relationship between Nike's regional office and Plant B management was more formal and distant. Plant B received fewer visits to its facilities (in part because of its geographic distance from Mexico City) and thus much of the communication between the local Nike office and Plant B occurred over the phone or through e-mail. Yet, Plant B was also one of Nike's “strategic partners.” Strategic partners are those suppliers that Nike has designated as tier-one suppliers. Some of them (in footwear) are involved in collaborative design and product development processes. Others (in apparel) are permitted to source their own materials and are seen as long-term partners in the future. Nike organizes periodic meetings with its strategic partners to share with them various strategic directions or opportunities the company is pursuing. Strategic partners, in turn, are supposed to share “best practices” with one another, thus enhancing the competitiveness of the entire network of tier-one suppliers. Thus, one would expect greater trust and transparency between Plant B and Nike's regional office. However, this was not the case. Management at Plant B saw Nike as a buyer whose requirements and deadlines it needed to respect in order to receive future orders. Nike's local staff, in turn, viewed Plant B as a technically excellent manufacturer but whose commitment to labor standards was weak.
In many ways, the differences in relationships between Nike and the managers at the two Mexican plants resembled what Frenkel and Scott found in their study of supplier-buyer relations in China.25 In that study, they argued that brands develop two distinct types of compliance relationships with their suppliers: a hands-on, cooperative relationship with some suppliers and an arm's length, more distrustful “compliance” relationship with others. These differences, according to Frenkel and Scott, shape not just the style but also the substance of compliance programs within factories.26 The comparative study of two plants in Mexico presented in this chapter appears to support their findings. More frequent visits and more open communication between Nike's regional staff and management at Plant A led to the development of greater trust and a better working relationship between these two actors. This, in turn, contributed to the upgrading of Plant A's production system and its consequent positive impact on working conditions at the plant. Less frequent, more formal communication patterns between Nike's local staff and Plant B management appeared to have reinforced the arms-length nature of their relationship, in which Plant B sought to deliver product to Nike at the lowest cost (highest margin) and Nike tried to ensure compliance with both its technical and workplace standards through ever-more-sophisticated systems of policing and monitoring.
Unfortunately, the type of relationship between Plant B and Nike is the more common/typical relationship that exists between global buyers and their suppliers. As a result, these two actors are often locked in a low-trust trap in which suppliers claim that brands are sending them mixed messages, insisting on faster cycle times, better quality, and lower prices while policing and admonishing them for poor working conditions. Brands, in turn, argue that problems associated with both production and labor standards are the result of the lack of professionalism and short sightedness of their suppliers. The experience at Plant A shows that there is a way out of this trap. Through increased communication and interaction, more collaborative and transparent relations can be created.27 This process takes time and requires investment on the part of both suppliers and global brands, but it promises to generate benefits for everyone involved, including the workers in these global supply chain factories. Whether these more collaborative relations can be sustained, let alone diffused, given then divergent and conflicting interests of the various supply chain actors is an open question. The case study presented in this chapter, as well as some of the capability-building initiatives analyzed in the previous chapter, illustrate that an alternative, more collaborative relationship between buyers and suppliers – one that benefits both companies and workers – is possible. The next chapter documents the enormous challenges this model faces given contemporary supply chain dynamics and traditional upstream business practices currently employed by global buyers and large retailers. Until these broader practices are reformed, collaborative buyer–supplier relations leading to improved labor standards will remain the exception rather than the rule in today's global supply chains.
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6 Are We Looking in The Wrong Place?
Labor Standards and Upstream Business Practices in Global Supply Chains
Introduction
As we saw in the previous chapters, notwithstanding years of investment in private compliance programs by global brands and their lead suppliers, and even after some more recent, promising capability-building initiatives by global corporations, multistakeholder initiatives, and international organizations, poor working conditions, excessive work hours, precarious employment practices, and low wages persist in factories producing for global supply chains. This chapter seeks to explain why some of these problems continue by looking beyond the suppliers’ factories and more broadly at the relationships among large retailers, global brands, lead suppliers, and factory workers in global supply chains. By taking this broader perspective, I hope to show that although better-designed private compliance systems and more encompassing capability-building programs would certainly help improve labor standards in these global supply chains, they are not in and of themselves sufficient to tackle these persistent workplace issues. This is because all of the interventions we have examined so far focus primarily on the locus of production, on the factories producing for global buyers. Although this focus on the workplace ostensibly makes sense given that this is where most labor standards violations are manifest, the reality is that many of the workplace problems we observe in global supply chains are not solely the product of poorly trained or unethical factory managers (hence in need of capability building or requiring careful auditing and policing) but also the result of a set of policies and practices designed and implemented upstream by large retailers and global buyers. In other words, global brands have responded to a business environment characterized by dynamic consumer demand, shorter product life cycles, and concentrated retail channels by reorganizing their supply chains to optimize efficiencies and minimize financial and reputational risks. Timely delivery of the latest products to the market is essential for global brands competing in these dynamic markets. As a result, global brands and their lead suppliers have developed production planning and manufacturing systems that minimize the financial and reputational risks of not meeting consumer demand in a timely manner.
Although these techniques allow for a broader selection of products, faster product introductions, and reduced inventory of poor-selling products for brands, they create all sorts of labor problems downstream for factories and their workers. The production architecture necessary to operate this more “lean” system exhibits high volatility at the point where products are assembled. As a result, order volatility in many supply chain factories is “managed” through a combination of rigid (Taylorist) work organization and flexible labor supply (often in the form of migrant workers who work long hours at low wages), which enables production to rapidly scale up and down but also creates a context prone to persistent labor standards violations.
The impact of these upstream business practices on the organization of work and employment relations in various global supply chains challenges much of our conventional wisdom on how best to address poor labor standards, especially in industries with short product life cycles and volatile consumer demand (i.e., many consumer goods industries). Yet, to date, there has been little systematic attention paid to the upstream sources of poor working conditions in these global supply chains.1 This is mainly due to the way most labor scholars study and understand these issues. We focus on the workplaces and factories because this is, in fact, where workers are employed and where we observe the vast majority of the violations in labor standards and worker rights, and we “look under the lamppost” because of our own intellectual traditions and biases toward production (where people make things) as opposed to how these products are commercialized and consumed. Yet, upstream business policies and practices are provoking significant changes in supply chain governance, manufacturing practice, and ultimately employment conditions for the thousands of workers who make the goods each of us consume every day.2
This relationship between upstream business practices and factory-level labor conditions was foreshadowed in the previous chapters. Recall that suppliers that dedicated a significant percentage of their productive capacity to Nike had on average lower compliance scores than suppliers who were less dependent on Nike for their business. During our field research at these factories, my graduate students and I often heard plant managers lament that several of their labor problems, especially excessive working hours and mandatory overtime, were due to late or changed orders from Nike. Likewise, among ABC's suppliers in Central America, we saw how rapid replenishment and quick turnaround strategies provided an opportunity for some of these suppliers to continue to work with ABC and compete with lower cost but more distant Asian factories, but at the same time, these strategies created certain compliance problems (i.e., excess overtime) for these suppliers.
In recent years, several global brands have acknowledged that some of their own upstream business practices are driving poor labor conditions among their suppliers. Nike, for example, conducted an internal analysis of excessive overtime among its apparel suppliers and concluded:
One of the biggest root causes of excessive overtime in apparel manufacturing is the large number of styles factories produce. Every time a factory has to change a style, it reduces productivity and overall efficiency, adding to the total number of hours of work requested. Our analysis shows that, among the variables we have direct control over, asking factories to manufacture too many styles is one of the highest contributors to factory overtime in apparel.
(Nike 2010a: 53)
In addition to the proliferation of styles, Nike's Corporate Responsibility Report goes on to list other upstream practices that also contribute to excessive working hours. These include last-minute changes in the colors or fabrics needed in product development, poor market forecasting for particular products, long approval processes in merchandizing, and miscalculating the productive capacity of its suppliers (Nike 2010a: 54).3 Timberland, a company with a very different reputation than Nike and competing in a very different market segment, admitted similar issues: “By taking a step back and reflecting on the effect internal procedures can have on our suppliers, we discovered that some of our procedures were making it difficult for factories to control working hours” (Timberland 2007: 4). These “internal procedures” included the number of styles being developed in Timberland's product line, which drove demand for samples to exceed capacity in the sample room; the simultaneous launch of several new products, which created learning curve-related drops in productivity among certain suppliers – inefficiencies that could only be recovered through increased working hours; and a mismatch between Timberland's overall orders and the total productive capacity of certain suppliers, especially during peak production months (Timberland 2007: 4–5).
The relationship between the upstream business practices of global brands and large retailers and poor labor conditions among their suppliers was also the focus of two major studies by nongovernmental organizations (NGOs) in recent years. In 2003–4, Oxfam International coordinated a research project on the supply chain practices of twenty companies spanning fifteen countries. The project included thousands of interviews with factory and farm workers, managers, government officials, union and NGO representatives, trading agents, importers, and staff from various major brands and large retailers. The study concluded that
current sourcing strategies designed to meet “just-in-time” delivery (premised on flexibility and fast turnaround), combined with the lowering of unit costs, are significantly contributing to the use of exploitative employment practices by suppliers.
(Dhanarajan 2005: 531)
According to the authors of this study, lean production is “mimicked” rather than genuinely practiced when suppliers do not possess the managerial and technical tools to cope with the demands by global brands and large retailers for shorter production lead times, greater number of products/styles, and ever-lower unit prices. “As a result, it is most definitely the workers at the labor-intensive stage of production who are getting leaned on” (Raworth and Kidder 2009: 170). A subsequent study by the Clean Clothes Campaign of thirty plants located in Sri Lanka, Bangladesh, India, and Thailand, producing garments for several large retailers (Wal-Mart, Carrefour, and Tesco, to name a few) also found that the upstream business practices of these “giant retailers” and their demand for quick turnaround and lower unit costs were undermining the ability of their suppliers to respect their codes of conduct (Clean Clothes Campaign 2008).
These various studies – conducted both internally by global brands and externally by researchers affiliated with Oxfam and the Clean Clothes Campaign – suggest that promoting labor rights and improved working conditions in global supply chains requires more than compliance and capacity building: we need to reexamine the upstream business practices of the brands and the nature and terms of relations among the key actors in global supply chains, which is the focus of this chapter.
This chapter analyzes these broader supply chain dynamics and how they affect working conditions and labor rights on the shop floor by looking at HP and the global electronics industry. We might expect there to be higher degrees of compliance with labor standards in electronics because the suppliers operating in this industry are for the most part themselves large, multinational corporations, in some cases producing components that command high price premiums. Furthermore, whereas nearly all lead firms in previous studies adopted supplier codes of conduct in response to consumer pressure or public scandal, HP anticipated these pressures and moved early to develop internal and industry-wide strategies for monitoring and improving conditions in the supply chain. As we saw earlier, the company also promoted various capability-building programs, an approach that appears to be more effective than traditional compliance practices, under certain conditions, at promoting improved working conditions. And yet even after all of these efforts, workplace problems and poor labor standards persist among HP's suppliers. This chapter first illustrates the impact of these upstream business practices on poor working conditions in various electronics plants supplying HP and then considers what might be done to redesign these practices and promote improved labor standards in global supply chains.
The Global Electronics Industry
The global electronics industry4 is one of the largest and fastest growing manufacturing sectors, characterized by disaggregated production networks involving numerous suppliers located throughout the globe (United National Conference on Trade and Development 2004). In the late 1980s, leading electronics firms transitioned away from vertically integrated production structures to a new model of outsourced manufacturing, opting to concentrate almost exclusively on discrete competencies that rarely involved production. The vast majority of leading US electronics firms, including IBM, Nortel, Apple, 3Com, Hewlett-Packard (HP), Maxtor, and Lucent, followed this trend during these years (Sturgeon 2002; Sturgeon and Lester 2002; Gereffi, Humphrey, and Sturgeon 2005; Senauer and Reardon 2011). Many of these firms divested their manufacturing facilities during this period, resulting in the rapid growth of contract manufacturers. Much of this growth was concentrated among a small number of companies – most notably, Flextronics, Celestica, Sanmina, Jabil, and Foxconn. By 2000, leading contract manufacturers had production facilities in as many as seventy countries with the bulk of manufacturing activities occurring in two or three regions in the developing world (Luthje 2002; Ernst 2004).
The global electronics industry today is highly concentrated with a bifurcated structure involving a small number of international buyers and suppliers that control much of the market (Sturgeon and Lester 2002). Table 6.1 presents revenue, gross profit, and employment data for the leading electronics and contract manufacturing firms. Companies selling branded hardware largely control the industry's product definition, design, and innovation trajectories and thus continue to capture value associated with high-end markets and new technologies (Sturgeon 2002; Linden et al. 2009). There is, however, some evidence that this dynamic may be changing. Table 6.1 indicates that electronics suppliers such as Foxconn and Flextronics rival electronics lead firms like HP, Apple, or IBM in terms of revenue and employment. Moreover, several large and internationally diverse suppliers, such as ACER (2010 revenue of $20.1B with 7,757 employees) have recently begun to establish their own computer hardware brands. Notwithstanding these recent developments, much of the profit continues to be captured by branded lead firms rather than the suppliers responsible for production activities. While the five electronics lead firms present in Table 6.1 collectively produced 2011 gross profits of $157.4 billion, the industry's top five suppliers collectively achieved profits of $5.3 billion.
Table 6.1. Top Electronics Lead Firms and Suppliers by Revenue
The 2011 revenue and profit statistics are annual data, although it should be noted that company income statements report revenues as of different end periods in 2011. For the companies presented in this table, 2011 revenue and profit reflect annual data as of the following dates: September 24 (Apple), September 30 (Celestica, Flextronics, Foxconn, IBM), October 1 (Sanmina‐SCIA), October 28 (Dell), October 29 (Cisco), October 31 (Hewlett‐Packard), and November 30 (Jabil).
Fluctuating market demand and shorter product life cycles have produced a volatile manufacturing environment within the electronics sector (for a detailed review of risk factors specific to the electronics industry, see Sodhi and Lee 2007). Consistent advances in technology have led to the rapid obsolescence of consumer electronics (Byster and Smith 2006). According to one executive at Dell Computers, “Inventory has the shelf life of lettuce” (Catholic Agency for Overseas Development [CAFOD] 2004).
In response to variable demand and intense cost pressures, contract manufactures have adopted flexible employment policies. These work relationships are characterized by long work hours, contingent or temporary employment contracts, and high concentrations of women, minority, and migrant employees (CAFOD 2004; Smith et al. 2006; Chan and Peyer 2008). Many contract manufacturers employ significant numbers of contingent or agency workers to limit worker benefit coverage and enable suppliers to hire and fire employees rapidly in response to variations in production demand. A representative from the electronics supplier Foxconn went as far to say that “[Foxconn] believes that it would be better to hire all workers directly; unfortunately our variable manufacturing volumes do not allow us to do it” (Centre for Reflection and Action on Labour Issues 2007). This combination of low-skilled assembly work by large numbers of contingent and/or migrant workers has led to labor rights issues surrounding working hours, benefits, and safety (Smith, Sonnenfeld, and Pellow 2006; Schipper and de Haan 2007; Good Electronics 2009; SOMO 2009). The harsh working conditions in the electronics industry were most vividly manifest by the tragic worker suicides that began in 2010 within Chinese electronics facilities owned by Foxconn and producing for Apple.
In the 1990s, long before these most recent tragedies but still in response to poor labor and environmental conditions in the electronics industry, HP and other lead firms launched corporate social and environmental responsibility programs, and several prominent firms, such as HP, Dell, and IBM, established the Electronics Industry Citizenship Coalition and Code of Conduct (both commonly referred to as EICC), in an effort to promote a more collaborative approach to promoting improved labor and environmental standards among electronics suppliers. And yet despite these efforts, poor working conditions and labor rights abuses persist. To better understand why, we now turn to an in-depth case study of HP and its supply chain.
Hewlett-Packard
HP is a leading electronics firm with a globally dispersed supply base and a strong commitment to social and environmental responsibility. In fiscal year 2010, HP shipped in excess of 64 million personal computers and employed approximately 325,000 individuals in 170 countries. During fiscal year 2010, HP operated in more than 170 countries, contracting with approximately 1,000 suppliers in more than 1,200 locations. These suppliers provide product materials and components, in addition to manufacturing and distribution services. Most suppliers for HP are located in developing countries in four main geographical regions: Asia Pacific, Central and Eastern Europe, Greater China, and Latin America.
As described in Chapter 2, HP has been committed to social and environmental issues throughout its history. The “HP Way” refers to a management philosophy that emphasizes integrity, respect for individuals, teamwork, innovation, and contribution to customers and the community (Packard 2006). Although HP has a history of union avoidance at its facilities, it has exhibited a strong and long-standing commitment to social and environmental responsibility.5 Consistent with this culture, HP became an early advocate of global labor standards. In 2002, the company developed its first supplier Code of Conduct. This was the first Code of Conduct in the electronics industry and provided an important foundation for the industry-wide standards that were later established through the Electronics Industry Citizens Coalition.
The EICC was established in 2004 when eight leading electronics firms, including HP, sought to improve the working conditions and environmental impacts of their suppliers through the development of an industry-wide Code of Conduct. By 2008, EICC membership had grown to include 45 firms with a collective 1.2 trillion in revenue, employing 3.4 million workers (EICC 2009). EICC-affiliated firms require their suppliers (and in some cases, their own facilities) to comply with the EICC code. The first EICC code was developed in 2004 and has since been revised three times, the most recent revision occurring in 2011.
The code is divided into seven sections; the first covers broad Code of Conduct compliance issues and is followed by six more specific sections addressing labor, health, the environment, labor management, environmental health and safety management, and ethics. Audits across suppliers and national settings are based on an evaluation of fifty-three EICC items that are independently assessed for compliance outcomes, and first-time audits usually take two days to complete. Depending on severity, issues may be flagged as a “major violation,” “minor violation,” or “observation.” A major violation (also referred to as nonconformance) refers to the inability of a supplier's management system to comply with a core EICC standard. Select major nonconformances can also be denoted as zero-tolerance items. Such issues include the utilization of underage workers, forced labor, health and safety issues posing immediate danger or serious injury, and violation of environmental laws posing serious and immediate harm to the community. Minor violations refer to more isolated concerns such as a temporarily blocked emergency exit or missing safety equipment. Finally, observations are generally a recognition that a superior means of documenting or monitoring a process or procedure may exist. Audit items flagged as observations are not considered a code violations.
As part of this research project, HP shared more than 500 original reports from audits conducted between June 2004 and January 2009. This sample includes 276 unique facilities, 137 of which received multiple audits. These audits assessed supplier compliance with the HP and the Electronics Industry
Code of Conduct and were conducted by HP employees explicitly trained to evaluate suppliers’ compliance with the code. Audits were performed onsite at supplier facilities and a subsection of audit reports were verified by an external organization to ensure the accuracy of assessments and enable improvements. As seen in Table 6.2, of the 276 facilities in our data set, only seven complied fully with all requirements included in the HP/EICC Code of Conduct at the time of their last audit.
Table 6.2. Distribution of Fully Compliant Facilities (Last Audit) by National Setting and Issue
Audit Results
Notwithstanding significant efforts by both HP and the EICC, an analysis of the audit reports reveals persistent problems. As seen in Figure 6.1, the top seven major code violations comprise three labor-related violations and four safety and health violations. Nearly 60 percent of audited facilities, including those with follow-up or periodic audits, had routine workweeks longer than sixty hours. Forty percent of audited plants, including those subjected to follow-up and periodic audits, had no or poor emergency planning, training, and evacuation procedures. Some had blocked fire escapes. Finally, 32.5 percent of audited firms had some troubles with their management of hazardous materials, and 30.2 percent exhibit problems with wages and benefits, indicating that wages may not have met local minimums and/or failed to include a premium for overtime work.
Figure 6.1. Largest Code Violations by Total Audit Percentage, HP First-Tier Suppliers 2004–8 All Audits*
* All audits include 271 initial facility audits, and various follow‐on audits.
When the top four violations are examined by year of audit and by the number of audits conducted at particular plants, whether as follow-up audits or part of a periodic audit process, a clearer picture emerges of the situation at these factories. Analyzing these audit data by year of audit helps us explore the mechanisms that we examined in the previous chapters that should, theoretically, lead to improvements in audit results/factory conditions: increased compliance through more frequent inspections and policing; better working conditions through a plant's enhanced capabilities and management systems; plant management's growing appreciation of and ability to implement code requirements; and diffusion of best practices across the supply chain over time, to name a few. We would expect plants to demonstrate improvement as audits become more frequent and more recent, assuming that more recent audits would reveal better labor conditions as suppliers implemented various capability-building initiatives promoted by HP.
However, consistent with our previous discussion on the limitations of private compliance programs, Figure 6.2 shows the rate of failed audits in all four areas more or less increased between 2004 and 2008, with some improvements in wage and benefits requirements occurring more recently. A similar trend emerges when ordering audits by how often a particular plant was audited (Figure 6.3). In other words, although one would expect that facilities should improve as audits are repeated and learning takes place, other than wages and benefits, code violations actually increased. In fact, working hour violations occurred at nearly twice the rate as the next most common violation, emergency preparedness (67 percent vs. 35 percent).
Figure 6.2. Largest Code Violations by Year of Audit, HP First-Tier Suppliers 2004–8 All Audits* *All audits include 271 initial facility audits, and various follow-on audits.
Figure 6.3. Largest code violations by audit number, Hewlett Packard (HP) first-tier suppliers 2004–8 first–third audits.* *461–476 Audits: 260–271 first audits, 126–132 second audits, 70–73 third audits.
To better understand the persistence of these workplace problems, let's examine the most frequent violation, excessive working hours, in greater detail. As we saw earlier in this chapter, excessive working hours was identified by both Nike and Timberland as a serious problem among their suppliers and a problem that both brands believe they contribute to through their own upstream business practices. NGOs, too, frequently cite working hour violations as an important and recurring issue (Verité 2004; Level Works 2006; Good Electronics 2009). As the HP data suggest, this problem is common in the global electronics industry as well. In fact, 90 percent of EICC members admitted that excessive working hours is an ongoing challenge for them (EICC 2009a), which is particularly noteworthy given that the EICC's working hours stipulation is
the only code item (out of 37 items) that specifically defines the standard: “a workweek should not be more than 60 hours per week, including overtime, except in emergency or unusual situations” (EICC 2009b, 2).
Consistent with the literature on Chinese labor issues (Ngai 2005; Yu 2008), and as seen in Figure 6.4, 83 percent of factories audited by HP in China had working-hour violations, as did 34 percent of the plants audited in Asia-Pacific, primarily Southeast Asia. Together, these two regions constitute 75 percent of HP's total purchases. In the Asia-Pacific region where purchasing is concentrated, we find violations do not vary significantly across countries with distinct economic profiles and very different institutional arrangements: in Malaysia, Singapore, and Thailand, notwithstanding their different levels of industrial development and state capacity, 36 to 45 percent of all audits conducted reported excessive working-hour violations.6
Figure 6.4. Working-hour violations by geographic region, Hewlett Packard (HP) first-tier suppliers 2004–8 all audits.
Further highlighting the problems of excessive working hours are data from HP's pilot program of thirteen plants in China (presented in Figure 6.5), which sought to increase the managerial capabilities and systems of participating HP suppliers so that they could better tackle persistent labor problems like excess overtime. In January 2008, at the beginning of the HP pilot, 55 percent of the workers employed at the thirteen plants participating in the pilot study, worked more than the EICC maximum of sixty hours per week. By December 2008, after almost a year of engagement in this pilot, only 13 percent of these workers were working excess hours. However, this positive trend began to reverse by February 2009, when 50 percent of the employees at the pilot study plants were once again working above the EICC limit of 60 hours. By the summer of 2009, as new product ramp-up accelerated, more than 70 percent of employees at the thirteen plants were working above the EICC limit. Thus, the pilot program appears to have failed to sustainably reduce excessive working hours. Whether this was due to problems with the design and/or implementation of the pilot program or to the seasonality of demand and orders for new products is difficult to determine with the data HP shared with us, but the way that excessive working hours at these 13 plants tracked closely to shifts in production orders and new product introductions suggests that what Nike and Timberland described as taking place within their respective supply chains may be true of HP as well.
Figure 6.5. Hewlett Packard China supplier working-hour study 2008–9. Percent direct labor working more than 60 hours per week. Source: Hewlett-Packard China Working Hours Pilot Program (13 plants).
Interestingly enough, code violations involving excessive working hours occurred not just in low-wage China – a country often depicted as lacking a strong commitment to enforcing labor regulations – but also in high-wage Singapore – an economy characterized by strong institutions, well-trained managers, and more stringent regulatory enforcement. How can we explain the persistence of poor working conditions and excessive working hours in electronics factories owned by different contract manufacturers, producing for different global buyers, and located in countries with distinct institutional arrangements?
To answer these questions, my graduate students and I not only analyzed HP's audit reports but also conducted field research in China, Mexico, the Czech Republic, Hungary, Malaysia, Singapore, Thailand, and the United States in 2009 and 2010.7 For this chapter, I focus on seven HP first-tier supplier factories located in Malaysia, Singapore, and Thailand. Table 6.3 describes the characteristics of these seven plants.8
Table 6.3. Hewlett Packard First-Tier Supplier Facilities Visited – Southeast Asia 2009
EICC, Electronics Industry Citizenship Coalition; ISO, International Organization for Standardization.
* For confidentiality reasons, we have used pseudonyms for these companies.
Explaining Persistent Workplace Violations
As we saw in the previous chapters, efforts to improve working conditions and labor standards in factories embedded in global supply chains, either through ever-more-sophisticated private compliance programs or through more targeted capability-building programs, appeared unable to fully tackle these workplace issues. Our study of HP and its globally dispersed suppliers confirmed these findings. For example, four of the plants analyzed in this chapter are owned by parent companies that are members of the EICC. Recall that the EICC is an industry-wide coalition that brings together global brands and lead suppliers and that members of the EICC coordinate audits and share information with one another. Leading contract manufacturers are by design actively engaged in this process. As such, the EICC's compliance program is supposed to be more advanced than that found in other industries because it corrects for past problems with traditional compliance programs. Moreover, throughout the world, HP developed training and capability-building programs for its first-tier suppliers to probe root-cause issues and foster solutions. At many of these plants, management held regularly scheduled compliance meetings with HP's auditors in order to improve coordination between auditors and suppliers. All plants visited during our field research for this study claimed that HP auditors were very cooperative and helped build capability among their production staff. HP process engineers visited most of these plants on a regular basis and in some of the larger plants, HP maintained a full-time employee on site. HP and these suppliers shared detailed information and practiced root cause analysis. Yet still, all of these efforts failed to fully tackle certain workplace issues in these factories.
The Cascading Effect of Upstream Business Practices on Labor Standards in the Global Electronics Industry
Although better-designed compliance efforts and more comprehensive capability-building programs may certainly help improve working conditions and labor standards in numerous electronics factories, they appear unable in and of themselves to resolve persistent workplace issues in many of these same plants. This is consistent with what we found in our research on other global brands and their suppliers competing in very different industries. After years of analyzing audit reports, visiting factories, and interviewing hundreds of company managers, NGO leaders, local government officials, and union leaders throughout the world, I have realized that to truly understand the source of many workplace problems in global supply chain factories, we need to look not just at these plants but also more broadly at the entire value chain and how upstream business decisions shape supply chain practices, production architectures, and work organization downstream in the factories manufacturing these goods. Poor working conditions and weak labor standards are not only (or even primarily) the result of misguided managerial practices and behavior in the plants, but rather stem from the series of supply chain responses to dynamic market conditions that have become common among global buyers in an effort to mitigate their financial and reputation risks and meet demand for their products in a timely manner.
In seeking to minimize uncertainty, consumer electronics firms routinely utilize product design, demand-signaling, and production-planning practices that necessitate modularity of design and assembly, which allows for the building of buffer inventories of lower-cost standardized intermediates while postponing the final assembly of differentiated and much more costly finished goods. Although these practices diminish risk by producing only those goods demanded by consumers, they create labor problems by structurally constraining the supply chain's downstream production architecture and corresponding design of work organization. In what follows, I describe in detail the evolution of these upstream business practices and their consequences for work organization and working conditions in the factories.
The Starting Point: Increasing Industry Dependence on Consumer Markets
Since the advent of the personal computer, the electronics industry has evolved from being primarily a supplier to governments and large commercial organizations to one whose growth opportunities now originate in consumer markets. A 2008 survey of semiconductor firms found that integrated circuit manufacturers derived 60 percent of their revenues from chips that are placed in consumer electronics products (KPMG, Consumer Electronics Association, and Global Semiconductor Alliance 2008). Respondents further estimated that this would climb to 80 percent of revenues within five years. Consumer markets are continually subject to disruptive innovation, motivating firms to advance the technological frontier while reducing costs to prevent disruption from below (Christensen 1997). Increasing consumer technology-adoption rates have also shortened product life cycles.
To maximize market share over such short life cycles, large retailers engage in constant promotions that rapidly erode selling prices. This price erosion, along with the need to carry a broad product assortment, means that retailers do not like to carry large inventories. Instead, retailers opt for more frequent shipments, often by air cargo, to meet consumer demand (Leinbach and Bowen 2004). This allows them to avoid costly inventory but also keeps their shelves relatively well stocked with successful, high-selling products. At the same time, however, this practice puts enormous pressures on contract manufacturers to deliver these smaller, more customized batches of products as quickly and cheaply as possible.
This balancing act is complicated by the concentration of electronics retail channels that has occurred in recent years. As seen in Figure 6.6, the top four competitors in the US consumer electronics and computer retail distribution channels control close to 75 percent of their respective markets. Concentrated buying power allows retailers to maintain margins, thus forcing price drops on the brands as the electronics firms move products through their life cycles. Retailers also seek to differentiate products from their competitors in order to prevent consumers from price-shopping products, a process facilitated by the Internet.
Figure 6.6. US electronics market concentration by retail sector. Major concentration exists in all sectors except E-commerce.
Source: Ibisworld 2010.
As a result, brands often make small functionality changes to products to disguise any potential similarity between rival retail customers. Short product life cycles and the need for thinly differentiated products lead to a constant parade of new product introductions punctuated by rapid phaseouts. For example, in 2009, HP maintained more than 2,000 laser printer SKUs, more than 15,000
server and storage SKUs, and more than eight million possible configure-to-order combinations in its notebook and desktop product lines (Ward et al. 2010).
How the Electronics Industry Responds to Dynamic Consumer and Retail Markets
The result of these various practices generates great uncertainty within the industry. Buffeted by rapidly changing technology, volatile consumer demand, and powerful retail customers, brands are obligated to optimize supply chain management practices to remain competitive. Kaipia et al. looked at the demand and production volatility of another major (in this case, European) electronics manufacturer (Kaipia, Korhonen, and Hartiala 2006). As shown in Figure 6.7, even with a relatively linear demand (as evidenced by the retail channel sell-through), volatility is extreme at the contract manufacturer level, exhibiting production changes of 80 percent on a week-by-week basis. Kaipia, et al. present their case as a classic bullwhip effect, where amplification is progressive throughout the supply chain. The consequences of this bullwhip effect – excess inventories, low capacity utilization, late or unfulfilled deliveries – significantly add to costs and weaken brands’ reputations.
Figure 6.7. Delivery quantities of one product through three echelons of a European electronics firm's supply chain. Thirty-week period incorporating introduction and maturity phase (Kaipia et al. 2006).
The electronics industry has sought to manage these supply chain challenges through three broad strategic responses: modular product design, creation of buffer inventories of intermediate components, and postponement of final assembly until signaled by pull-based ordering systems. Products are designed with standardized, substitutable components that can also be assembled when necessary into common modules. These modules and components, known as intermediates because of their unfinished state, have separate production schedules, allowing for the buildup of buffer inventories that can be easily reallocated among different products at final assembly, depending on consumer demand. Finally, assembly of finished goods is postponed until accurate demand signals are available. This is known as pull-based ordering because of its dependence on consumer demand (as evidenced by retail point of sales data) for releasing orders into a production system rather than production minimums, more commonly employed during the era of Fordist mass-production. Final products have a significantly higher cost than the sum of their parts because of the threat of rapid obsolescence. This system works because postponement reduces the financial and reputational risks of unsold finished goods inventory.
To attenuate volatility during the production of intermediates and encourage the buildup of component inventory, brands choose to take the financial risk of maintaining ownership of and selling components to assemblers on an as-needed basis. In a series of articles, scholars working with HP planners laid out the logic for this practice, referred to as “price masking” (Ellram and Billington 2001; Amaral, Billington, and Tsay 2006). In addition to price masking, another feature of the electronics supply chain is pull-based ordering systems. A by-product of these systems is that demand volatility is magnified at the final point of assembly. Because brands want to avoid inventory of finished goods and thus postpone final assembly of their products for as long as possible, production volumes exhibit periodic spikes of 300 to 500 percent over baseline levels. This volatility, which is well known to brands and suppliers and is regularly optimized, can be further amplified by the timing of frequent new product introductions that require large ramp-ups. Figure 6.8 highlights the forecast volatility for the introduction of an inkjet printer by HP's planning department. In addition to the planned peak-trough volatility of 100 percent, adjusted low and high forecasts vary as much as 250 percent. For example, during the month of November, this differential was 500,000 units.
Figure 6.8. Forecast variation for CM shipments of typical Hewlett Packard ink jet printer. Twelve-month period reflects seasonality and price drop (Burruss and Kuettner 2002).
How these Policies and Practices Play Out on the Factory Floor
As seen in Table 6.4, four of the seven plants visited in Southeast Asia as part of this project (two in Singapore and two in Thailand) had working-hour violations in 2007. Three of these plants were reaudited in 2008 and once again failed to pass the audit. Closer plant-level analysis reveals that all of these violations occurred in plants with high unit volumes and relatively low product mix. Interviews with managers in five of these seven plants revealed that they believe managing working hour requirements is the most significant labor problem they face. All seven plants employ large numbers of agency or contract workers to help smooth production. These workers, who are overwhelmingly migrants, routinely exceeded 60 percent of a plant's total workforce.
All seven plants use manual labor for final assembly of modules and products, with six out of the seven employing conveyor assembly lines.9 The six plants with conveyor assembly lines operate two 12-hour shifts, five to seven days a week, depending on orders. Managers at all of these plants claimed that it was often impossible to fulfill orders and meet the production schedules by working only five days a week.
Each assembly station involved work tasks requiring between 20 and 30 seconds to perform. Depending on the sophistication of the product being assembled, assembly lines can grow from 80 to 220 operators, each performing a very narrow task. Managers at all of these plants were well aware of alternative (cell) assembly options, and one plant employed both types of work organization whenever possible, yet 95 percent of employees worked on conveyor assembly lines. Plant managers claimed that they opt for this more Taylorist form of work organization because it permits short training periods for new operators. These managers indicated that this work organization (conveyor assembly) was independent of any specific brand they work with. Managers in almost every plant visited for this study reported that the vast majority of engineers in their plants were process engineers and focused on assembly-line efficiencies.
The conveyor assembly operations they use allow for both the quick absorption of new workers as well as the ability to rapidly shed these workers when demand suddenly drops, and so employee turnover at these plants is high and mobility between factories is facilitated by this common work organization. Most operators on the assembly lines are female migrant workers10 hired on two-year contracts. Most migrant workers seek to maximize their earnings by working overtime whenever possible. Overtime hours are earned after an aggregate total is achieved,11 so that workers can double their wages by working weekends.12 Because production orders are highly volatile, factories break their labor contracts with these migrant workers on a regular basis (Good Electronics 2009; Bormann, Krishnan, and Neuner 2010). To illustrate this work system in greater detail, let's examine more closely one of the plants we visited, an inkjet printer manufacturer in Malaysia.
Table 6.4. Product Market Demand Pressure and Work Organization Selection HP First-Tier Supplier Facilities Visited – SE Asia 2009
* For confidentiality reasons, we have used pseudonyms for these companies.
The Case of Inkjet Printers
The Upsilon13 plant in Malaysia is a vertically integrated producer of inkjet printers that at its historic peak in 2007 produced one million units per month for HP. The plant exhibited the most extreme case of demand volatility among the seven Southeast Asian plants visited as part of this study. It currently produces six to eight models per year with an average product life of less than nine months. As seen in Figure 6.9, monthly volumes can increase by up to 250 percent, and employment levels can swing up and down by 58 percent.
Figure 6.9. Ink jet shipments (all products) – Upsilon Plant 2008–9. Average product cycle = 9 months, 6–8 models.
To manage its highly volatile production schedules, the Upsilon plant regularly hires 60 percent of its workforce through Malaysian government-certified contract agencies. These agencies recruit Bangladeshi and Nepalese workers who sign two-year contracts with the agency and usually start work at the plant in June, in time for new product ramp-up. Even though the migrant workers have two-year employment contracts, the plant regularly lays off the vast majority of these workers six months later due to decreased production orders. Malaysian law allows for these contracts to be broken as long as workers receive a severance payment of one month's base wage. Thus, although this process of hiring and firing migrant workers on a regular basis is not a technical violation of the EICC (local labor law is being respected), this practice certainly violates the spirit of the industry's Code of Conduct.
Interestingly enough, our interviews at this plant revealed that management tries to be a “good” employer: both the plant and the dormitories housing the migrant workers are modern and clean; the facility promotes an extensive Kaizen program; production supervisors, whenever possible, promote cell assembly, although this is most often limited to low-volume, high-mix production (less than 5 percent of total production). Management clearly understands the value of skilled assembly workers and encourages teamwork, despite the length of its assembly lines (which can reach 220 workers or more). Thus, the issue at this plant is not one of managerial ill will, lack of technical know-how, or even inadequate management systems, but rather of various constraints that upstream business practices place on production and work organization practices on the shop floor. Given the highly volatile production orders they receive, plant managers at Upsilon claim that there is no other way they can profitably run their operations. They simply do not think that there is an alternative, more labor-friendly way to run their plant and deliver their products on time, at price, and with minimal defects, when demand is so volatile.
Volatility, Production Practices, and Labor Standards
Volatility and its disruptive effects on manufacturing practices and employment relations are not new but have a long history in an array of different industries.14 But the way that volatility is being “managed” in today's electronics industry seems to create serious problems for workers manufacturing these products. Manufacturing practices in the electronics industry appears to be an odd amalgamation of lean manufacturing techniques and more traditional Taylorist work practices. On the one hand, the industry is characterized by a variety of practices – pull-based ordering, modular design and assembly, price masking, postponement of final assembly – that all appear to enhance efficiencies, reduce waste, and mitigate risks for both global brands and their lead suppliers. On the other hand, these “lean” practices are complemented by an organization of production and work (especially in plants with high-volume/low-product mix production systems) that appears to be as Taylorist as factories of a bygone era (Lüthje 2002; McKay 2006; Smith, Sonnenfeld, and Pellow 2006). Pull-based ordering coupled with postponement of final assembly requires that plants have the ability to scale up and down quickly. Automation, although conceptually possible as a solution to volatility, runs the same risk that an earlier era of mass-production facilities faced: underutilization of capital-intensive equipment. Given the magnification of volatility through postponement as seen in Figures 6.8 and 6.9, where peak-trough volatility reaches 500 percent, final assembly plants would be burdened with unsustainably high fixed costs.
Instead, contract manufacturers employ large-scale hand-assembly coupled with lean manufacturing techniques. As we saw in the Malaysian factory, operators typically work on products in a sequential manner with each operation taking twenty to thirty seconds. Assembly lines average between 80 and 200 workers and can be reproduced in a rapid manner to respond to demand/production order volatility. Firms periodically hire and shed large numbers of readily available contingent workers, primarily rural (if domestic) or foreign migrants. Intentionally or unintentionally, work organized around Taylorist conveyor assembly is reinforced by the use of price-masking policies. Although brands may be absorbing contract manufacturers’ inventory risk through this practice, they are also taking away some alternative opportunities for contract manufacturers to earn additional profit, thus forcing them to maximize labor efficiency as the main avenue for earning profits (Linden, Kraemer, and Dedrick 2009).15 This drive to squeeze as much profit out of the work process inevitably leads to an array of different labor standards problems (excessive working hours, low wages, overreliance on contingent migrant workers, etc.).
Concluding Considerations: Collaborative Buyer–Supplier Relations as a Possible Solution?
Through a case study of Hewlett-Packard and the global electronics industry, this chapter has sought to demonstrate how some persistent labor problems originate in various upstream business practices. Although this situation may be especially pronounced in consumer electronics, where brands control up to 80 percent of the margins (Linden, Kraemer, and Dedrick 2009), similar patterns exist in the supply chains of other global brands (e.g., Nike and Timberland) that compete in very different industries. These findings suggest that if we are serious about improving working conditions and promoting labor rights in global supply chains, we need to look beyond compliance and/or capability-building programs directed at supply chain factories and begin to examine, systematically, how upstream business practices impact workplace conditions in the factories producing the goods most of us purchase every day.
In the previous chapter, we saw that buyers and their suppliers can respond to market volatility in a more labor-friendly way. Recall, for instance, how Nike worked with its Mexican supplier (Plant A) to help it reorganize its production system and retrain its workforce so that it could respond to shifting patterns of consumer demand in a more flexible way. ABC played a similar role with its shirt supplier in Honduras, and others have documented similar patterns of collaborative buyer–supplier relations among IKEA's furniture suppliers in China (Ivarson and Alvstam 2010a, 2010b).16 But these more collaborative relationships were not based solely on technical assistance but rather on a mutual recognition that each party had to gain from collaboration. In other words, Nike, ABC, IKEA, and other global corporations were able to establish more collaborative and labor-friendly relations with some (not all) of their suppliers because these buyer–supplier relations were based upon mutual gains, joint learning, and long-term commitments. Underlying these more collaborative relations was a fundamental understanding that both the risks and the rewards of doing business together would be distributed more or less fairly between the parties; the gains would not be captured nor the losses borne by one or the other party.
As Gary Herrigel has shown in his study of buyer–supplier relations in the United States, Germany, and Japan, this underlying sense of fairness and willingness to experiment together, learn from one another, and distribute the risks and rewards of doing business together is not a “natural” or even culturally determined feature of particular buyer–supplier relations, but rather something that was politically constructed over years of struggle and compromise. In other words, underlying these more collaborative buyer–supplier relations exists a set of distributive practices and policies, and institutional arrangements that support them, to promote both mutual benefits for both parties and, under certain conditions, more just labor practices at the suppliers’ factories (Herrigel 2010).17 Whether such distributive practices are stable or able to be diffused more broadly in today's volatile economy are open questions. But if history is any guide, perhaps there is hope that new competitive strategies supported by new, public or quasi-public institutions can be developed even in an economy shaped by global supply chains.
Historically, both in the United States, as well as in countries often characterized as “coordinated market economies,” institutional arrangements existed to promote more stable buyer–supplier relations and less cutthroat competition among rival firms. Private firms still competed fiercely with one another, but the terms of competition were regulated (mostly self-regulated by the industry associations themselves) to protect standards for firms, their suppliers, and their workers. As a result of this greater coordination, rival firms shifted their competitive strategies away from increasing sales through pricing and toward more innovation-based and sustainable production and distribution practices (Hall and Soskice 2001; Trumball 2006; Whitman 2007; Berk 2009). Recent research on experimentalist governance (Sabel and Zeitlin 2012) suggests that similar arrangements are currently being developed in various national and regional economies. In these multilevel arrangements, government agencies, in collaboration with private firms, engage in a series of learning, standard-setting and benchmarking processes that ultimately promote innovative company strategies – strategies that are both adaptive to changing markets and respectful of labor and environmental standards.
Whether analogous institutional arrangements that are capable of shifting the terms of competition among global corporations competing in an array of different industries could be built in today's global economy, and if so, who would build them, are also open questions. But what is clear is that these questions cannot be addressed by focusing on individual factories or even supply chains and certainly not only by private actors, but rather by considering the appropriate mix of public (government) and private actions that are necessary to reform current supply chain practices. This is the focus of the next chapter and conclusion.
1 With the exceptions, to be discussed later in this chapter, of Oxfam (2004), Clean Clothes Campaign (2008), and Raworth and Kidder, 2009.
2 See Hamilton, Petrovic, and Senauer (2011) for a discussion of the role of large retailers in shaping consumer markets and supply chain practices in today's global economy.
3 Several of these same factors were discussed by Dusty Kidd, former director of compliance at Nike, in 2006. See Roseann Casey, “Meaningful Change: Raising the Bar in Supply Chain Workplace Standards,” Working Paper # 29, Corporate Social Responsibility Initiative, John F. Kennedy School of Government, Harvard University, November 2006: 24–5.
4 I use the term “electronics industry” to describe the population of firms that actively produce or manage the production of computer hardware. These firms directly manufacture or coordinate the assembly of computers, computer peripherals, communications equipment, repairs, and similar electronic products. Although these hardware firms may engage in other diversified technology services, a core aspect of their business focuses on the production of physical computer hardware. Lead firms in this industry almost always classify themselves within North American Industry Classification System (NAICS) codes for “Electronic Computer Manufacturing” (334111) and “Other Computer Peripheral Manufacturing” (334119).
5 Although HP has avoided unionization of its own facilities, the firm mandates that its suppliers respect local laws pertaining to freedom of association and collective bargaining. HP's 2009 Code of Conduct (version 3.01) reads: “Participants are to respect the rights of workers as established by local law to associate freely on a voluntary basis, seek representation, join or be represented by Works Councils, and join or not join labor unions and bargain collectively as they choose” (Hewlett Packard 2009: 3).
6 An examination of the audit documents of Malaysian companies revealed that labor violations in Malaysia were underreported. This is because of the auditors’ belief that the Malaysian national labor law (which allows 72 hours per week) took precedent over the EICC. The EICC states that working hours shall not exceed 60 hours per week, independent of national laws.
7 The field research entailed visiting forty-five factories and conducting more than 200 interviews with plant managers, buyer representatives, contract manufacturing managers, CSR managers, NGO and union leaders, and government officials in China, the Czech Republic, Hungary, Mexico, Malaysia, Singapore, Thailand, and the United States. An overview of this research is presented in a companion paper. See Richard M. Locke, Gregory Distelhorst, Timea Pal, and Hiram Samel, “Production Goes Global, Standards Stay Local: Private Regulation in the Global Electronics Industry,” MIT Political Science Working Paper # 2012–1 (2012).
8 This section draws heavily from Richard M. Locke and Hiram M. Samel, “Looking in the Wrong Places?: Labor Standards and Upstream Business Practices in the Global Electronics Industry MIT Political Science Working Paper # 2012–18 (2012).
9 In conveyor or linear assembly, the positions of operators are fixed and assembly occurs in a sequential manner as product travels past these operators on a conveying system.
10 Migrant workers in China and Thailand are in country, whereas workers in Malaysia and Singapore are foreign.
11 By contrast, this policy differs from those common in advanced industrialized countries where overtime can be achieved by working more than eight hours any day, independent of aggregate hours.
12 For a fascinating portrayal of working lives of such workers, see Leslie T. Chang, Factory Girls (New York: Spiegel and Grau, 2008).
13 To protect the confidentiality of our respondents, we have disguised the actual name of the plant.
14 See Piore and Sabel (1984) for an historical overview for how both mass production and flexibly specialized firms responded to previous shifts in demand conditions. See Katz and Sabel (1985) for how volatility was “managed” historically in the US automobile industry.
15 Linden et al. (2009) estimate that Apple captures 79.5 percent of the total margin created in the production and sale of a 30 GB video iPod. The financial results of the largest brands and firms in Table 6.3 exhibit a similar pattern of value capture.
16 For a more general discussion of these collaborative buyer–supplier relations, see Gary Herrigel, Manufacturing Possibilities (New York: Oxford University Press, 2010).
17 See also Susan Helper, John Paul MacDuffie, and Mari Sako, “Determinants of Trust in Supplier Relations: Evidence from the Automotive Industry in Japan and the United States,” Journal of Economic Behavior and Organization 34 (1998): 77–84.
7 Complements or Substitutes?
Private Power, Public Regulation, and the Enforcement of Labor Standards in Global Supply Chains
Introduction
The previous chapters of this book have described both the promise and the limitations of various private efforts aimed at improving working conditions and promoting labor standards in global supply chains. Although corporate compliance programs were able to promote workplace improvements on some issues and among some suppliers, labor rights and working conditions stagnated or even deteriorated among other suppliers. Likewise, capability-building efforts by global brands, nongovernmental organizations (NGOs), and even the International Labor Organization were able to enhance the technical and managerial skills of factories participating in these various programs. But their impact on working hours, wages, and “enabling rights” was mixed. The previous chapter underscored the limitations of these private initiatives by showing how many workplace problems are the result not (or not solely) of misguided or unethical attitudes and behaviors by factory managers (hence, requiring ever-more-rigorous monitoring) nor even their poor managerial and technical skills (thus necessitating capability-building efforts); they are also the product of various upstream business practices by large retailers and global buyers that generate negative consequences downstream, among their suppliers. Until these practices among key actors within global supply chains are reformed, workplace-focused efforts aimed at improving working conditions and labor standards within global supply chains will always produce limited results.
The limitations of the various private initiatives I describe in the previous chapters will come as no surprise to critics of private voluntary regulation. Critics of private compliance programs and overly technocratic capability-building initiatives have long argued that they are designed not to protect labor rights or improve working conditions but rather to limit the legal liability of global brands and prevent damage to their reputations. Yet these critics argue that private voluntary regulation is not simply ineffective but also pernicious in that it displaces and undermines more thorough government regulation.1 Former US Secretary of Labor, Robert Reich, nicely summarizes this line of argument:
It is easy to understand why big business has embraced corporate social responsibility with such verve. It makes for good press and reassures the public. A declaration of corporate commitment to social virtue may also forestall government legislation or regulation in an area of public concern where one or more companies have behaved badly, such as transporting oil carelessly and causing a major oil spill or flagrantly failing to respect human rights abroad. The soothing promise of responsibility can deflect public attention from the need for stricter laws and regulations or convince the public that there's no problem to begin with.
(Reich 2007: 170)
Similar arguments about the negative effects of private initiatives, especially their crowding out of more stringent government regulation, have been made by a number of scholars working on an array of different industries and countries (O’Rourke 2003; Esbenshade 2004; Vogel 2005; Seidman 2007).
Yet, is this necessarily the case? Do private compliance and capability-building initiatives necessarily crowd out and displace state regulation or can these two approaches aimed at promoting labor standards in global supply chains complement and reinforce one another? Recent research on labor standards and working conditions in global supply chains has suggested that neither state regulation nor private voluntary initiatives function effectively in isolation but rather that a combination of private and public interventions are necessary to effectively tackle persistent labor problems in the new, globally dispersed centers of production (Utting 2005; Weil 2005; Graham, and Woods 2006; Amengual 2010). But to simply stress the importance of (potentially) complementary interventions and public-private partnerships fails to account for how these alternative forms of regulation actually interact on the ground. As Tim Bartley (2011) and David Trubek and Louise Trubek (2007) have argued, under certain circumstances, these different approaches to regulation can either complement one another or contradict and thus compromise the effectiveness of each other.
This chapter explores in greater detail how private and public forms of regulation interact on the ground through an examination of remediation efforts at two of HP's major suppliers.2 As we saw in the last chapter, one of the leading compliance problems among electronics suppliers is the exploitation of migrant, contract workers.3 In response to variable demand and intense cost pressures, contract manufactures have adopted flexible employment policies, characterized by low wages, long work hours, precarious or temporary work, and high concentrations of women, minority, and migrant employees (Catholic Agency for Overseas Development 2004; Smith et al. 2006; Chan and Peyer 2008). Additionally, many contract manufacturers outsource large portions of their workforce to limit worker benefit coverage and enable them to hire and fire employees rapidly in response to variations in production demand.
This chapter analyzes efforts to combine private and public regulation to redress these issues and improve working conditions for contract workers at two of HP's leading suppliers, Alpha Electronics and Beta Electronics,4 in two very different national contexts, Mexico and the Czech Republic. Both suppliers are industry leaders with operations in several countries and strong brand reputations. In both Mexico and the Czech Republic, I compare facilities owned by these two manufacturers that contract with HP to perform similar functional roles: desktop assembly and repair work. By controlling for the same contract manufacturers performing the same tasks for the same lead firm (Hewlett Packard [HP]) but operating in different national settings, I seek to elucidate the processes through which private and public systems of regulation interact to redress the same labor problem. This structured comparison also helps to control for various factors – company ownership/culture, buyer–supplier relations, national socioeconomic and regulatory environment, and the particular labor issue being addressed – that may shape the outcomes described in this case study.
Alpha and Beta are suppliers of strategic importance for HP. Alpha is one of the largest manufacturers of electronics and computer components worldwide. In recent years, Alpha has established manufacturing plants in the United Kingdom, United States, Czech Republic, Hungary, Mexico, Brazil, India, and Vietnam, employing just under half a million workers in 2009. As a member of the Electronics Industry Citizenship Coalition (EICC), Alpha has an internal social and environmental responsibility committee to proactively work with stakeholders, including customers and NGOs. As a result of this committee's work, the company has dedicated significant resources and implemented a wide range of initiatives aimed at improving labor standards at its facilities across the globe.
Beta is an electronics contract manufacturer with operations in more than 30 countries. Also a member of the EICC, Beta has built on the principles and standards of the EICC and implemented its own corporate responsibility program. Internally, Beta has developed self-assessment tools and audit processes that are being deployed throughout all Beta sites and vertically down to its own supply base. These efforts enable Beta to engage in timely corrective actions to ensure continuous conformance to both internal and external (i.e., HP-mandated) corporate citizenship requirements.
The implementation of the Electronics Industry Code of Conduct through HP's Social and Environment Responsibility (SER) program and the improvements it generated played out very differently in Mexico and the Czech Republic. Although the content of the EICC and the rules regarding its implementation are uniform across all countries, differences in national context shaped the actual strategies employed by HP's SER team to address similar labor issues manifest among its suppliers located in different countries.
Interactions between private and public regulatory systems can take different forms. Complementary interactions emerge when private compliance and capability-building initiatives exist alongside active state enforcement efforts. In these settings, private efforts often focus on informing local suppliers about national labor laws and helping them comply with existing regulations, with the understanding that failure to comply with these laws and regulations will lead to sanctions by the relevant government authorities. Active state regulatory efforts are therefore bolstered (not undermined) through these additional private initiatives. In contrast, substitution occurs when private enforcement efforts intervene to address labor issues that are not being fully enforced by weak or ineffective government regulatory authorities. In these settings, private compliance initiatives rely on national laws to legitimate their activities but otherwise operate more or less independently and with little explicit coordination with government regulatory agencies.5 The structured comparison presented in this chapter illustrates how the balance between private and public regulation, as well as the mode of interaction between them, depends on the relative capabilities and strategies of public regulatory authorities in different nation-states.
This chapter draws on both the unique data set of supplier audits that HP selectively administered to its network of global suppliers from 2003 through 2009 that we have discussed in previous chapters as well as field research in Mexico and the Czech Republic during the summer and fall of 2009. The fieldwork involved more than 70 interviews with HP managers; owners of supply chain factories; plant managers; production managers; human resources (HR) managers; environment, health, and safety representatives; and line supervisors. Access to suppliers was negotiated with support from HP, but my students and I chose which facilities to study. Although we were able to interview managers (in different functions) at various suppliers, we chose not to interview factory line workers at these same suppliers because we could not guarantee that these workers would not be subsequently punished for sharing information. Given our concerns for these “human subjects,” we chose to forego this important source of information. We did, however, assess working conditions through our own on-site visits to the factories and through our interviews with various labor-rights oriented NGOs in both Mexico and the Czech Republic.
Promoting Fair Employment Conditions for Contract Workers in Mexico and the Czech Republic
In recent years, electronics suppliers have increasingly relied on temporary employment agencies to meet their manufacturing staffing needs. This practice involves filling production jobs with workers who are formally employed by a separate and distinct staffing agency. Through the use of agency workers, manufacturers can maintain greater workforce flexibility, although this practice can lead to abuses surrounding working conditions and compensation practices for these “external” employees. The global electronics industry relies extensively on the use of agency workers and this form of employment has repeatedly been associated with low pay and precarious working conditions throughout the supply chain (Brown 2009; makeITfair 2009). In Mexico, an estimated 60 percent of employment in the electronics industry comprises agency workers, with some 240,000 workers employed by more than 60 temp agencies (Brown 2009; Centre for Reflection and Action on Labour Issues [CEREAL] 2007, 2009). Many Mexican electronics suppliers hire agency workers on multiple sequential short-term contracts so that workers fail to accumulate employment benefits afforded to full-time workers as required by the national labor code. Contracting with employees in this fashion is illegal in Mexico; however, this practice is used routinely in the country's electronics industry (CEREAL 2007). More than 80 percent of Mexican contract workers are employed for less than a year, which suggests that few accrue the nationally mandated benefits that they would otherwise be entitled to as full-time workers (Partida 2004).
Reliance on contract workers has increased significantly in recent years in the Czech Republic as well (International Confederation of Private Employment Agencies 2010). At the end of 2009, there were 2,212 registered temporary work agencies in the Czech Republic with the largest share of temporary workers employed in industrial sectors with high shares of foreign capital, including the automotive and electronics industries (Aleinik 2010; European Industrial Relations Observatory [EIRO] 2009). Sixty percent of the agency workers in the Czech Republic are employed for a time period shorter than three months (International Confederation of Private Employment Agencies 2010). Concerns surrounding equitable pay and fair benefits are significant issues affecting agency workforces in both countries.
The National Regulatory Frameworks Affecting Agency Work in the Czech Republic and Mexico
National labor legislation in Mexico, which has remained largely unchanged since 1970, offers few protections to contract workers. In contrast, revisions to Czech Republic labor laws in 2004 specifically address working conditions and compensation issues for these “temporary” agency workers. In Mexico, national labor law has remained largely inert for decades and is rarely enforced. Mexican law does allow for part-time positions (under a narrow set of circumstances) and provides substantial employment protections to safeguard full-time workers, including year-end bonuses and a three-month severance payment (see Article 35 of the Mexican Federal Labor Law).6 However, these protectionist laws are in practice bypassed by many electronics firms, limiting the ability of workers to protect their wages and benefits. One strategy utilized by electronics suppliers has been to hire employees on short-term contracts with explicit end dates. By avoiding full-time employment contracts, these workers are generally ineligible for many federally mandated benefits such as year-end bonuses or severance payments. The use of agency workers has therefore developed in the shadow of the law, taking advantage of vague reporting structures, legal loopholes, and inadequate enforcement of national legislation. The full details of these working relationships are rarely disclosed to the Mexican labor authorities. One general manager interviewed for this project in Mexico portrayed the employment of agency workers as both “legal and illegal,” depending on one's point of view.
Legislation pertaining to temporary employees in the Czech Republic was updated in late 2004 (and enacted in early 2005) to extend specific employment provisions to agency workers. Under these reformed laws, agency workers are entitled to employment conditions and compensation comparable to that offered to full-time employees.7 Should suppliers be found in violation of these equal compensation/employment condition clauses, they must retroactively pay agency workers the differences they are due. Additionally, identical provisions with regard to sick pay and pension benefits extend to both agency workers and full-time employees. Fewer legal provisions are provided to temporary employees who work less than 100 hours in a given year (Ward et al. 2005; Coe et al. 2008). Finally, agency workers’ employment in excess of twelve months is strictly regulated and restrictions exist on the hiring of agency workers to replace permanent employees on strike (European Foundation for the Improvement of Living and Working Conditions 2006).
Outdated and poorly enforced (in the case of Mexico) and recently revised and more stringent (in the case of the Czech Republic) labor regulation concerning agency work has led to very different regulatory contexts in these two countries. How labor standards are enforced – and especially the role private compliance initiatives play in this process – illustrates the different ways private and public regulation are layered together in Mexico and the Czech Republic.
Notes from the Field: The Conditions of Agency Workers at the Plant Level
Plant-level audit data obtained through HP revealed that notwithstanding these differences in national regulatory regimes, contract workers are vulnerable in both national contexts. Although the EICC code lacks specific provisions covering contract workers, a large number of the labor violations identified through HP's audits focused on this group of workers. These violations generally concerned agency workers’ wages, benefits, and working hours.
In the Czech Republic, both the Alpha and Beta facilities relied extensively on agency workers at the time of our research. Employees hired through three agencies represented approximately 40 percent of the total workforce at Alpha and Beta plants. In 2007, HP audits revealed that agency workers at the Czech Republic Alpha facility were compensated only at the standard hourly rate for weekday overtime and weekend work, rather than receiving a 25 percent salary premium mandated by the Czech Labor Code. Although this issue was corrected, agency worker overtime compensation was still lower than that of core employees – 70 Czech crowns per hour (approximately $3.85) instead of 75 Czech crowns per hour (approximately $4.10). Moreover, agency workers at both of these facilities were not included in performance-based pay systems on an equal basis with permanent employees.
Alpha and Beta Electronics facilities in Mexico also used extensive numbers of contract workers at the time of our field research. Alpha outsourced the majority of its rank-and-file employees through external staffing agencies. In 2009, only the facility's managers, supervisors, and administrators were full-time employees. The remaining 75 percent of the facility's staff – all technicians, engineers, and operators – were agency workers. The Beta Electronics facility in Guadalajara also made significant use of agency workers, hiring more than 3,000 temporary workers from four different staffing agencies. Contract workers at Beta were also employed in the firm's cafeteria services, security, and maintenance operations.
A review of HP's audit records and several annual NGO reports revealed that Alpha and Beta experienced real issues surrounding the hiring, compensation, and training of agency workers. At Alpha's facility in Guadalajara, Mexico, temporary employees hired through staffing agencies experienced discriminatory hiring practices, including being subjected to mandatory preemployment pregnancy tests. Interviews conducted in 2006 by the NGO CEREAL indicated that agency workers at Alpha Electronics in Guadalajara were being concurrently fired and hired on short-term 15-day contracts in an effort to limit their tenure and subsequent full-time employee benefit eligibility. HP audits of both Alpha and Beta similarly found that although both firms had supplied their staffing agencies with a copy of the EICC, neither had a system in place to ensure that these vendors (which supplied most of the assembly line workers for Alpha and Beta) conformed to the code.
In both Mexico and the Czech Republic, the number of EICC audit violations that involved agency workers declined significantly over time between 2005 and 2009. These improvements at the Czech and Mexican facilities, however, were achieved through divergent pathways, shaped by the particularities of the institutional context in which these facilities were embedded.
Institutional Interactions and Divergent Pathways Toward Enforcement
Improvements in working conditions for contract workers in Mexico and the Czech Republic occurred through divergent pathways, involving alternative modes of interaction between private and public regulatory efforts. In Mexico, private actors – which included HP, its suppliers, local business associations, and labor-rights NGOs – developed a set of practices and institutional arrangements that substituted for ineffective government regulation. In the Czech Republic, private regulatory efforts were focused on helping suppliers comply with changing national legislation and assisting government labor inspectors understand the compensation issues related to contract work. As such, these private actions complemented public regulatory initiatives.
Improvements in Mexico through Private Substitution of Ineffective Public Regulation
Through the initiatives of multiple Mexican NGOs and HP, there were both immediate improvements in the treatment of agency workers as well as the creation of several long-term programs and new institutional arrangements designed to prevent the future abuse of workers in these temporary and contingent employment relationships. Initial improvements were achieved through HP's audits of Alpha and Beta facilities. At Alpha, HP objected to the use of pregnancy testing of potential new hires by the supplier's staffing agencies. Alpha in turn insisted that its staffing agencies discontinue these practices, and they were subsequently abandoned in December of 2005. Similarly, at both Alpha and Beta, pressure from HP led both suppliers to implement an auditing process of their respective staffing agencies to ensure that these firms met necessary EICC social and environmental responsibility requirements.
In an effort to address more fundamental concerns involving temporary worker tenure and benefit eligibility, significant change occurred through the joint efforts of several Mexican NGOs, working in collaboration with HP and its suppliers. These improvements were brought about through the actions of NGOs rather than union efforts. Neither Alpha nor Beta has a strong union presence, due in part to the fact that most workers are on temporary, short-term contracts and are employed not by Alpha or Beta but rather by external staffing agencies. This has largely precluded the use of strikes and collective action among these workers. One local NGO representative stated, “We haven't seen any unions in ten years. It's tough to establish them because of turnover.” In 2006, the NGO CEREAL revealed that agency workers at Alpha were being concurrently hired and fired on short-term 15-day contracts, in an effort to limit the benefit eligibility of these workers. CEREAL reported this abusive practice to both HP and Alpha managers, and pressure from HP resulted in the cessation of this practice. It should also be noted that HP's first audit of Alpha, which occurred one year before these actions by CEREAL, had missed these abusive employment practices, which suggests that the EICC's lack of explicit attention to agency workers may have led this issue to be overlooked during their periodic audits.
More long-term change was brought about through the interactions of a local NGO, external pressure from HP, and the existence (on the books) of national labor regulations that were subsequently privately enforced. This corrective action was possible thanks to a unique relationship that developed among these actors in the Guadalajara electronics cluster, referred to by participants as “the Accord.” The Accord is a novel dispute resolution system that was developed to respond to electronics workers’ pay, benefits, and workplace grievances. Workers must bring their labor complaint to the courts within two months of its occurrence or they forfeit the right to initiate a labor dispute. Yet, aside from this initial filing, successful arbitrations are resolved without engaging Mexican legal authorities.
The Accord arose out of a standard naming and shaming campaign launched by CEREAL but evolved over time into a more collaborative arrangement pushed for by HP and that included not just CEREAL but also the Guadalajara electronics chamber of commerce (CANEITI) and a number of electronics suppliers in the Guadalajara region. As part of this agreement, CEREAL developed a more direct relationship with the HR managers of all local electronics plants. In the event that a worker approached CEREAL regarding a perceived labor violation, a representative from the NGO would contact the relevant factory's HR manager and discuss the issue directly. If the particular issue or complaint was not covered by either Mexican labor law or the industry Code of Conduct, CEREAL would inform the worker that his or her claim was invalid and would encourage the worker(s) to return to work. However, if the complaint violated either national labor law or the EICC, the HR manager would investigate and report back to CEREAL. If the complaint did turn out to be legitimate, the employer would compensate the workers in accordance with Mexican law. Cases that could not be resolved within the Accord could be escalated by involving the industry association CANEITI, or by initiating a formal lawsuit.
Before the Accord, workers had few options to seek remediation for labor grievances due to the absence of a strong union, few resources, and/or little knowledge of how to navigate the Mexican legal system. By 2007, CEREAL had addressed 237 total cases of labor violations, 78 percent of which were resolved through a dialogue between interested parties.8 Four cases were escalated through the involvement of CEREAL, and forty-seven cases prompted lawsuits (CEREAL 2007). In 2008 and 2009, in excess of 4,000 workers approached CEREAL, and approximately 95 percent of them had claims related to temporary employment (Peterson 2010). According to CEREAL's internal records, in 2010, 60 percent of the cases brought forward through the Accord concerned issues relating to unfair dismissal, and a further 21 percent of cases pertained to unfair dismissal in conjunction with an additional issue (e.g., sexual harassment, failure to pay fair wages, etc.). Unfair dismissal cases in 2009 and 2010 frequently involved efforts to negotiate worker severance pay in accordance with Mexican national labor laws, although negotiations occasionally resulted in worker reinstatement (for more information, see also Salazar Salame 2011).
The Accord has substantially increased the speed with which worker labor grievances are being resolved. The staff at CEREAL described the pre-Accord situation as follows, “CEREAL has worked on hundreds of cases in courts, but it takes one to three years. Workers don't win. With [the Accord], we can win in one to three months.” The efficiency of this system was lauded by both CEREAL and managers of various electronics suppliers – actors normally in disagreement over these issues. A senior manager at HP described his skepticism surrounding the Mexican government's process of grievance resolution, stating that “local authorities take years [to resolve grievances], and lawyers are the only ones that win.” Describing the Accord, this manager went on to state: “we can solve these problems, we are mature people.”
Building on the experience of the Accord, in 2009 a new Guadalajara institution emerged in a further effort to subject staffing agencies to greater oversight and thus protect the rights of temporary contract workers. Although HP has audited many of the local workforce staffing agencies, much of the content of the HP/EICC code does not apply to these organizations. Interviews with these staffing agencies indicated that responding to, and preparing for, these HP audits has been difficult and challenging. CADELEC, an offshoot of the Mexican electronics industry chamber of commerce (CANIETI), has introduced a certification system specifically targeting temporary staffing agencies. Although initially voluntary, HP managers interviewed for this project have expressed their intention to mandate that all Mexican temporary staffing agencies used by their suppliers undergo CADELEC certification. External oversight through this new accreditation process is intended to ensure that agency workforce providers fully comply with legal mandates regarding the compensation, dismissal, and acceptable employment duration of agency workers. This emerging institution was borne of collaboration between HP and CADELEC in an effort to supplement the weak enforcement and inconsistent application of national labor law. Although the prospect of this emergent certification system is promising, it will take time to determine the effect it may have on firms’ utilization of agency workers.
All of these developments contrast to accounts that argue that private voluntary regulation necessarily crowds out state regulation or worker voice (Esbenshade 2004; Bartley 2005; Reich 2007). The case of Alpha and Beta electronics in Mexico shows how private efforts can, under certain conditions – frequent interactions among buyers, suppliers, and local NGOs; the creation of new institutions that mediate conflicts between workers and their local employers; the layering of private voluntary initiatives on existing legal structures (labor courts, labor regulations) – promote an effective alternative to weak or absent state regulation. At the same time, it can provide a more efficient vehicle through which workers can actually exercise their citizenship rights.
Improvements in the Czech Republic through Complementary Private and Public Regulation
In contrast to Mexico, improvements in the working conditions of contract workers at Alpha and Beta Electronics facilities in the Czech Republic were achieved through complementary interactions between active national regulatory authorities and HP's private compliance team. These improvements focused primarily on providing contract workers with payment comparable to that of permanent employees.
At the Alpha Electronics plant in the Czech Republic, HP pressured management to disseminate the EICC code, hoping that this would increase awareness of labor rights among all employees. Staffing agencies were also asked to include information about the EICC in their training programs for all new recruits. According to the HR manager at this facility, the failure to include operators, consisting mostly of contract workers, in the bonus system was to a great extent due to the company's lack of awareness that the comparable pay principle mandated by the Czech Labor Code includes also performance-based rewards and not just basic compensation. At the insistence of HP's auditors, Alpha modified its bonus system to include agency workers in addition to full-time employees.
The porous organizational boundary between Beta's plant and the temporary staffing firms that supplied Beta with agency workers presented significant challenges to monitoring legal and fair payment practices for the large number of agency employees working at Beta. Although these contractors worked at Beta's facility, their working hours were tracked (on paper) by the temporary staffing firms that directly employed them. This mismatch created a variety of problems concerning the underreporting (and thus underpaying) of overtime and weekend work by these agency workers. Once these violations were detected by HP's auditors, however, Beta worked with its staffing agencies to compensate their temporary workers in compliance with the law.
However, to more permanently correct this situation, Beta and its staffing agencies introduced electronic record keeping that could accurately track working hours and shift schedules for contract workers, thus enhancing the accuracy and transparency of working hours and work schedules for both the individual workers as well as for the temporary staffing agency that employed them. These more transparent records were also used by Beta Electronics, HP auditors, and even government labor inspectors to ensure compliance with Czech labor law. The introduction of electronic records was supplemented by HP's efforts to encourage Beta to monitor its own subcontractors to guarantee that they were in compliance with the EICC. As a result, the HR department at Beta was trained and encouraged to audit the staffing agencies on a regular basis, as well as frequently exchange information regarding employee work hours and wages with these second-tier suppliers. This increased coordination between Beta and its staffing agencies (engineered by HP) led to greater compliance with the EICC as well as with Czech labor law, which stipulates that staffing agencies and their clients are jointly responsible for ensuring that agency workers’ working conditions and pay are comparable with those of the client company's permanent employees.
Although the facility adjusted the pay rates of temporary workers and their weekend and overtime compensation with relatively little resistance, the inclusion of temporary workers in the performance-based bonus system proved to be more problematic and was addressed more gradually. Insistence on complying with the comparable pay and working conditions principle stipulated by Czech labor law was essential in establishing a pilot project to expand the performance based payment system to agency workers that operate in the Personal Computer section of the facility.
Labor inspections take place at this facility on a regular basis. In the context of significant concerns regarding human trafficking and forced labor in the Czech Republic (Aleinik 2010), however, the inspections conducted by the local labor inspectorate focused primarily on ensuring that the documentation of migrant workers was in order and that their fundamental human rights were not violated through their employment at the facility. The expertise of HP auditors was key in exposing the unequal labor practices surrounding agency workers and staffing agencies and insisting upon improvements. Once the government labor inspectors were focused on these issues, remediation quickly took place. However, the fact that improvements were limited to issues regulated by national law reveals both the opportunities and limitations of this complementary approach to labor regulation.
In both the Czech Republic and Mexico, EICC violations linked to contract workers at all four factories analyzed in this chapter declined substantially over time. The reasons for and processes underlying these improvements are particularly important because labor code violations affecting agency workers are frequently overlooked in both private and public systems of regulation (Barrientos and Smith 2006). This chapter illustrates that even when a particular issue is of similar importance in two national settings – as is in the case of working conditions for contract workers – the pathways toward improvement can differ significantly given the institutional context and interest constellation in which suppliers are embedded. In Mexico, workplace and labor rights improvements were enabled through the presence of a strong worker advocacy organization active in the region and aligned with HP's own efforts to improve labor standards among its electronics suppliers. The NGO CEREAL, through its familiarity with local labor practices, accessibility to local employers, and legitimacy in the eyes of workers, complemented HP's activities and thus encouraged local industry leaders to cooperate with them in both the initial Accord and the subsequent certification initiative. In contrast, in the absence of local organizations to represent the interests of contract workers in the Czech Republic, HP's monitoring efforts, even if imperfect, were essential in bringing compensation issues related to contract workers to the attention of both factory managers and government labor inspectors (who were focused on other issues). Improved conditions for contract workers in the Czech Republic were possible only through a strict interpretation of national legislation and greater cooperation with government labor inspectors.
Common across these two national contexts was the role of private regulation, which although key in promoting improvements in working conditions, wages, and employment contracts for contract workers in both Mexico and the Czech Republic, was nonetheless enabled, legitimated, and shaped by the particularities of the respective national regulatory frameworks and the constellation of interest groups in the two settings. Thus, the particular ways private and public regulation combined in Mexico and the Czech Republic was determined not solely (or even primarily) by the attitudes, behaviors, or even capabilities of private actors (HP and its suppliers) to comply with the EICC and local labor laws but rather by the institutional capabilities of the labor inspectorates and the constellation of local civil society groups in these two countries. Notwithstanding these differences, however, the case study presented here shows how persistent labor issues affecting temporary, migrant workers – some of the least skilled and most marginalized workers toiling in today's global supply chains – can be redressed, even in industries characterized by volatile demand and “fissured” work organization. But these improvements came about only by combining private and public regulation and through the development of more collaborative relationships among key actors in these settings – HP auditors and managers, NGOs, local factory managers, and in the case of the Czech republic, government labor inspectors.
This collaborative process, linking together private compliance officers, government regulators, labor-rights-oriented NGOs, and other actors involved in promoting labor rights in global supply chains is not limited only to private compliance initiatives but also characterizes some of the more innovative experiments with government regulation as well. As discussed at the beginning of this chapter, the limitations of private voluntary programs has led in recent years to growing demands for more effective and legitimate interventions by the state and as a result, a number of new or reformed public regulatory initiatives aimed at promoting greater compliance with labor laws, health and safety standards, and the ability of workers in supply chain factories to freely organize themselves into independent unions have been launched. We now turn to an examination of some of these efforts by national governments to enforce their domestic labor and employment laws to assess their effectiveness. Through this analysis, I show that although the revival of labor inspection and the promotion of innovative regulatory initiatives in an array of different countries have certainly helped improve working conditions and labor rights in these countries, these efforts also suffer various limitations – limitations in their organizational capacities and ability to adequately inspect, let alone redress, violations in all workplaces under their jurisdiction – that can also only be addressed by combining with and complementing private initiatives.
Regulatory Renaissance and the Need for Complementary Public and Private Action
In just about every country hosting global supply chains, national governments have passed strong laws that regulate the conditions of employment and protect the citizenship rights of workers. However, in many of these countries, these labor laws and regulations are often violated, and the labor inspectorates/ministries charged with inspecting workplaces and enforcing labor laws are weak, underfunded, and at times, prone to politicization or even corruption. In addition to these organizational limitations, which reduce the ability of the state to adequately enforce its domestic laws, exist other concerns regarding the mismatch between the “highly legalistic” and rigid enforcement practices of government regulatory agencies and the dynamic and evolving reality of supply chain factories. As such, many observers have argued that traditional government approaches to labor inspection/enforcement are inadequate at promoting workplace improvements and labor rights in today's emerging centers of production (Kagan and Scholz 1984; Ayers and Braithwaite 1992; Gunningham, Kagan, and Thorton 2003; Lee 2005; Coslovsky, Pires, and Silbey 2011).
In response to these limitations of both private initiatives and traditional government regulation, a number of scholars and policymakers alike have become engaged in regulatory reform and innovative government programs aimed at enhancing enforcement of labor laws and employment standards. According to Michael Piore and Andrew Schrank, “a regulatory renaissance” is underway in a host of developing and already developed nation-states. Significant expansions of labor inspectorates and labor ministries are reported in countries as diverse as Argentina, Brazil, Costa Rica, El Salvador, France, Honduras, Spain, Morocco, and Uruguay (Piore and Schrank 2008: 3). More than simply increasing the size and budgets of these respective government bureaucracies, various scholars describe an array of innovative strategies pursued by labor inspectors (sometimes, public prosecutors) in Brazil (Pires 2008, 2011; Coslovsky 2011), the Dominican Republic (Schrank 2009), Cambodia (Polaski 2006; Rossi and Robertson 2011), China (Gallagher, Jing, and Trieu 2010), and even the United States (Weil 2010). These innovations range from the increased professionalization of, and increased discretion given to, labor inspectors in the Dominican Republic so that they can more thoroughly enforce labor laws (Schrank 2009), to the development of sector-based enforcement strategies by the Wage and Hour Division of the US Department of Labor that enable labor inspectors to more effectively regulate labor practices in industries characterized by “fissured” work organization (Weil 2010), to experiments by activist labor inspectors in Brazil that combine both old and new forms of enforcement – deterrence (fines and sanctions) with pedagogy (providing technical, financial, and legal advice) – so that noncompliant firms can gradually move toward compliance with national labor and environmental laws without compromising their competitiveness (Pires 2008, 2011; Coslovsky 2011).
Perhaps the most well known of these innovative experiments with regulatory enforcement is the Better Factories Cambodia (BFC) program. Better Factories Cambodia grew out of the 1999 US-Cambodia bilateral trade agreement in which increased access to the US market (quota) was linked to demonstrated improvements in working conditions in Cambodia's garment sector. Because the Cambodian labor ministry and labor inspectorate did not, at the time of the agreement, possess the organizational capacities to accurately audit garment factories throughout the country, the ILO was asked by both the US and Cambodian governments to monitor and report on industry-wide compliance with ILO labor standards. Audit reports were used by both the US government to determine whether to grant quota increases to Cambodian apparel exporters and by global buyers who used this same information to shape their sourcing decisions (Polaski 2006). At the same time, the ILO sought to enhance the capabilities of domestic actors and institutions by hiring and training local Cambodians to conduct the factory audits. Through these various mechanisms, this agreement sought to promote economic development, generate employment, improve working conditions in the garment sector and to help develop the institutional capabilities of the Cambodian state to enforce its own laws.
Although textile and garment quotas were eliminated with the end of the Multi-Fiber Arrangement (MFA) in January 2005, the Better Factories Cambodia program has continued to operate by employing different incentives and sanctioning mechanisms. If before 2005, access to the US market created the necessary incentives for Cambodian garment manufacturers to participate in the BFC and comply with ILO labor standards, following the demise of the MFA, the Cambodian government has granted export licenses only to factories that continue to participate in the BFC. Moreover, although individual factory audit reports are not made public, global buyers can and do request these reports and use them to determine whether to continue sourcing from these suppliers. In sum, it appears that even in Cambodia – a country ravaged by war, genocide, underdevelopment, and weak political institutions – experiments with new forms of labor regulation have taken shape and appear to be working. If such developments can occur even in Cambodia, then the prospects for a regulatory renaissance in other rapidly growing emerging markets may also be possible.
Interestingly enough, more recent research on Cambodia's Better Factory program, as well as on other cases of “regulatory renaissance” reveal that successful enforcement of labor laws and employment standards is the product not solely of enlarged, better funded, more professionalized state bureaucracies but rather arise from a combination of (often, collaborative) private and public regulatory interventions. Using audit data collected by ILO monitors of export-oriented garment factories in Cambodia from January 2006 to December 2008 (covering 344 individual factories), Oka (2010a, 2010b) shows that compliance with ILO standards among Cambodian garment factories is, in fact, uneven, and that in the continuing absence of a well-funded labor inspectorate, reputation-conscious global buyers appear to be driving improved compliance with ILO labor standards. According to Oka, reputation-conscious buyers use the factory audit reports to determine whether to continue sourcing from individual factories, and they share this information with other reputation-conscious buyers. In fact, Oka shows that the greater the number of reputation-conscious buyers sourcing from any one factory, the higher its compliance record. Thus, it is clear that without the continuing role of private codes of conduct and the insistence by private actors (reputation-conscious global buyers) that their suppliers continue to participate in and report progress on compliance with ILO labor standards, the Better Factories Cambodia program would not achieve anything close to its well-reported success. In fact, Cambodian garment factories not producing for reputation-conscious global buyers manifest greater labor code violations and worse working conditions (see also Robertson, Dehejia, Brown, and Ang 2010; Rossi and Robertson 2011; and Wetterberg 2011 for similar findings using the same and other, additional data sources). The absence of these same private initiatives, able to complement government- and ILO-run programs, may also explain the difficulties the Better Factory Program has experienced as it has sought to expand to other countries: Jordan (Kolben 2010) and Lesotho (Seidman 2009).
Complementary private and public regulation also appears to be at work in the Dominican Republic and Brazil as well. Notwithstanding the very real and important efforts by the Dominican Republic's labor inspectorate to expand and professionalize its staff, it still appears unable to fully inspect all workplaces, both in the export-oriented and domestic-focused sectors of the economy. As a result, a tacit and “uncoordinated” division of labor has developed in which private auditors focus on factories operating within the country's export-processing zones while state inspectors concentrate their scarce resources on redressing labor problems in the domestic-focused sectors of the economy (e.g., agriculture, construction, and small and medium-sized firms producing for the domestic market) (Amengual 2010). But more than simply divide up the national territory into separate and distinct regulatory spheres, Amengual shows how private and public forms of labor rights enforcement complement one another even within the same export-oriented zones. Private auditors rely on national laws and regulations to provide them with the legitimacy to demand certain changes in workplace practices among their suppliers. Likewise, by insisting on better employment and wage records, private compliance managers help state labor inspectors by providing them with up-to-date documentation on wages, work hours, working age of employees – documentation that is essential to assess whether or not a particular export-oriented factory is complying with national labor legislation. As a result, private and public regulation complement one another not simply by increasing the reach of regulation throughout the country but also by building off one another and enhancing the respective effectiveness of each form of regulation. Similar public-private partnerships have been documented in Brazil as well, where activist labor inspectors and public prosecutors work with individual firms, local banks, trade associations, and local governments in order to “stitch together” a strategy that both encourages and enables firms to comply with labor and environmental regulation (Coslovsky 2011; Pires 2011). Given the continuing problems (personnel shortages, budget cuts, difficulties in tracking labor conditions for highly mobile workers or in increasingly complex supply chains) experienced by most national labor inspectorates,9 it should come as no surprise that the most effective efforts aimed at promoting improved working conditions and labor rights in global supply chains are precisely those that blend together private and public regulation.
Conclusion
Through a detailed case study of efforts to improve working conditions for contract workers employed at two of HP's suppliers in Mexico and the Czech Republic, this chapter has sought to show that private voluntary regulatory efforts do not necessarily crowd out or undermine state enforcement of labor laws and employment standards but rather, under certain circumstance, can complement and even enhance the effectiveness of government enforcement efforts. Yet, this positive synergy between public and private forms of labor regulation is not unique to HP's Mexican and Czech suppliers. In a companion study, my graduate students and I found similar associations in our broader analysis of HP's compliance program. Electronics suppliers located in countries with stronger national institutions and greater rule of law consistently performed better on the Electronics Industry Code of Conduct audits than factories located in countries with weaker institutions and rule of law (Locke, Distelhorst, Pal, and Samel 2011). As we saw in Chapter 2, Nike's private compliance program also worked best in countries with more developed labor inspectorates and strong rule of law. Other researchers working on both labor and environmental standards have found similar findings, showing that differences in state policy shape the efficacy of private compliance programs in an array of different countries (Seidman 2007; Bartley 2011). According to David Graham and Ngaire Woods (2006), governments, both in developed and developing countries, can enhance the effectiveness of corporate self-regulation by insisting on (perhaps even legislating) greater transparency and accountability by global buyers and their suppliers and that the rights of workers to organize and mobilize to advance their claims be protected. Only in these circumstances can the promise of private voluntary regulation be fulfilled. Moreover, collaboration between private compliance officers and state regulators also underlie the most innovative experiments with regulatory reform and labor enforcement in a number of developing countries (Brazil, Cambodia, the Dominican Republic). How best to promote these forms of collaboration both among private supply chain actors as well as between them and state authorities is the focus of the Conclusion.
1 For a review of the displacement hypothesis, see Tim Bartley, “Corporate Accountability and the Privatization of Labor Standards: Struggles over Codes of Conduct in the Apparel Industry,” Research in Political Sociology 14 (2005): 211–44, and Jill L. Esbenshade, Monitoring Sweatshops: Workers, Consumers, and the Global Apparel Industry (Philadelphia: Temple University Press, 2004).
2 This section draws heavily on Richard M. Locke, Ben A. Rissing, and Timea Pal, “Complements or Substitutes?: Public vs. Private Regulation and the Improvement of Labor Standards in Global Supply Chains unpublished paper, Massachusetts Institute of Tecnology, July 2011.
3 Contract workers are employees directly hired not by the assemblers/contract manufacturers supplying global brands like HP and Apple but rather by temporary staffing agencies. As such, they are referred to as both “contract” and “agency” workers. I use these terms interchangeably throughout this chapter.
4 For purposes of confidentiality, I have disguised the identities of these two major electronics contract manufacturers.
5 For an interesting description of how private and state regulatory efforts combine in different ways, see Matthew Amengual (2010).
6 Mandated benefits for full-time workers in Mexico are numerous and include paid time off, a national minimum wage, annual profit sharing, social security, retirement, and other special benefits surrounding medical conditions and pregnancy.
7 The exact interpretation of this principle has been subject to debate at both the national and regional levels in the Czech Republic (EIRO 2009). Others have been critical of the licensing process that prospective temporary staffing agencies are subjected to by the Czech Ministry of Labor and Social Affairs, claiming that the current licensing process is overly lenient (makeITfair 2009).
8 Of the 237 total cases reviewed by CEREAL in 2007, a subset of these involved agency workers.
9 See the ILO 2011 for more on the difficulties national labor ministries and labor inspectorates face in the current economic environment.
Conclusion
Collaboration, Compliance, and the Construction of New Institutions in a World of Global Supply Chains
This book has analyzed multiple private voluntary initiatives, across different countries and economic sectors, all aimed at improving working conditions and enforcing labor standards in an economy shaped by global supply chains. Chapters 2 and 3 evaluated the compliance programs of several major global corporations – Nike, ABC, Hewlett-Packard – and showed that although each of these companies had spent years developing ever-more-comprehensive monitoring tools, hiring growing numbers of internal compliance specialists, conducting hundreds of factory audits, and collaborating with external consultants and nongovernmental organizations (NGOs), working conditions and labor rights had improved somewhat among some of their suppliers but had stagnated or even deteriorated in many other supplier factories. After more than a decade of concerted efforts by global brands and labor rights NGOs alike, private compliance programs appear unable to deliver on their promise of enforcing labor standards in today's new centers of global production. This does not mean that private compliance efforts have not delivered on any improvements in working conditions. As the data presented on the Nike case in Chapter 3 illustrate, it clearly has. The point is that these improvements seem to have hit a ceiling: basic improvements have been achieved in some areas (e.g., health and safety) but not in others (e.g., freedom of association, excessive working hours). Moreover, these improvements appear to be unstable in the sense that many factories cycle in and out of compliance over time. This pattern of mixed and unstable compliance is not unique to Nike but characterizes the compliance programs of the other global brands analyzed in this book. Similar patterns have been described by other scholars studying labor standards in a variety of sectors throughout the world (Barrientos & Smith 2007; Egels-Zandén 2007; Korovkin and Sanmiguel-Valderrama 2007; Yu 2008; Nadvi et al. 2011).
As the shortcomings of these private compliance programs became increasingly apparent, global corporations, NGOs, and even international organizations began to promote an alternative (but still private, nongovernmental) approach to combating poor labor standards in global supply chains, built around the concept of capability building. The capability-building model rests on the observation that supply chain factories throughout the developing world often lack the resources, technical expertise, and management systems necessary to address the root causes of compliance failures. Whereas traditional compliance programs sought to deter Code of Conduct violations by policing and penalizing factories, capability-building initiatives seek to prevent violations by providing the skills, technology, and organizational capabilities necessary to enable factories to enforce labor standards and improve working conditions on their own. Rather than treating suppliers as immoral agents motivated by a desire to cheat their way through inspections, the capability-building approach conceives of them as willing partners who simply lack certain organizational skills for effective Code of Conduct enforcement.
Chapters 4 and 5 analyzed an array of capability-building initiatives across multiple industries (apparel, electronics, metalworking) and in different countries (Mexico, Honduras, the Dominican Republic, Vietnam, India, and China). Notwithstanding significant improvements over traditional compliance programs, many (but not all) capability-building initiatives analyzed in this book suffered from their own shortcomings, especially their inability to address certain distributive issues and overcome various political hurdles necessary to achieve labor rights enforcement. Although capability-building programs generated marked improvements in productivity and quality for participating factories, and for some workers, better health and safety conditions, these same initiatives – precisely because of their overly technocratic approach – eschewed more difficult, distributive issues (e.g., living wages) and the enforcement of “enabling rights” so that workers could organize to demand higher wages and better working conditions. The case study of two Nike apparel suppliers presented in Chapter 5 highlighted the importance of alternative approaches to capability building. When these programs are designed and implemented in ways that engage and empower workers, both business-related outcomes (i.e., productivity, quality) and labor standards improve. However, when these programs are designed or implemented in a more top-down, technocratic fashion, workers’ rights are rarely strengthened.
Chapter 6 described why poor working conditions, precarious employment practices, low wages, excessive work hours, and weak labor rights persist in global supply chains by looking beyond the suppliers’ factories and more broadly at the “upstream” business practices of large retailers and global brands and their “downstream” effects on suppliers and their workers. In that chapter, I documented how global brands have responded to a business environment characterized by dynamic consumer demand, shorter product life cycles, and concentrated retail channels by reorganizing their supply chains to optimize efficiencies and minimize financial and reputational risks. Although these techniques allowed major retail chains and global brands to offer a broader selection of products, introduce new products in a more timely fashion, and reduce inventory of poor-selling items, these same practices created various labor problems – excessive work hours, low wages, exploitation of migrant (contract) workers – at supplier factories. Chapter 6 argued that although better-designed private compliance systems and more capacious capability-building programs would certainly help improve labor standards in global supply chain factories, they could not, in and of themselves, adequately tackle these persistent workplace problems because the root cause of many of these labor issues lies in the structure of relations among large retailers, global brands, lead suppliers, and their factories. Until these relations, this broader structure, is reformed, interventions focused primarily on the factories will have limited impact.
In response to both the limitations of these private voluntary programs, and growing demands for more effective state enforcement of already existing labor and employment laws designed to protect workers employed in the factories and farms supplying global buyers, a number of new and/or reformed public regulatory initiatives aimed at promoting greater compliance with labor, environmental, and health and safety standards have been launched in recent years. Chapter 7 examined some of these efforts by national governments to enforce their domestic laws to assess their effectiveness. The analysis revealed that although the revival of labor inspection and the promotion of innovative regulatory initiatives in an array of different countries have certainly helped improve working conditions and labor rights in these countries, these efforts also suffer from various limitations – limitations in their organizational capacities and ability to adequately inspect, let alone redress violations in all workplaces under their jurisdiction. These organizational limitations could, however, be overcome through complementary interactions with private voluntary initiatives. To illustrate the positive potential of this complementary private/public regulatory approach, Chapter 7 revisited the case of contract work in the electronics industry and showed how these two systems of regulation combined in novel ways, in different national settings, to correct various labor code violations impacting temporary, migrant, contract workers – among the least skilled, least organized, and most vulnerable workers employed in global supply chains. The goal of that chapter was to show how labor rights and working conditions can be improved, even for these marginalized workers employed in a sector characterized by volatile demand and fissured employment, when private and public forms of regulation combine in complementary and mutually reinforcing ways.
In many ways, the various strategies analyzed in this book reflect the evolution of thinking and practice among key actors engaged in promoting labor standards in global supply chains. Private compliance programs emerged as a response to pressures and campaigns by consumer activists and NGOs to address significant labor abuses discovered among the suppliers producing goods for several reputation-conscious brands. And the global corporations analyzed in this book have invested considerable organizational resources into developing and monitoring their codes of conduct, building up their compliance staffs, and working with external compliance specialists to monitor their suppliers more effectively. The data generated by these processes are important because they reveal both the improvements taking place among some suppliers and on some issues, as well as the continuing difficulties most suppliers experience in redressing persistent problems like excess overtime, low wages, and irregular employment contracts. Yet, collecting data through factory audits is not enough because this process alone does not lead to changes in behaviors and practices at most supply chain factories.
In an effort to change these practices and behaviors, private corporations, labor-rights NGOs, and even international organizations promoted a series of capability-building initiatives, aimed at providing factory managers with the managerial and technical skills necessary to tackle the “root causes” underlying many labor issues manifest in global supply chains. Yet, most of these capability-building initiatives are targeted at the shop floor, at the suppliers’ factories, and not at the upstream business practices that are, in fact, driving some of these unfair labor practices among suppliers. Moreover, many of these capability-building initiatives eschew particular issues like living wages and “enabling rights” for workers to organize freely and collectively – issues that are difficult to resolve either through technical capability-building efforts or by convincing factory managers (let alone company directors) that it is in their own self-interest (the so-called business case) to pay workers higher wages and embrace independent unions. This is why government regulation is required because only the state has the authority and legitimacy to enforce labor legislation and promote/protect citizenship rights.
Yet, given the limited capacities and scale of most labor ministries and labor inspectorates in both developing and already developed countries, public regulation alone is unable to fully address the myriad labor issues surrounding global supply chains. This is why public and private regulatory efforts need to work with and build off of one another. Taken together, the findings of this study of labor conditions among the suppliers of several major global brands, competing in different industries, and operating across many countries, suggest the need for a multifaceted approach to improving working conditions and labor standards in today's global supply chains. Each of the strategies analyzed in this book – private compliance efforts, capability-building initiatives, and even innovative state enforcement strategies – are necessary and important components to this strategy but none alone is sufficient to tackle this complex set of issues.
While recognizing the limits of generalizing from the experiences of a few reputation-conscious global buyers and their suppliers, the results of this study suggest the value of thinking about how these seemingly alternative strategies might fit together and complement one another in an integrated system for improving working conditions and labor standards in global supply chains. As we saw in each of the previous chapters, notwithstanding the limitations of private compliance, capability-building, and state enforcement strategies, fragments of an alternative set of practices, behaviors and institutional arrangements were visible within each of the case studies we analyzed. Recall, for instance, how Nike worked with some of its suppliers to help them reorganize their production systems and retrain their workers so that they could better respond to shifting patterns of consumer demand in a more flexible way. ABC and HP played similar roles with some of their suppliers as well, and others have documented analogous patterns of collaborative buyer–supplier relations in the automobile, footwear, furniture, metalworking, and steel industries – in a host of different countries (Sabel 1994; Helper, MacDuffie & Sako 1998; Frenkel & Scott 2002; Herrigel 2010; Ivarson & Alvstam 2010a). These more collaborative relationships were not based (or not solely based) on the technical assistance provided by global buyers to their suppliers but rather on the mutual recognition that each party had to gain from collaboration. In other words, Nike, ABC, HP, and other global corporations were able to establish more collaborative and labor-friendly relations with some of their suppliers because these buyer–supplier arrangements were based upon mutual gains, joint learning, long-term commitments, and even trust. Underlying these more collaborative relations was a fundamental understanding that both the risks and rewards (costs and benefits) of doing business together would be distributed more or less fairly between the parties. Can these collaborative, mutually dependent, trustlike relations be diffused more broadly, across multiple actors with divergent and competing interests, in today's global supply chains?
Earlier, I argued that the inherent problem with private voluntary initiatives seeking to enforce labor standards is their inability to reconcile diverse and conflicting interests and thus promote solutions that require collective action among the myriad actors involved in global supply chains. In the various case studies presented in this book, I showed how, under certain conditions, (long-term relations, frequent interactions, and mutually beneficial economic arrangements between buyers and suppliers) private voluntary initiatives could succeed by tapping into and aligning the interests and incentives of private firms (by reducing information and transaction costs, developing new capabilities, promoting process and product innovations that enhance the competitiveness of both buyers and suppliers) while also generating improved working conditions and wages for workers through new work and production processes in the supplier factories. I also showed that several of these initiatives relied, in one way or another, on government regulation and agents to legitimize and support their activities.
Building on recent research on “experimentalist governance” and “collaborative manufacturing,” I argue that we can replicate these cases of labor-friendly supply chain practices through an iterative process that blends together the “encapsulated self-interest” (Hardin 2001) of the various actors engaged in global supply chains, innovative forms of government regulation, and the development of mechanisms for learning, self-governance, and monitoring by the actors themselves (Ostrom 1990; Greif 1997; Sabel and Zeitlin 2012). Like Hardin (2001), I too believe that collaborative behavior among utility-maximizing actors begins with self-interest. Although some actors collaborate and/or act in a trustworthy fashion out of affection or moral commitment, the vast majority of actors, especially market-driven private actors, collaborate because they believe that it is in their self-interest to do so.
Yet, there are limits to this form of collaboration. Most of us will be inclined to cooperate only with people we know, or who are sufficiently like us, or even who have good reputations based on their prior records. In many real-world situations, especially the world of global supply chains, however, complete information about other, potential partners is not available, nor is there much certainty about the circumstances surrounding our interactions. Often, our potential partners are numerous and may be not only different from us but also different from one another (heterogeneous). Moreover, sometimes, cooperation among small groups of like-minded actors can lead to cartels, which may benefit cartel members but damage the rest of us. Given that we are interested in promoting labor-friendly supply chain practices throughout the globe – practices that benefit not just a few powerful private actors but also (especially) workers employed in these supply chain factories, we need to avoid these limitations. This is why we need government regulation and intervention even for the most promising private initiatives.
Cohen and Rogers (1992, 1995) have argued that secondary associations with certain attributes (leadership accountability, inclusiveness of group membership, cooperative modes of interaction with other groups) are more likely to effectively aggregate and represent interests and thus facilitate efficient democratic governance than are other groups with qualitatively different features (hierarchical intra-group relations, parochial concerns, conflictual politics). They also suggest that government can use an array of selective incentives to artifactually shape groups and associations along these lines. In their work on “experimentalist governance,” Sabel and Zeitlin (2012) have shown how various public authorities can shape interactions both among private actors and between the private and public sector in ways that promote innovation, the diffusion of best practices, and the enhancement of standards. Building on both bodies of research, as well as the field research conducted over the last several years, I argue that collaborative efforts initiated by self-interested actors are more likely to become responsive to worker concerns and demands for labor standards when government authorities intervene, in a variety of ways, to reinforce this more encompassing behavior. As we saw in the analysis of the Better Factories Cambodia program, as well as other innovative cases of complementary private-public regulation in Brazil, the Czech Republic, the Dominican Republic and Mexico, government played an important role in shaping the way private actors addressed labor standards issues. There was no standard government policy or intervention that cut across all of these different examples. In many ways, government regulatory authorities were learning and experimenting with different practices at the same time, and often in collaboration with, the private actors they were ostensibly regulating. But in all cases, government regulation not only legitimated private initiatives but also structured them in ways that were consistent with broader, societal concerns.
Yet, external government intervention is insufficient in guaranteeing the continuing functioning of these collaborative endeavors. As novel initiatives like the Better Factories Cambodia program or any of the other initiatives we analyzed in this book become transformed from relatively small experiments into larger and certainly more internally diverse and heterogeneous programs, the possibilities for shirking, cheating, and other opportunistic behavior by individual members increases significantly. This opportunistic behavior threatens to undermine the whole cooperative effort. Building on the insights of Ostrom (1990), I agree that government does not have the know-how, let alone capacity to intervene and continually monitor the behavior of all global suppliers located within its jurisdiction. Instead, the interested actors must develop their own self-governance mechanisms to ensure that their members continue to behave in a collaborative manner. As a result, the development of a set of internal self-governance and monitoring mechanisms that ensure the stability and longevity of these collaborative efforts is key to their continuing success and diffusion.
What the various examples of more labor-friendly buyer–supplier relations documented in this book share is the process through which mutually beneficial collaboration was built among them. Although the initial challenges facing Nike's high-performing Mexican t-shirt supplier, ABC's garment suppliers in India and Central America, HP's electronics contract manufacturers in the Czech Republic and Mexico, and even the garment manufacturers participating in Better Factories Cambodia were different, the underlying thrust of their problems was the same: failure to develop more efficient and more labor compliant business practices would undermine their ability to continue to do business with reputation-conscious buyers. As a result, these suppliers began to engage in a series of experiments aimed at reorganizing their work practices and address their labor code violations. They did this not simply because they suddenly discovered the virtues of lean manufacturing or high-performance work systems but rather out of self-interest, because they saw that these changes in practices were necessary for them to continue their business. In the process of reconfiguring their operations and redressing various labor code violations, they developed not only new organizational and technical capabilities but also more collaborative relations with their buyers. They became increasingly engaged in joint problem solving, information exchange, and mutual learning that strengthened both their operations and their employment practices.
Yet, many of these private initiatives could not have occurred had it not been for the legitimacy and authority they received from government regulatory authorities. Although private actors were key in monitoring and designing remediation plans for thousands of supply chain factories throughout the world, their authority ultimately rested on their insistence that individual factories respect domestic labor and employment laws. Very seldom did these private compliance officers advocate that suppliers go beyond the law of the land. Likewise, the development of innovative institutional arrangements like the Accord in Mexico or the Better Factories Cambodia program relied on state labor laws and regulations to operate effectively. Without the Cambodia government's decision to grant export licenses only to factories participating in the BFC, this program could never have continued after the demise of the Multi-Fiber Arrangement. Likewise, without its strict reliance on Mexican labor law, the elaborate grievance procedures developed through the Accord, could never have withstood legal challenges.
Finally, the continuing pressure and campaigns by NGOs and consumer groups on the various global brands analyzed in this book pushed all of them to develop elaborate monitoring systems aimed at tracking performance on various labor issues. Yet, among some of these compliance officers, a new form of auditing/monitoring process developed. At various factories visited for this research project, my graduate students and I observed auditors who developed more cooperative, less antagonistic relationships with the suppliers they inspected. These auditors were frequent visitors to these factories, and they had been visiting these same factories for several years. Rather than act as “inspectors” whose job focused primarily on uncovering Code of Conduct violations and punishing management for these infractions, these auditors acted more like consultants by engaging in joint problem solving, information sharing, and the diffusion of best practices that were in the mutual self-interest of the suppliers and aligned with the policies of the global buyers. And although the threat of sanction was still present in these settings, it served less to force the suppliers to comply with the various codes of conduct and more as a background condition or fallback mechanism aimed at fostering the joint problem solving initiatives underway at these factories.
Together, the self-interest of the various parties, the role of government in legitimating and reinforcing certain practices, and the constant engagement by external and internal actors led to the development of collaborative relations among some of the suppliers and buyers analyzed in this book and the development of novel institutional practices that promoted both compliance and competitiveness. If mutually beneficial collaboration and the development of new institutional arrangements aimed at promoting/supporting more labor-friendly practices can be constructed among actors within the highly competitive and volatile and underinstitutionalized settings analyzed for this book, then surely there is reason to hope that it can be built among other actors within and across other global supply chains.
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