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Preface

Working papers published by the ILO Sectoral Policies Department aim to
disseminate research on relevant and topical issuesgapolicymakers, administrators,
social partners, civil society, the research community and the media. Their main objective
is to contribute to an informed debate on how best to address sectoral issues within the
overall agenda of full and productive wdior all and decent work, a goal embedded in
the 2008 ILO Declaration on Social Justice for a Fair Globalization.

A Global Dialogue Forum on the Adaptability of Companies to Deal with Fluctuating
Demands and the Incidence of Temporary and Other Formmibment in Electronics
was held at the International Labour Office in Geneva from 9 to 11 December 2014. The
Forum assessed the reasons for companies to choose temporary and other forms of
employment, as well as the impact of these forms of employmeheanterprise and the
workers. The forum adopted points of consensus, including recommendations for future
actions. One recommendation asked the Offi
purchasing practices in the electronics sector on labour rigiitgemporary and other
forms of employment .’

This working paper looks at the purchasing practices and how they impact rights at
work, wages, working hours, natandard forms of employment and occupational safety
and health. It further discusses publizgmance and private standards in the electronics
supply chain and concludes by evaluating how different stakeholders can impact the
purchasing practices.

The working paper was written by Ricarda McFalls. We hope this paper will help to
stimulate discussioon rights at work and working conditions in the electronics industry.

Alette van Leur
Director
Sectoral Policies Department
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1. Background: Procurement Practices in the
Electronics Global Supply Chain

Introduction

The Global Dialogue Forum on the Adaptability @dmpanies to Deal with Fluctuating
Demands and the Incidence of Temporary and Other Forms of Employment in Electronics, held
in Geneva 91 December 2014, requested a series of actions to be taken by the International
Labour Office (ILO), which includedraong other things to conduct research on the impact of
purchasing practices in the electronic sector on labour rights and temporary and other forms of
employment. Additionally, the Meeting of Experts on N&tandard Forms of Employment held
in Geneva on@-19 February 2015 put the Office in charge of documenting and analysing trends
on the effects of nestandard forms of employment on workers and their protection.

The electronics industry is characterized by supply chains network with a high level of
outsourcing and subcontracting. In recent years, lead firms have increasingly outsourced
manufacturing, as well as prand postmanufacturing activities. This led to the development of
large intermediary contract manufacturers, working with a vast basgpliers. For instance,
Foxconn has grown to become the world’s | ar
manages a vast network of buyers and suppliers. In this context oftiemaiti production,
suppliers face numerous challenges regartiimigng, and a context of very flexible employment
has emerged, with among other things employers resorting extensively to temporary workers.

The guestion of purchasing practices relates to the way sourcing companies (including lead
firms, but also intermediary manufacturers) manage the purchasing of goods and services from
suppliers and vendors. The procurement policies used by the sourcing companies can be
constraining for the suppliers, who face pressures in term of price and time, with the use of rush
orders, cancellations, fragmentary orders, etc. The constant variations in and seasonality of
customer demand al so makes t he ®Thsimpactethei c
working conditions in the supply chain, and translates into a niérf@ a highly flexible
workforce, with an extensive use of temporary workdresearch on the effect of temporary and
other forms of employment on working conditions has showed evidence of potential negative
effects on >aumwkrkedoditios. iNersthrddrd workers' are considered more

21LO: Ups and downs in the electronics industry: Fluctuating production and the use of temporary and
other forms of employmenssues paper for discussion at the Global Dialogue Forum on the Adaptability
of Companies to Deal with Fluctuating Demands andrnhbiglence of Temporary and Other Forms of
Employment in Electronics (Geneva;1d December 2014).

SFinanci al Ti mes Definition: “a frustrating p
demand [or in reverse a rapid rise in customer demdrd$. prompts retailers to underder so as to
reduce their inventories. In turn, wholesalers urateer even further to reduce their own inventories and
the effect amplifies up the supply chain until suppliers experience-etgskand then ovesrder n
response. The effect can ri ppl dexicop.ft.cam/BernPterm+thet h e
bullwhip effec

“Hol dcroft, Jenny. 2015. “Tr anb 6 dreetationgl Jaimg @f | vy ¢
Labour Researghvol.7, Issue 12, pp. 95- 107

SQuinlan, M. 2015stdTthaereffecms of @wml oyment o
Conditions of Work and Employment Series No. 67.
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vulnerable in labour markets and often regroup higher proportion of women, migrant and ethnic
minorities than in standard employment relationships

Both private and public actors are increasingly under sgrudgarding their procurement
practices. Public awareness has led to some changes in the electronics sector legislation
especially in the issues of conflict minerals and human trafficking. Various NGOs have published
reports and guidelines on good prees and ethical practices in procurement. Additionally,
public pressure and adverse publicity has led lead firm to engage more actively in initiatives
aiming to ensure that labour rights are enforced among their suppliers. At the privaferieatd,
Compliance Initiatives (PCIs), such as social auditing and codes of practice have beceme well
established mechanisms in private governance to promote labour rights in supplier chains.
Nevertheless, it has been pointed out that there is a conflict betwessathbh for better labour
standard enforcement and the ‘jimstime production model' imposed to suppliers. The
implementation of good practices could make suppliers less competitive by raising théjr costs
and some suppliers have started questioningitydead firms have been asking for more efforts
from the suppliers in term of work conditions, without being willing to share the costs of these

higher standards New concepts have emerged, such as
“sust proxzhulre ment " . Some authors have attem
practice” in procurement, such as Anner et

and safe. factories

However, the data and analysis of procurement pexctic electronics remains rather
limited, when it comes to its effect on labolhtost of the business literature focuses on how to
optimize the choice of supplier to increase efficiency. The social aspects of the supply chain
management literature remainderstudied® Some research exists on sustainable procurement
practices in the garment industrybut overall the academic literature on this topic, especially
applied to the electronics sector, remains limifus study therefore aims to help bridgesthi
knowledge gap, by providing an updated overview of the current situation in the electronics
industry and the appearing trends.

Approach and definitions

This study explores the effects of procurement practices on workers in the electronics
industry, anmdustry that is characterized by a high level of production outsourcing or offshoring.
As such, its aim is to identify *‘good’ pro
global supply chain of the electronics industry.

8 |LO: Global Dialogie Forum on the Adaptability of Companies to Deal with Fluctuating Demands and
the Incidence of Temporary and Other Forms of Employment in Electronics. Final report of the discussion
(Geneva, 911 December 2014).

 http://siteresources.worldbank.org/INTPSD/Resources/CSR/Strengthening_Implementatio.pdf

8BeckeTrThe Jhi dden downsi de ThélrisB Emesissued Detembet 21,&00h e | p

Anner , Mar k, J . Bair and J. Bl asi . 2013. “Towal
the Root Causes of Labor Violati onlsurnalof | nt er nat
Comparative Labor Law and Policypl. 35, No 1: pp. 43.

10]LO: NavasAl e ma n, L., Guerrero, T. “Go

od Procur emen:
what do we know so far” (Geneva, 201

6)

11 See for instancAnisul Huq et al. 2014Social Sustainability Implementation in Global Supply Chains.
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As a starting point fothis study, key ILO reports and documents were consulted, including
those with authoritative ILO definitions for the concepts related to labour rights, temporary and
other forms of employment, as well as, previous ILO studies on the electronics indaiiging
its report in preparation for the Global Dialogue Forum in Decemberf20I#taddition, a recent
report published by the ILO (2016) serves as a valuable companion to this study in providing a
comprehensive and updated overview on the indistr review of the academic and gray
literature on supply chain management, subcontracting, outsourcing and socially sustainable
procurement was carried out by searching f
and “the el ecnd oainglso yimednuts’t rygnda rel at ed ti
changeably referring to the “electronics i.1
and Communications Technology (ICT) ssictor of the electronics industry, as do the studies
aboveand most studies found on this topic.

As defined by the OECD *“1 CT products mus
function of information processing and communication by electronic means, including
transmi ssi oA The settor ihclusspsluch yproducts as computer and peripheral
equipment, communication equipment (including phones and networking equipment), consumer
electronics, and miscellaneous components and accessories

Where closely related themes and studies, in particular #dratiite on the global value
chain (GVC), global production networks (GPN), and corporate social responsibility (CSR)
include meaningful linkages to the electronics industry, these are also included where relevant.
Various terms refer to issues of crdmsder production and trade, including global production
networks, global value chains and global supply chains, and these terms are used synonymousl
and interchangeably in this report. These structures may also include subsidiary or joint venture
arrangemets between Multinational Enterprises (MNES) and production sites within their chain.
The electronics industry also includes a variety of international sourcing practices with
terminology and relationships to characteristics in the electronics industry.

In order to both build on previous work and narrow in on the current situation as pertains to
the status of ‘responsible procurement for
the evolution of standards and the level of implementation oé teisdards in the electronics
industry supply chains. While significant concerns are raised about the sourcing of raw materials
in the production of electronics, and the violation of human rights in their extraction, a limited
focus on these issues igluded here.

A key <challenge 1is in defining ‘good’
management literature, Socially and Environmentally Responsible Procurement (SERP) refers to
procurement practices that include sustainable developmentiobgednd take into account
environment al and soci al i mpact s. l deal ly

21LO: Ups and downs in the electronics industry: Fluctuating production and the use of temporary and
other forms of employmerissues paper for discussion at the Global Dialogue Forum on the Adaptability
of Companies to Deal with Fluctuating Demands and tlogdénce of Temporary and Other Forms of
Employment in Electronics (Geneva;1d December 2014and Points of Consensus arising therefrom
(ILO GDFACE/2014/7).

B3 See RaReichert, G. in Promoting Decent Work in Global Supply Chains: The Electionld® (2016).
Sectoral Studies for Social and Economic Upgraddegent Work in Global Supply ChainrComparative
Analysis of Opportunities and Challengésternational Labour Office, Sectoral Policies Department
(SECTOR), Geneva, 2016.

4 OECD, (2011), p. 310ECD Guide to Measuring the Information Society 2011. OECD Publishing,
Paris.

15 1bid, pp. 3435: See ISIC rev 4 classification codes 2610, 2620, 2630 and 2640.




contribute to decent wor k'’ for wor kers w
previous studies on procurement practices in glsbpply chains have found it difficult to find
meaningful data for measuring impact on labour standards, as the most common indicators
available today are measurements of employment generation and changes in réél wages

'Decent work' includes many vables which are difficult to assess with the data that is usually
gathered for trade purposes: employment opportunities; adequate earnings and productive work;
'decent working time'; combining work, family and personal life; work that should be abolished;
stability and security of work; equal opportunity and treatment in employment; safe work
environment; social security; and social dial
p. 15}

The ILO estimates that by 2013 there were some 453 miffiobal supplychainrelated
jobs in 40 countries representing 85 per cent of world gross domestic product and covering
approximately twethirds of the global labour for® According to the r
growing share of those employed in glodapply chains are women, particularly as a percentage
of supply chain workers in emerging econortfies

Increasingly, workers in global supply chains are found to be engaged in what is described
as a-staodard” empl oyment rled (2005), theresifrio pfficialAc ¢ |
def i nit isotnanodfar“dnofnor m o f 2 i this tasey MSEE describés M E )
that “falls outside the scope of a standar c
as “wor k-timehiadefin it e feuripll oy ment in a subordina
opposed to semployed}:. While nonstandard forms of employment are on the rise,
researchers are challenged by the complexity in accurately defining and measuring comparable
data,duetoarpo |l i feration of sttamdape’tt aasniwgl it oas
that today “standard wor k” i s i ncr esatsa mdgd ryd
being highly dependent on context, including their location

For the purpses of this paper, ILO (2015) definitions of reiandard employment forms,
whether informal or formal, are considered: (1) temporary employment; (2) temporary agency
work and other contractual arrangements involving multiple parties; (3) ambiguouyerapto
relationships; and (4) patime employmentWhile all of these forms of employment are

18 Milberg and Winkler, from Barrientos, Pickles and Posthuma, 2011, p. 304

17 ILO, 2012: DecenhWork: Indicators and measurement. Geneval, ILO in N&laman, L. and
Guerrero, 2016. Procurement Practices and SMEs in Global Supply Chains: What do we know so far?
ILO Publishing.

18 |LO World Economic and Social Outlook 2015 report 67. Note: theesamort drawing on data from

40 countries found that the quantity and type of employment in global supply chains is difficult to estimate.
National employment statistics do not distinguish between different types of workers engaged in global
supply chais, nor whether these jobs are informal and-stamdard forms of work, nor do the statistics
differentiate between workers supplying global or domestic suppliers.

19 1bid.

20110, 2015. Nonstandard forms of employment Report for discussion at the Mestiggperts on Non
Standard Forms of Employment (Geneva;1i% February 2015)

2 bid.
22 George, E., and Chattopadhyay, P. 20dn-standard work and workers: organizational implications;

International Labour Office, Inclusive Labour Markets, Labour Retatand Working Conditions Branch.
Geneva: ILO, 2015.




identified as common in the electronics industry supply chain, hard data on how many workers
are employed in each form remains scarce.

While it is difficult to assess procurement practice for the electronics industry as a whole,
there are opportunities to explore good practice at the firm level, particularly given the scale and
impact that some of the largest firms have on the industry, and on the regions matnig < du
which they operate. Firm level analysis can be increasingly valuable given high level of industry
concentration among fewer brands. For example, as of November 2016, just three companies
account for 58 per cent of all personal computer shiprffents

In this context, supply chain governance practices and their evolution in the electronics
industry can provide meaningful insights and will be considered here. However, unless otherwise
indicated, the naming of companies in this report does not suthgeéshese companies are
performing better or worse than their competitors or the industry as a whole. Large public
companies are more easily identified and face a higher level of scrutiny due to their public image.
Furthermore, those companies mostactively engaged in disclosure, considered good practice,
may sometimes inadvertently experience negative researcher or reader bias. The electronic
industry covers many sectors and-sgigtors, many outside of view to consumers. In addition,
for private conpanies or those listed only on certain foreign exchanges, the level of reporting
requirements and access to information by researchers is more limited.

2. Electronics Industry Overview

Industry Employment

Employing an estimated 18 million worké&;sthe dobal electronics industry is one of the
largest industrial sectors in the global economy. The information and communication technology
(ICT) products sutsector alone accounts annually for some $3 trillion in trade and one fifth of
all world merchandiseniport€®. The ICT industry is estimated to employ some 12 million
production worker8. The fastgrowing electronics industry further accounts for the largest share
of intermediate manufactured goods trade by a wide margin, nearly double the next largest
industry (automotive and motorcycles) and somefadth over the apparel and fowiare
industries, for which more data on supply chain working conditions are avéilable

2 enovo (21.3 percent), HP, (21.2 per cent, and Dell (15.8 per cent), in Womack, B. 2016. PC shipments
drop 3.9 percent as dendis slow before holiday shopping. Bloomberg Technology, October0186, 2
https://www.bloomberg.com/news/articles/261®11/pcshipmentsdrop-3-9-asdeclinesslow-before
holiday-shopping

24 Better Work, 2010. Electronics Feasibility Study, Executive Summary. August 2010.

25 UNCTAD, 2015. Trade in ICT Goods and the 2015 Expansion of the WTO Information Technology
Agreement.

26 Delautre (2016, Forthcoming). The distribution of value added arfiong and countries: The case of
the ICT manufacturing sectotLO Research.

27 Sturgeon, J.T., Kawakami, M. (2010) Global Value Chains in the Electronics Industry. Was the Crisis a
Window of Opportunity for Developing Countries? Policy Research WorkeygeP5417. The World
Bank. S.C.
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A high percentage of production wor kner s i
standar d” e mpl &yRecentesearch bnaemplognmest m th@electronics industry
in five countries (China, Japan, Malaysia, Mexico and Hungary) found temporary contract
workers accounting for up to 80 or 90 per cent of production workessnejurisdictions at
peak period8. With increased visibility into supply chains made possible through mobile
technology, there are growing concerns about the potential impact on workers of transferring
production from developed countries to leage juisdiction in developing countries.
Outsourcing production to populous host countries with lower wages has lifted many out of
poverty and has been found to help producers from developed countries enter new markets
through their manufacturing investmentst yaises new challenges for displaced workers in
home countries and about the working conditions outsourced production workers exgferience

Prominent issues arising from the industry have been low wages, excessive overtime, the
use of forcedabour, occugtional safety and health, and rights at work. GVC researchers have
found that most often, a combination of these factors occur due to linkagésvhat can become
a vicious cycle resulting from an absence of good practice as defined by Anner et al (2013

The trinity of ‘stable orders, fair prices a
manner in which vertical and horizontal relations interact in the global production networks (GPN).
Without the first two, the third becomes difficuif not impossible. Without overlooking the
culpability of local employers and governments, who cut corners supposedly to remain competitive,
poor prices and unstable orders certainly contribute to the poor safety situation. Improving safety
requires invetment, and that is constrained by low prices and unstable orders. (Ahmed and Nathan,
2013, p. 203}

As a result, diversetakeholders have emerged to put pressure on the industry to address
these concerns. A range of public and private voluntary iniéatiave been developed to provide
the industry with guidance, and the industry itself has undertaken measuresé¢gdelie their
activities. This study will examine these responses, as well as, new regulation recently enacted tc
promote a higher levalf duediligence in the industry.

Characteristics of the electronics industry

The size and complexity, and fragmented production processes of the electronics industry
global value chain further complicates the research effort, which may account foutitg pa
data by comparison to other sectors. The electronics industry is comprised of a variety of sub
sectors (ranging from computers and peripherals, to automobile and aerospace components an
subcomponents) addressing consumer, business, and intosirikeet segments. Nevertheless,

28 CEREAL, 2016: 59.73 per cent deetronics workers in Ciudad Je&; GoodElectronics, 2012: More
than half of Thailand’'s 500,000 electronics sup
high number of bondediorkers in Malaysia; ILO, 2014: study of five countries fo@@H90 per cent of
production workers found to be temporary at peak periods.

21L0, 2014

30 Sunil, A. 2014:s Outsourcing Exploitation or Chance for Developing Countriéz&ily Sabah. June
17, 2014 http://www.dailysabah.com/opinion/2014/06/17distsourcinga-chancefor-developing
countries

31 Anner et al (2013) and Ahmed and Nathan @Oih NavasAleman, L. and Guerrero, T. (2016)
Procurement practices and SMEs in global supply chains: what do we know so far? : A literature review /
Lizbeth NavasAleman, Tamara Guenre; International Labour Office, Enterprises Department. Geneva:
ILO, 2016
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the products share the same f und a fliecneasgly c h a
standardized, and tradeable. In other words, as multinational enterprises (MNEs) could
increasingly digitally transfer designs their suppliers, and as these products became more
commodified or generic, production became more flexible and competita® plans and
processes could be moved among different suppliers and locations. This has contributed to ar
electronics industrgupply chain network with a high level of outsourcing anesbffring®.

At the top of the electronics supply chai

al so known as “Original Equi pment Manufact
firm conceives of the product and initiates its production and branding, few are likely to still be
manufacturing products directly. These firr
manufacturers’, al so kno witeséEMSSE the largest ofthese M

are now multibillion dollar global companies in their own right (e.g. Foxconn [Hon Hai Precision
Instruments], Flextronics, Sanmina, Jabil Circuit). Some contract manufacturers (Original Design
Manuf act ur er kg provide prodDdDddsigh $erviaes in addition to manufacturing a
complete product on behalf of one or more brands, most notably, these are found in Taiwan
(China) in the production of notebook computers. The contract manufacturers may manufacture
product themselves but also work with vast networks of subcontractors who manufacture
specific components for integration into the

Meanwhile at the component level, another influential actor in the electronics value chain
is the * prl’at fTothrems el eaadee i nfl uential as they
and can often capture a significant share of the value, i.e. profit margin, of the product. These are
firms whose largely proprietary technology is embedded in the final gro@ug. Intel
processors, Apple’s proprietary operating
material cost; the majority of rents for this patented technology is payable to firms based in
developed countries. As will be illustrated, amothese actors, while some contract
manufacturers are becoming more influential, the brands and platform leaders yield the most
power in capturing the gains of producfibn

Evolution and geography of the Electronics Industry
Global Value Chain

The move ® el ectronics companies producti on
Southeast Asia began in the 1970s when the Americanrcsemdiuctor industry moved its then
labourintensive posproduction assembly to the region. Over time as semiconductor paducti
was automated, other labeintensive processes, including circuit board and final product

2« Modul arity” refers to “product modul arity” an
digitization allows for the codification and standardization, enhances interoperability and allows
components and other system elements to be substiithout the need to redesign the entire product
(Ulrich 1995); and a value chain in which multiple firms can contribute to the realization of specific
products and where component producers and other firms in the supply chain can be substituteal without
need for thoroughgoing engineering changes (Langlois and Robertson 1995; Balconi 2002; Langlois
2003), in Sturgeon and Kawakami, 2010. See: Gereffi et al, 2005, for more information on the
characteristics of a modular value chain.

33|bid: Trade in intemediate goods is indicative of GVCs because fragmented production processes require
that parts, components, and partially manufactured subassemblies cross-bsoteetimes more than
once—before finished goods are shipped to final markets (Feenstra 1888, Bung, and Wang 2007,
Brilhart 2008; in Sturgeon 2010).

34 Sturgeon and Kawakami, 2010. Op. Cit.




assembly, were shifted to developing East Asia aswkdirgely fuelling this progression in the

ICT industry in the 1980s was the strategic decision by thear@dders to move to industry
standard architecture (“open standards”) | ¢
expanding production neefisAs part of this ramp up in the 1980s, multinational enterprises
(MNEs) began to separate managenfeoitn production activities in order to focus on core
competencies, such as research and development (R&D), product design, brand management ar
marketing, while moving various labeintensive production processes to lowest locations
offshoré’. Sincethe 1990s, upon developing sufficient internal capacity, contract manufacturers
were pressured -pblyodela’d dnd mss ffteop ‘sgeogp pinad ”
hubs and therefore set up facilities to serve key markets, including Mexicffttr Aimerica,
Malaysia and China for Asia, and Hungary, Poland, and Czech Republic for WesternEurope
Because rates of unionization were very low in the U.S. electronics industry and because
modularity allowed design and innovation functions to remaimoate, domestic resistance to
off-shoring remained lot.

Today, having transferred its production capabilities offshore in pursuit ofcdstv
production sites, the vast majority of all manufacturing in the electronics industry including final
goods assentphas been moved to Asia. Electronics represents a significant share of all exports
from China, Singapore, Malaysia, and Vietnam. The industry employs an estimated 7.6 million
workers in China alon® According to Matsuzaki (2015), 62 per cent of LED dr@D
televisions, 70 per cent of semiconductors, 76 per cent of car navigation systems, 86 per cent o
mobile and smart phones, and 100 per cent of digital cameras are manufactured in the Asic
regiorfl. Increasingly lead companies are also Asiamed: Samsng, the largest producer of
cell phones is a Korean company, with lasgale manufacturing sites across the region; Acer
and ASUS, both of Taiwan (China) lead the world market in notebook computer design and
production. A number of prominent Westernruts sold their production to Asian companies,
including IBM to Lenovo (a Chinese company) and Siemens to BenQ (a Taiwanese, China)
company.

While manufacturing is heavily concentrated in Asia, hew trade agreements are leading to
increased investment inegltronics production in other lewage markets as well. The WTO
Information Technology Agreement (ITA) was extended in July 2015 (effective 2016) with the
goal of expanding the number of products that will enjoy duty free treatment when imported into
econanies that are members of the agreement. Equivalent to a market of more than $3 trillion,

35 |bid.
36 Source:Author worked for IBM (1984) and Compaq Computer Corporation (Z88%).

S7ILO Ups and downs in the electronics industry: Fluctuatmgduction and the use of temporary and
other forms of employmerissues paper for discussion at the Global Dialogue Forum on the Adaptability
of Companies to Deal with Fluctuating Demands and the Incidence of Temporary and Other Forms of
Employment in Edctronics (Geneva-91 December 2014).

38 inden 1998; Luthje et al. 2002 in Plank, L., Staritz, C. 2013. Plank, Leonhard and Staritz, Cornelia,
‘“Precarious Upgrading’ in Electronics GIlobal Pr
Cases of Hogary and Romania (May 2, 2013).

39 Sturgeon and Kawakami, 2010.

40 Deci si on, “Worl d El ect20b8c¢c, |l Apduishk ri ex0!
http://www.decision.eu/%20doc/brochures/exsei_current.pdf in Martin-Ortega et al, 2015

41 See Matzusakf2015) in RajReichert, G. in pmoting Decent Work in Global Supply Chains: The
Electronics Industry, ILO (2016). Sectoral Studies for Social and Economic Upgr&aiognt Work in
Global Supply Chains: Comparative Analgsof Opportunities and Challengemternational Labour
Office, Sectoral Policies Department (SECTOR), Geneva, 2016.
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goods covered by the original ITA (ITA 1) and by the revised ITA list (ITA Il) represent almost
one fifth (18 per cent) of world merchandise imports. As seen in Ithe halow, the expansion

of duty-free ICT goods will further drive crodsorder trade and production, including for non
participants such as Mexico and Vietrfam

Table 1not only illustrates the dominance of individual producer countries in the producti
of electronics goods, but also the importance of the ICT sector as a share of overall exports. By
making additional -fprreoa’u,ctt ltiad egloan gees i“rd utt rya
role in expanding investment in ICT production and tebare of exports. More than a third of
Mal aysia and China’s overal/l exports are |
exports); and 40 per cent of Singapore’s erx

Tablel. Largest Exporters of ICT Goods, 2013

Econany ICT goods ICT goods ICT goods as a share o| ICT goods as a share
($million) ITA ($million) total exports (%) I'TA of total exports (%)
ITAIHITA I ITAI+II

China 605,756 762,794 27 35
China, Hong Kong SAR 222,339 285,541 42 53
United States 13,951 275,616 9 17
Singapore 122,812 162,489 30 40
Korea, Republic of 107,127 175,748 19 31
*China, Taiwan Province 105,646 n/a 35 n/a
Malaysia 64,407 77,287 28 34
Germany 62,327 197,704 4 14
Japan 61,813 163,071 9 23
Netherlands 59,038 99,496 10 17
Mexico (ndifA 61,804 83,342 16 22
participant)

Vietnam (ndiA 32,395 35,210 25 27
participant)

Source: UNCTAD (2015), *Data for ITAI+II not available. China, Hong Kong (China) and the United Statesrtmes thedomplorter €ifo

I+Il goods. Mexico and Viet Nam are the two largest exporters of such goods that are not participatingahtiieAMbsA$-aveasalt! Nation
principle, exports from all WTO members will enjoy duty free treatment of the listets gma@sad atke ITA 1l once the agreement has been
fully implemented. With $1.8 trillion and 94% of world exports of ICT goods (2013), participants in thedorainsdtel iBAEITHAHE sector.

3. Procurement Practices and Impacts on Workers

Power Dynamics and Procurement Practices in the
Electronics Industry

Whereas the electronics and automotive industry are linked in being the first and second
largest source of intermediate manufacturing trade, with a strong hub of suppliers in Asia, ther
is an important distinction in the character of the evolution of the supply chains in the electronics
industry by comparison to the automotive industry. Kaplinsky (2010) contrasts the two paths of
corporatedriven value chains in these industries, whgreébe automotive industry approach
pioneered b-intTogdtar(“jesan pr odu c-trustoehations, 1 r
along the chain to achieve cost reductions, while the electronics industry, uses modularized

42 UNCTAD, 2015. Trade in ICT Goods and the 2015 Expansion of the WTO Information Technology
Agreement, Tehnical Note 5 (unedited), December 2015.




production systems, to proteomore conflicted, arrdength relations on the chain, to drive
down prices through competitithn

With the accelerated growth of the electronics industry, and with increased volume and
flexibility demanded of suppliers in the production network, thegepliers face numerous
challenges. Very low profit margins, competitive pressure (driven by lead firm second
sourcing?, and the requirement to take most inventory risks are among the biggest challenges
for EMS and ODM companies, and are found to beedsivof their almost continuous
organizational rdocusing and geographical -ghifting across production sités Contract
manufacturers are forced to deal with highly cyclical production phases and be prepared to
provide abovenormal manufacturing capa&s for a short time and then to cope with ever
capacity’®*  Consumer electronics have short product life cycles, ranging from three to 18
months, with a sudden etdHife time frame, and as new products and models are introduced
suppliers face increasilygfast timeto-market orderS. For example, when the Apple iPhone
was introduced in 2007, the time to market was six months; in 2012, it had shrunk to less than
two weeké:,

The number of new products introduced is identified as a challenge for sufptiersell
as, late orders and changes to orders in midstream as a result of inaccurate market forecastins
avoidance of product overstocking and uncert&nfyssembly factories must manage these last
minute orders with high rampps during production pka. When Apple introduced the iPhone
5 on September 12, 2012, it was on the shelf in 9 countries within 9 days, and during its first 3
months would ship 3.7 million units a week to 240 mobile carriers in 100 cothtBgshe end
of 2015, Apple was shippg over 230 million iPhones a y&ra huge demand on findjn
sufficient production labour.

43 Kaplinsky, R. (2010)The role of standards in Global Value Chains. Policy Research Working Paper
5396. The World Bank, Washington, D.Jaccessed September 25, 2016]

44 Secondsourcing (dual or muksourcing)by maintaining or contracting multiple suppliers for the same

or similar components is considered an important risk mitigation strategy in the procurement of technology.
For more, see: European Commission, 2010. Risk Management in the procurement tibimnGoeacepts

and empirical evidence in the European Union: Expert Group Report. European Commission. Brussels. In
addi tion, El ectronics Sourcing experts find “Se
of same name in Electronics Soag Online http://www.electronicssourcing.com/2015/09/08/secend
sourcingis-essential[accessed December 13, 2016].

45 Drahokoupil, J., Andrijasevic, R. and $hetto (2016). Flexible workforces and low profit margins:
electronics assembly between &pe and China. ETUI, Brussels.

46 Harris, A. (2014). Dragging out the best deal: How billion dollar margins are played out on the backs of
electronics workers. Go&lectronics, The Netherlands.

47 Burruss, J. and Kuettner, D. (2003) in ILO 2014.
48Yeung, H.W. (2014) in ILO 2014.

49 Kaipia, Korhonen and Hartiala (2006) in ILO 2014.
50 Jack, E.P. and Raturi, A. (2002) in ILO 2014.

51 Simpson, C. (2013)An iPhone TesteCaught in Apple’s Supply Chai
Businessweek.

52 Apple will have shipped 1 billionfPhones cumulatively bijheend of 2016.
http://aaplinvestors.net/stats/iphone/
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Long lead times, seasonal demand, high product variety, short product life cycles, and
market sensitivity to a diverse range of global economic factors are tmgodtribute to market
forecasting errofé. The pressure on workers under these circumstances has been increasingly
documented, as in this report:

Around 150 Chinese workers at Foxconn, the world's largest electronics manufacturer, threatened to
commitsuicide by leaping from their factory roof in protest at their working conditions. The latest
protest began ..after managers decided to mov
making computer cases for Acer, a Taiwanese computer compamg wee put to work without

any training, and paid piecemeakaid one of the protesting workers, who asked not to be named.
"The assembly line ran very fast and after just one morning we all had blisters and the skin on our
hand was black. The factory was atsally choked with dust and no one could beartig"saic?*

During peak season, overtime becomes a requirement for fulfilling theilaste orders of
lead firms. This impacts the working conditions in the supply chain, and translates into a demand
for a highly flexible workforce, with an extensive use of temporary workes2014 study of
39 electronics brand companies surveyed found only 12 monitored the use of temporary workers
by their supplier®.

Procurement Typology and Impacts on Workers

As outined inFigure 1 below, there are a number of drivers that influence procurement
practices with implications for workers. These include a range of pressures that bear down from
the competitive environment, institutional and private investors, and pubtic parnate
consumers, onto buyers, who respond through applying downward pressures on external
suppliers and ultimately the issues cascade to the workers and cascade threugipkelts on
the same basis:

1 Competition: Lead companies (buyers) operate giabal competitive environment and
must bring out innovate, price competitive products that consumers want to buy. In
addition to assessing what the market wants, buyers need to access many of the sam
resources as their competition and in most casetodinng the product to market faster.

1 Shareholders (including institutional investors, pension plans, and individual
consumers): Publicly listed companies are rewarded on the stock market when they show
growth and profitability on a quarterly basis. #ng others, technology stocks are held
by many of the largest public and private pension schemes. The pressure on firm
management to maximize the product margin is extreme and continuous, and for lead
firms to achieve higher profits, they negotiate thedstpossible prices from suppliers.

(See Box 1).

1 Consumers Consumers are increasingly technology savvy and more readily
discriminate on product features over brand name, putting more pressure on innovation,
time to market and pricing. Increasing competitirom new entrants and in some cases,
products about which less is known about the manufacturing environment, are

53 Sodhi and ke (2007), and QFinance (2014), in ILO 2014.

“Moore, M. (2012), *‘Mass suicide' protest at Ap
11 January 2012 [accessk8 OctobeR016]

%Hol dcroft, Jenny. 2015. “Tralnatf iordemationgliJosroapags | y  «
Labour Researghvol.7, Issue 12, pp. 95- 107

56 Nimbalker et al.: Electronics industry trends: The truth behind the barcode, Not for Sale and Baptitst
World Aid Australia, May 2014, in ILO 2014.
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competitive with large brands. Finally, public procurement in the electronics industry
plays a significant role, as governments are ambngt wor | d’ s | ar ge st
equipment.

Buyers: As holding any unsold inventory and labour is a cost, the buyer has adopted just
in time production methods and outsourced production to a less expensive location.
Buyers will also look for productiotocations with greatest tax and duty efficiencies,
including export processing zones. Because of the high production volumes, access to
a large, flexible labour pool is critical.

Suppliers: Initially suppliers benefit from transfer of technology, asytdevelop their
operations to meet the buyers’ needs. I
shortage of labour. As production ramps up, there is need for instant availability of
labour to fill gaps and to meet sudden surges in demand addieess a production
change. While perhaps under normal circumstances, a worker may receive training,
urgent situations override training in an effort for expeditious resolution. To meet the
gaps and surges in demand for labour, specialized labour bsikerin to provide a
pipeline of available workers.

Labour Broker: Because of the cost of their services, any wage advantages that direct
employees would have are eliminated, and these workers are brought in at a minimum
wage. In worst cases, the wages below minimum, as certain costs such as dormitory
housing and costs of recruitment are deducted at source (a practice increasingly legally
banned). As the overall local pool is reduced and it becomes more difficult to find
workers at minimum wage, the dikers seek out new workers: youth, students, or
migrants.

Workers: Longterm prospects for the workers at the production level are reported as
limited, as the industry reports high turnover levels. A 60 hour or more work week
carrying out repetitive actits cannot be sustained over long periods. While some may
stay and advance to higher positions, others may be compelled to stay, due to high rates
of poverty at home and the need to provide remittances, or in worst case, to pay back
debts associated with rized labour. A lack of training results in exposure to injury,
physical and psychological illnesses and potentially tethifeatening diseases due to
prolonged exposure to hazardous chemicals.
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Figurel. Procurement Typolog§lectronics
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The following sections describe in greater detail the implications of the downward pressure
on workers, including (1) wages and working hours; (2)standard forms of employment, use
of agencies, and trafficking; (3) ageational safety and health; and (4) rights at work, as well as
how, these impact may effect women and men differently.

Wages and Working Hours

Excessive working hours with extensive overtime have been identified as key concerns in
the industry, with worig hours often far exceeding the ILO limit of 48 hours per week
established in the Hours of Work (Industry) Convention, 1919 (No. 1), and the Hours of Work
(Commerce and Offices) Convention, 1930 (No. 30). A range of different factors are seen to drive
these excessively long hours. As previously highlighted, there is an increasing body of evidence
that shorter lead times owing to the use of-jugime or lean production systems, seasonal
demand and volatile sourcing contracts are among the key facidirgydrxcessive and often
inadequately compensatedestime in global supply chains.

Such factors were exposed to thierld when 14 young workers at Foxconn committed
suicide, with four more trying, in 2010. According to reports from the factory, Foxtaaitost
tens of thousands of workers during the financial crisis and had been stretched to the breaking
point by the volume of new orders, as products such as the iPad enjoyed such success, leading
average overtime of 120 hours per month:

“The makedpimaving and the staff have to keep up. The workers need practice to become
really efficient, and with a heavy churn of new staff, they cannot adapt. In the past three months, the
factory has been losing 50,000 staff a month because workers anre gurno ut , ” he sai ¢
engineers and the training staff have had to
has had a large number of big orders, the workers are reduced to repeating exactly the same han
movement for nonths on end."”

Following these tragic events in 2010, Apple called in the Fair Labour Association (FLA),
an independent monitoring organization to help make improvemdms/ever, implementing
working time controls over the lodtaul proves difficult. Three years latehive FLA reported
overall improvements, inspections in some plants still showed up to 68 per cent of production
workers exceeded the monthly cap of 36 overtime RbUdr&/o years on, in 2015, China Labour
Watch, a civil society organization (CSO) investigatsampled 1261 pay slips at Pegatron
Cor por at i o nantgonesd taenngpkees iof thehiéhe), and found that 71 per cent of
pay sl ips sampl e dimppsed6éheud wodk wéeh, prd all’bst 1 ane perfcent
vi ol at ed Chi rlaidns(sebav4® pvertinma douns gegnuoiith)

To address this persistent overti me co0mg
Pegatron is reported to be an advanced scanning system:

57 Moore, M. (20D), Inside Foxconn's suicide factory. The Daily Telegraph, May 27, 2010 [accessed
October 18, 2016]

58 Bloomberg, 2013httpsi/www.bloomberg.com/news/articles/2612-12/applesupplierfoxconnfails-
chinalaborlaw-amid-99-compliance

9 Slater, C. 2016Apple Supplierm Chi na’ s P o odashwithtStechgP a aptotniseste s
lift supply chain standards: Report. International Business Times. February 23, 2016.
http://www.ibtimes.com/applsupplierchinaspoorlaborpracticesclashustech-giantspromisesdlift -
supply2320357
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The men and women stare into face scanners and swipe badgesray sernstiles to clock in. The
strict I D checks are there to make sure they
than two second$

According to the company, the new tracking system has helped to bring working hours into
the 60 hour wik week limit set by the company, citing 97 per cent compliance in°2015

Wages and Working Hours: The Squeeze on Suppliers and
Workers

Wages and working time are also affected by the terms of purchasing between the buyer anc
its suppliers, which ¢oén reflected the asymmetrical bargaining position of the two partners and
the power of the buyers to switch suppliers. Negotiated prices between the buyer and suppliers
may not always cover costs. In these conditions, wages become the adjustment atatieble
end of the supply chain, with competitive pressures leading to lower wages and longer working
hours.

According to a study by Electronics Watch (2014), Electronics Manufacturing Services
(EMS) companies such as Foxconn (Taiwan), Flextronics (SimgapJabil Circuit (US),
Celestica (Canada) and SanmB@l (USA)- which accounted for 70 per cent of the market
share over the period from 2001 and 280&8nly had profit margins between 2 and 3 per cent
from 2004 to 2009. Some researchers suggest #asuring low profit margins for contract
manufacturers is an instrument of subordination to prevent their investments and upward
mobility; and this creates further downward pressure on lower tier sugpliers

Increasingly as researchers gain access toctmplex global network of contract
manufacturing, information is coming to light about formal and informal institutional
arrangements and financial market pressures. Industry relations and management planning
periods are found to facilitate specific corgiar strategies that result in poor work conditftns

0ster, S. (2016) . I nside of one of the Worl d’
a plant where Apple addressed claims of excessive overtime. Bloomberg, April 24, 2016

61 |bid.

62 Sodhi andTang 2012, Managing Supply Chain Rigk in Evermann, A. (2014)The ICT sector in the
spotlight Leverage of public procurement decisions on working conditions in the supply chain. Electronics
Watch Consortium, Berlin, Germany.

83 Froud et al 2012: 146, 17-18, 20; in Evermann (2014)

54 Hall and Soskice, 2001, in Drahokoupil et al, 2015
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Harris (204), an industry insider, describes the financial parameters in the relatig
between lead firms and contract manufacturers and illustrates how these distorted fi

Box 1: A closer look at the squeeze on workers

practices are at the crux of penalizing production workers.

At the surface levelthe gross margin disparity between brands and EMS partners is
to capture, as illustrated rable 2:

Table2. Gross Margins of Leading Companies

EMS / Country(Management Cente Employees Gross Margin (1)

BRAND (Source Bloomberg 2013)  (source Bloomberg 2013)
Foxconn Taiwan (China) 1,290,000 (2 6.4 per cent (
Flextronics | ysa (4) 149,000 5.8 per cent (4
Jabil USA 108,000 7.4 per cern
Celestica Canada 29,000 (6 6.7 per cen
Apple USA 80,300 37.6 per cent (
Dell USA 108,000 21.4 per cer
HP USA 317,500 23.1 per cer

(1) Gross margin = (revereasts of goods sold / revenue). The gross margin accounts for the company as a whole
companies this includes component production, printer ink, softwasendmichsgeliver higher composite margins.
(2) Employee numbers of Foxconn relate to 2012.

(3) Based on the financial data in the annual report 2013 of Hon Hai Precision Industry Co., Ltd. Bloomberg make
between Foxconn/Hon Hai Precision Indastpa@mt company (gross margin is 2.3%) and as a consolidated compal
margin is 6.4%).

(4) Flextronics is officially registered in Singapore, but for all intents and purposemdeis eodPany.

(5) Bloomberg does not include the restrucaungeg ohthe costs; some other financial analysts do which results in a
of 4.9%.

(6) Per 31 December 2012, source Férm 20

(7) Gross margin was 43.9% in 2012.

Source: Adopted from Harris, 2014.

Digging deeper, an analysis on the production of anéAimone shows how laloo ends
up as approximately 0.5 per cent of th
pricing is based on a series of maus that are compounded on each step of the chain. Co
manufacturers are squeezedttasr total costs (including labour) represent only about five
cent of the factory selling price, the remaining 95 per cent are cost of materials (whose
are largely dictated by the brand). In other words, on a $100 item sold to the brand co
$95 is spent by the manufacturer on the materials, leaving a total of $5 to cover labour (
infrastructure, machines, and profit (ca. $3). Although a series of-uparialong the chair
(brand, distributor, and retailer) transform the product$6G0 item on the shelf, the only w3
for the contract manufacturer to earn more is to hide cost in the material costs, often by
downward pressure on their own suppliers. However, these component prices are ofter
to the brands or dictated blye brands (and platform leaders) and second source compg
keeps the squeeze on the contract manufacturers. Demand fluctuations and overtime ch:
displace the slim margins at the production e\ examining a very basic, but realistic mod
of how final prices are calculated helps illustrate why simply applying pressure onto su
to raise wages out of a precariously low margin is insufficient to address wage concerns

IHarris, A. 2014.Dragging out the best deal: How billion dollar margins are played out om#uks of
electronics workergsoodelectronicsThe Netherlands.
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Figure2. Brand Name Selling Price

Figure 2illustrates the EMS selling price, of which 95 per cent is material cost, le
little for operathg expenses:
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N.B. The Brand Name selling price is not the same as the retail price which can be significantly more (retailer margin, VAT etc.)

Figure3. Supplker Margin
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Figure 3illustrates the share of the EMS selling price available for operating cost
profit. Of this labour accounts for 40 per cent.

EMS Profit Margin <3%

5 L
r

Figure 2 and 3 from: Harris, A. 2014. Dragging out the best deal: How billion dollar margins are played |eatronitkevoakésso
GoodElectronics. The Netherlands.
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While similar supplychain markup structures are found in other industries, the specific
power relations between companies, and labour conditions in the electronics industry are seen tt
be *“ dydxoessine profit expectations, offshoring dynamics and increasingly fast innovation
cycles” and are seen to be spreading the id
onloowage wor k perfor med unde ragownmnumbesdfrelaedl ab
industries®®

The recent increase in investment Hoy- the
export schemes provides an illustration of the wage conditions faced by workers, as reported by
CEREAL, an NG Fueled by a ew Labour Law, a decreased tax burden, plus a devaluation
of the peso against the US dollaignificant new investments and projects were added to the
electronics sector, including new investments by companies such as Sanmina, Flextronics, Jabil
Foxconn,Samsung, and LG. By the end of 2015, the electronic industry, established in Mexican

55 Angel 1994; Pawlicki 2014 in Drahokoupil et al, 2015.

66 CEREAL, 2016. Beyond voluntary codes and audits: A challenge for the electronic Industry; Seventh
report on woking conditions in the Mexican Electronics Industry. Center for Reflection and Action on
Labour Issues (CEREAL). Good electronics. July 2016
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territory, included more than 800 companies that employed about 600,000 workers. The majority
of these are foreign companie80 per cent of them are WUfsed companiewith more than

90 per cent of all production exported to the United States. More than 200,000 are estimated tc
be employed in the electronics industry in Ciudad Juarez on the U.S. border and are reported tc
earn amongst the lowest wages in Mexitthen @mpared with manufacturing wages in China,
Mexico is now estimated to be 40 per cent che&deifty-eight per cent of workers surveyed,
many of them internal migrants, reported earning $114 pesos (USD$ 6) per day, far insufficient
to cover the basic fodolasket, and while already low, reflecting a nominal decline of 5 per cent.
Low wages were found to be forcing workers to supplement with overtime and additional outside
work®,

Non-standard forms of employment, agencies, and
trafficking

Suppliers may rgmwnd to external pressures and unpredictable production schedules
through the use of nestandard forms of employment to ensure that demand is met. Demand is
often met and flexibility increased through various means, including greater use-timpart
temporary, casual and zemour contract§? On the positive side, laboforce flexibility in
global supply chains can be increased through the use ofptitgl labour intermediaries or
labour contractors and brokers, whether as formally registered c@splaat provide temporary
staffing services or more informal or quasgistered labour contractorg/hile widespread
detailed statistics on these services are not available, they are reported to play an important rols
in providing a pipeline of workeracross the electronics industry, particularly where high
numbers of workers are requiréd

In Ciudad Jarez, where almost 60 per ceasftworkers are on temporary or fixed term
contracts, the vast majority are reported to be supplied through labour Brdkete electronics
industry in Thailand, eer half of the approximately 500,000 workers (90 per cent of these women
between 18 and 31 years old, and many of them migrants from neighbouring countries) are
reported to be agency workéts

Unfortunatelythe use of brokers further reduces wages for workers-skéordard workers
have been found to earn less for comparable work with wage penalties fargubter workers

87 Ortiz Uribe, M. (2016), Workers in Mexico's brder factories say they can barely survive, so they're
turning to unions. PRI'sTheWorld, February 29, 2016.

58 CEREAL, 2016.

89 Smyth,R. etal (2013 Wor ki ng hour s i n s u pfactories: EvldencerfronCiei n e
Fair Labor Association’s ‘Soccer Project’'”, in
2013), pp. 382408 in ILO, 2015b.

70 See ILO (2014)Ups and downs in the electronics industry: Fluctuating producéind the use of
temporary and other forms of employmdssues paper for discussion at the Global Dialogue Forum on
the Adaptability of Companies to Deal with Fluctuating Demands and the Incidence of Temporary and
Other Forms of Employment in Electroni€dgneva, 911 December 2014, International Labour Office,
Sectoral Policies Department, Geneva, ILO, 2014.

" CEREAL, 2016.

2 GoodElectronics, 2012:abour issues in the Thai electronics industiy, the Spot April 2012
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between 30 per cent and 60 per cent of the wages of regular workers in developirigs; @t
between 1 and 34 per cent in developed couftries

As a result of increased cralgsrder flows of workers, migrants attained through brokers
are also at risk of being trafficked or forced labour (Kluwer, 2015). Due to enforcement gaps and
fragmentation of norms, policy initiatives and responsibilities of the actors, there are challenges
in protecting migrant workers in global supply chains, putting companies at risk of being
associated with forced labour through business links to contractorsugpiiers who may
conceal unlawful practices.

While employers and migrant workers alike can benefit from temporary and flexible work
arrangements, substantial abuses have been uncovered in the electronics industry. Labour abuse
including forced laboyrmay occur at the lower subcontracted tiers of global supply chains via
unethical labour contractors with links to human traffickers. In recent years, this risk has been
highlighted by research exposing the extent of the issue in the electronicsyindasicularly
in Malaysia, which has been dependent on a high number of foreign migrant workers to meet
production demands in the electronics indus
in Malaysia, a major production site for multinai#d companies from the US, Europe, Japan,
and Taiwan, played a significant role in attracting public interest to the issue and triggering
response from polieynakers.

Verité (2014) reported that 28 per cent of all workers in the Malaysia study sample were
found to be in situations of forcddbour, and that among foreign workers the rate was even
higher, at 32 per cent or nearly one in every three foreign workers. This finding wasohased
conservative measures and was considered to be a minimum estirtfaepooblem. Forced
labour was found in the study sample in significant numbers across all major producing regions,
electronics products, foreign worker nationalities, and among both female and male workers,
suggesting that forcddbouris present in th Malaysian electronics industry and can indeed be
characterized as widespread:

Debt bondage and the illegal confiscation of pass|
forced labour, which traps workers in lgpaid jobs and preventhiém from returning home. Once in the
wor kpl ace, mi grant wor kers face further exploita

investigations found that workers were forced to live in cramped and dangerous accommodation; that female
workersexperienced sexual abuse by their supervisors, and migrants were forced to work excessive overtime
under the threat of Il osing their jobs, whick woul c

Occupational Safety and Health

Research on theffect of temporary and other forms of employment on working conditions
has showed evidence of potential negative effects of temporary and other forms of employment
on wor ke’ Isgenenak thdse workers are more likely to be inadequately cawened
covered at all by contributory social security mechanisms (ILO, 2014) and are, as a result, more
exposed to social risks than other workers, including with respect to income security and effective
access to health care. Accident rate among tempanal temporary agency workers of up to 2.5

73 Lee and Yoo, 2008, in ILO 20126.

74 R. Blanpain (ed.): Protecting labour rights in a mptilar supply chain and mobile global economy,
Bulletin for Comparative Labour Relations No. 89 (Wolters Kluwer, 2015), p. 189.

> Reporting on Verite findingskelly, A. (2014) Modernday slaery ri fe in Mal ays
industry, The Guardian.

®*Quinlan, M. 2015stdddhaereéffecms of @eaomml oyment o
Conditions of Work and Employment Series No. 67

19



times that of regular workers, and rstandard forms of employment may be associated with
psychosocial factors that lead to adverse health outcGmes.

The electronics industry is associated with multiple healtd safety risks including
repetitive motion injuries, eyesight problems, use of dangerous machinery and exposure to
hazardous chemicdfs In addition to the psychosocial and emotional pressure that led to
previously referenced suicides and protestsmited exposure is leading to high incidences of
and death from cancer and other illne§ses

In recent years, reports of electronic industry workers contracting occupational diseases
have gained international attention, most notably as South Korean sviatith their support
networks have taken action to get recognition and compensation. During specific phases of the
production process, workers are exposed to harsh fumes and contact with dangerous chemical
which can have harmful lorgrm effects on theinealth, particularly so in the semonductor
industry where an extensive assortment of chemicals is used; some of these are dangerous |
human health and reproduction. SHARPS, a civil society organization in South Korea,
documented 289 workers from thEe mnanufacturing industry to have contracted various forms
of leukaemia, multiple sclerosis and aplastic ana®mia

A high concentration of reported chemica
recent study by civil society researciéos the &periences of former workers in the region who
fell il and whose health and reproductive health was negatively affected by exposure to
chemicals (in particular dangerous solvents such as benzenelanank) in the supply chains
of some 36 large electrims companies. Although considered a number one human carcinogen
in the US and Europe, with strict exposure limithe limits were found to be much higher in
the plants where those surveyed worked. The study emphasized that China, and most electronic
companies (regardl ess of h eberzendandhee) x ahnaed™— ypeat |
a governance gap that was determined to be affecting the health of tens of thousands of workers
While occupational health is enshrined in Chinese Labour Law, thg stwealed that of 59
workers surveyed, only 8.5 per cent had heard of an Occupational Safety and Health policy in
their company, and only 3.51 per cent had received training before beginning or while Working.

Rights at Work

Freedom of association affie right to collective bargaining are core labour rights as they
make it possible to promote and develop fair working conditions, and facilitate dialogue between
employers and workerddowever, in the global electronics industry, the degree of union
representation is generally very low and corporate resistance to unionisation is considered
widespread? It is estimated that worldwide, only a handful of contract manufacturing plants that

" See (1) Dolado et al., 2012, and Beard addidrds, 1995; De Witte, 1999; Bohle et al., 2001, p. 39.
[ILO, NESF, 2015. P. 229]

8 \erite, 2015.
7 Matsuzaki, 2015; Smith, Sonnenfeld and Pellow, 2006; inRRéghert, 2016.

8%E] ectronics Watch, 2014. Wi nds orfimp©iing lalgper : PL
conditions in the global electronics industry.

81LAC, LESN, SOMO, 2016.
82 |bid.

83 Electronics Watch, 2014, op. cit.
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manufacture products on behalf of brands have any union presence. éMutronics
manufacturing went through its greatest expansion in the 1990s, unions were not able to organis
the hundreds of thousands of new electronics workers; this means that today they are not in ¢
position on which to build further organising effsft

Another factor resulting in low unionization rates is that in both developed and developing
countries, women, lowskilled workers, migrants and young people are more likely to be found
in NSFE. The greater difficulty that workers in NSFE have in jgrtnrade unions means that
affiliation and collective bargaining rates for these workers are lower. As a result, there is less
opportunity for them to use collective bargaining as a means to negotiate better working and
employment conditiorf& A key obsta@ to electronic workers exercising these rights includes
the widespread use of precarious temporary and agency contracts. The electronics industry is on
of the industries with the most precarious workfétce

According to the ILO, workers in export prosesy zones face particular challenges in terms
of freedom of association and collective bargaining. As electronics manufacturing is increasingly
located in export processing zones and the work most often being performed by women, migrant
and domestic works, the challenges to unionisation in the global electronics industry are
numerous. Migrants and domestic workers may be afraid of joining unions and may not be aware
of their rights. Traditionally and still in some segments of electronics manufactiengajority
of work has been performed by men. Organising women therefore has been found to pose &
challenge to metal unions which used to cater mainly to a male memBership

A significant concern is that companies actively move operations from areastnoiter
rights at work to jurisdictions with fewer rights or reduced transparency. Trade Unionists have
actively campaigned for Rights at Work, most recently launching a renewed campaign to
encourage Samsung to be more transparent in its practices @DUESS:

Samsung relies on a hidden workforce of contracted and subcontracted workers in countries around
the world. Starting in 2013, Samsung Electronics began to use a similarly aggressive recruitment
drive in Vietnam, where it hired 20,000 workers righit of high school that year alone, for ever
expanding smartphone operations. As of 2015, the 56000g Viethamese operations make up 40
per cent of the company’s annual smartphone
electronics revenue wagenerated outside Korea. There is little disclosure regarding their working
conditions while the workers frequently work the night shift assembling smartphonestahtimghe

cost that would be incurred in South Korea.

A recent surve¥ of 56 companiem the electronics industry found some positive indication
that the efforts of NGOs and civil society to promote Rights at Work are gaining trastion:
2016, the percentage of companies surveyed that include rights to collective bargaining in their
codeof conduct had risen to 55 per cent, up from 31 per cent in 2014. However, the study also
found that only 7 per cent of companies could demonstrate facilities with collective bargaining
agreements in place and t hat tddugpatthe rightiarsdt r vy

84 |bid.
8510, 2015: 30
86 Electronics Watch, 2014.

87 1bid.
88 The International Trade Union Confederation (ITU@presets 168 million workers in 155 countries.

8 Nimbalker, G. et al. The Truth Behind the Barcode: Electronics Industry Treéhds@uary 2016.
Baptist World Aid Australia.
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capacity of workers to organize in order to ensure that their policy statements become more thar
just rMhetoric”

4. Governance in the Electronics Supply Chain

The electronics industry has been one of the pioneers in contempdoasfization
accounting for the largest amount of crbssder trade by value, yet the industry escaped the
scrutiny of “sweat shop” campaigners by at
portrayed it sel f.Gadanceforgadlgaernance in globa supply thains
has been available since the late 19FH¥svever, while Environmental and Social Accounting
standards arose in the 1980s, overall global supply chain governance remained largely relegate
to individual company codeasf conduct.

The full i mpact of the industry’s gl obal
2000s exposing a wide range of abuses of labour rights and conditions of work (union busting,
exploitive wages, excessive mandatory overtime, unsafenhealthy work place exposure,
abusive management, underage workers, forced workers, discrimination). A 2004 report by the
Catholic Agency for Overseas Development (CAFOD) about the working conditions in the
electronic industry is widely referencedthe source of concern for the electronics industry itself
to initiate action, leading IBM, HP, DELL, Sanmina, Flextronics, Jabil, Celestica, and Solectron
to found the Electronics Industry Citizenship Coalition (EICC), originally under the name
“El ectndostry Co deIn additionCthen ehvwiranméntal impacts of water
intensive production and toxic electronic waste came to light, as well, as the plight of workers
and human rights abuses in the mining of rare minerals (3 TG) in conflicZones

Leading Voluntary Governance Instruments

Governance of supply chains has become increasingly compd&xonly based on the
different forms of contractual relationships across globalized production systems, but also in
terms of the number of corpoeagocial responsibility standards to which an enterprise may elect
to adhere to or be expected to comply with. The various standards and codes alseaxigst co
with national laws to which companies and their products must adhere. The ISO 26000 %tandard
“Guidance on Soci al Responsibility” provi de
based on the type of organization that created them as follows: 1) intergovernmental organizationr
(I0) standards, derived from universal principles as recodniz@ternational declarations and
agreements; 2) muiitakeholder initiative (MSI) standards; 3) industry association codes; and
4) individual company cod&s

90 |bid.

% Brown, Garrett (2009). "Global electronics industry: poster child of 2&stury sweatshops and
despoiler of the environment? The global electronics industry is squarely in the sights of environmental,
labor rights and occupational health and safety organizations around the \Ebt®l.TodaySept. 2009:

45+, [Accessed21 Sepgember 2016.]

92 Raj-Reichert, 2016.

% Brown, G., 2009. Op. cit.

%4 The International Organization for Standardizatik®Q) is a worldwide federation of national standards
bodies from some 100 countries

9 This section based on the guidance of the {atency Working Group, 201X. Pr omot i ng st an
responsi bl e invest ment i-leveMavelopementWosingyGsoup, Rieef2@lt t
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Inter-governmental Organization Standards

The ILO played an early role in identifying the riagd of stakeholders and their
responsibility within the global supply chaifn the 1960s and 1970s, the activities of
multinational enterprises and their social impacts provoked intense discussions that resulted in
efforts, for the ILO and concurrentliie OECD, to draw up international instruments to regulate
crossborder activities, and the behaviour of MNEs in relationship to their host country. The two
instruments: The ILO Tripartite Declaration of Principles concerning Multinational Enterprises
andSoci al Policy (“I'LO MNE Declaration”) a
Enterprises (“OECD Gui d eliberahpelisieswereagainirig gterdth a t
in major markets and in guiding the global trade agenda.

The ILO MNE Declardbn provides detailed guidance on how companies can maximize
their positive contributions to economic and social development and minimize the negative
impacts of their operations. It is addressed principally to foreign investors, but also speaks to
domesic companies and covers employment promotion, skills development, conditions of work
and life, and industrial relations. It highlights the importance of obeying the national law, and
ensuring that company operations are in harmony with national develbgmierities. It
explains what governments can do to create an enabling environment for companies to operats
more responsibly and sustainably. While the ILO MNE Declaration itself has not been adopted
by the electronics i nduBhdamnyental Bridoiplkes and Rights ai n d
Work (Core Labour Conventions) have been widely referenced, and the MNE Declaration
underpins the Labour Chapter in the OECD Guidelines, which is widely referenced by the
industry.

Last updated in 2011, the OECD Gelides comprise a set of voluntary recommendations
in all the major areas of corporate citizenship, including employment and industrial relations,
human rights, environment, information disclosure, combating bribery, consumer interests,
science and techrmy, competition, and taxation. Implementation of the Guidelines involves a
combination of binding and voluntary elements. As a follggvmechanism, the instrument
provides for participating member countries to establish National Contact Points (NCPs). The
NCPs are government of fices that every adl

medi ati on and conciliation procedures (“sp
were subscribed to by 46 countries, with 44 NCPs in place to suppQuithelines at a natioha
level.

Another level of instrument in this category developed and administered by governments
with a view to addressing issues of responsible business and widely referenced in the electronic:
industry codes of conduct is the OECDe Diligence Guidance for Responsible Supply Chains
of Minerals from ConflictAffected and HigkRisk Area8’. Due diligence is a process that
companies are expected to undertake to ensure that the extraction and trade of mineral ore
containing tin, tanfam, tungsten and gold support peace and development, not conflict. Under
t he OECD Due Diligence Guidance, companies
trail, recording the sequence of companies and individuals which have custody of miserals a
they move through a supply chain.

The most recent guidance instrument to emerge at this level is the UN Business and Humar
Rights Framework (2008) and Guiding Principles (26/11Jhe United Nations Guiding

96 http://www.oecd.org/corporate/mne/minihgm

97 For more information, see:
http://www.ohchr.org/Documents/Publications/GuidingPrinciplesBusinessHR_Eahgddf
https://businessumanrights.org/en/uguidingprinciples
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Principles (UNGP) has emerged as the princigference document and are now widely
referenced in other instruments. The work is the outcome of apgthees2 mandate by a special
representative of the Director General, to identify an approach to address the growing impact of
transnational economicted vi ty on hwuman rights. Wh a t i s
remedy” framework gives guidance to States
Rights abuses) and Business (their obligation to respect the law, and not infringe on the humar
rights of others, and to carry out ddidigence that this also does not occur in their supply chains).
Both States and Business must provide a mechanism to remedy (address the grievances of ar
one who should experience abuse). The UN Guiding Principksitiad a significant impact on
supply chain policies in subsequent years, particularly with respect to the expectation of due
diligence. Both State actors and Enterprises have adopted these principles by introducing new
legislation and including the priipdes in voluntary codes and initiatives.

Classified as a UN initiative, the Global Compact was developed in 2000 to support the
MDGs (now the SDGs) by the UN Secret&@gneral, with support from different UN agencies,
governments, and representativesba$iness, labour and other civil society bodies. The UN
Global Compact is based on ten principles in the areas of human rights, labour standards, the
environment, and antorruption which are derived from the Universal Declaration of Human
Rights, the ILGs Core Labour Standards, the United Nations Convention against Corruption and
- in the field of environmental ptection- the Rio DeclarationAs intergovernmental standards
were written with states in mind, the Global Compact broadly consolidatéshtifiag standards
into a format for application to businesses
key strength is that it offers a policy framework for organizing and developing corporate
sustainability strategies and an active platformricoairage initiatives and partnerships among
civil society, governments and other stakeholders. As a fallpwnechanism, member
companies are also required to file a regt
meeting commitments to the principlédfie UN Global Compact also played a role in developing
the UN Principles for Responsible Investment. Financial industry analysts often consider Global
Compact participation by companies in their Environmental and Social Governance (ESG)
anal ysi snies.of compa

Private standards

Multi-stakeholder initiative standards

Multi-stakeholder groups are generally a mix of members from civil society, business,
labour, consumers and other stakeholders and there are dozens of major international multi
stakeholdeinitiatives (MSIs) providing standards for the social and environmental practices of
multinational enterprises, often by sector. The standards often addregsodantrelated
process and production methods, i.e. issues related to how a product isedraglich as the
environmental or social aspects of certain production methods, including labour standards (e.g.
whether a product is produced using forced labour). Although MSI standards are mostly
developed by private civil society actors, they are ofteilt on the normative frameworks of
international and national soft law.

The International Organization for Standardization (ISO) is a-guernmental
organization whose members are the national standard setting bodies in countries around the
world. Its standards are widely recognized and endorsed by international bodies (e.g. the WTO)
and national governments. In 2010, following an extensive fstalkieholder consultation
process with more than 400 stakeholders, the ISO launched the ISO 26000 Gaid&ocl
Responsibility, based on |0 standardiilike other I1ISO standards it is not intended for
certification. More commonly cited in electronics industry codes is ISO 14001 an environmental
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standard for certification, along with OHSAS 18001 (devedopg a network of Standards
Organization coordinated under the British Standards Organizatian)framework for an
occupational health and safety management system aligned to internationally recognized bes
practice.

Although most MSI standards cresserence |0 standards, in some cases, |10 standards
also refer to MSI standards. One prominent example is the OECD Guidelines which make
reference to the Global Reporting Initiative (GRI) standard.

Industry association codes

An industryspecific code typidey involves the adoption of a code jointly developed by the
leading companies within an industry to address social and/or environmental aspects of supply
chains and international operations. While there are hundreds of industry codes for diverse
sectors,there are only two prominent initiatives for the electronics industry, the Glebal e
Sustainability Initiative, founded in Europe in 2001, and the Electronics Industry Citizenship
Coalition, founded in 2004 and having more than 110 international membeaci@nBoth will
be addressed in the next section, however, only the latter has an active Code of Conduct (EICC
Code of Conduct) and is the major reference document for the largest brands and contract
manufacturers.

Individual company codes:

Even when pdicipating in MSIs or Industry Initiatives, companies generally develop their
own company codes to align with their values and operations. There are thousands of compan
codes, and they are especially common among large MNEs where more than 90 perecent ha
policies on social and environmental issfieslany of these codes have evolved over several
decades, and have their origins in Performance Measurement Systems (PMS), in the context o
measuring supply chain sustainability as part of an integrated atepstrategy. By the early
1980s, traditional measurement systems were expanded from solely focusing on financial
indicators to include wider criteria (e.g. Balanced Scorecard, Six Sigma), eventually leading to
Triple Bottom Line reporting, the first to éorporate environmental and social imp&ttas
information requirements have increased and given the complexity of finding comparable metrics
for nonfinancial data, multstakeholder initiatives such as the Global Reporting Initiative play
an increasingole in standardizing sustainability reporting, as do social auditing and assessment
frameworks, such as SA 8000.

Electronic Industry Initiatives and Codes

Global e-Sustainability Initiative (GeSl)

Established in Europe in 2001, GeSl can be described nadnfarmation and
Communications Technology (ICT) industry association concerned with sustainability
chall enges for the industry that seeks to
practices for achieving integrated social and environmensaksa i nabi | i % Thé hr o

98 UNCTAD (2010) Investment and Enterprise Responsibility Review. p.12, and UNCTAD (2008) Review
of the implementation status of corporate governance disclosurexamination of reporting practices
among large enterprises in 10 emerging markets. p. 18.

% See ILO and University of Nottingham, 2012. Sessior 8leasuring and Communicating on
Sustainable Supply Chain Performance, in Introducing Sustainabilityhietdupply Chain. ILO, Geneva.

100 GeSl websitehttp://gesi.org/
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organi zation aims to be a globally recogn
driver of the I CT sustainability agenda’”. I
partners, with the telecommunigats industry highly represented. The group is involved in
member initiatives to respond to issues such as climate change, energy efficlaasie e
management and resource efficiency, responsible supply chain practices and human rights. Witt
respect to acial impact (human and labour rights) it partners with the Electronics Industry
Citizenship Coalition with respect to an Industry Code of Conduct, and supply chain reporting.
It initiated an electronic supply chain informatisharing platform, ETASQ, jointly promoted

to EICC members.

Electronics Industry Citizenship Coalition (EICC) and EICC Code of Conduct

Founded in 2004, the EICC is a nprofit coalition of electronics, retail, auto and
toycompanies “committed t o msgwpnporeerstandrcgnmunities r i
wor |l dwi de affected by the gl obal el ectroni
members are required to publicly commit to a Code of Conduct and are encouraged to use a rang
of EICC training aasugportacendiraieus improvément i dhle social, o
environmental and ethical .eledpyothe<£iCB has mdrey o
than 100 member companies with combined annual revenue of over $4.5 trillion, directly
employing more than 6 milliongople. According to the EICC, an additional 3.5 million people
in Tier 1 suppliers are reached by the Code.

The EICC Code of Conduct provides standards guidance on social, environmental and
ethical issues in the electronics industry supply chain, broaéiyencing international norms
and standards includintye Universal Declaration of Human Rights, ILO International Labour
Standards, OECD Guidelines for Multinational Enterprises, ISO and SA standards, and others.
The EI CC Code of Crooildvantintd effectom Jam. & 2016, wpdating the
“Freely chosen employment” section to refle

In recent years the code has been updated to take into account new legislation, such a:
Section 1502 of the US law known as tHaodd-Frank Act" and US Federal Acquisition
Regulation (US FAR). Dodé#rank includes a requirement that companies using gold, tin,
tungsten and tantalum make efforts to determine if those materials came from the Democratic
Republic of Congo (DRC) or an adfjing country and, if so, to carry out a "due diligence" review
of their supply chain to determine whether their mineral purchases are funding armed groups in
eastern DRC.

The most recent update incorporates US FAR, legislation that promulgated delaidd
put into action zerdolerance with respect to severe forms of trafficking and forced labour. The
new provisions require that companies ensure their entire supply chain is free from human
trafficking and forced labour. Among the new code provisimievant to the many workers in
the Asian electronics industry, is the requirement that an employer, with only very limited
exceptions, pay all fees associated with a workers engagerparttcularly via agents.

Whereas members are required to adheeedore set of requirements and are required to
report on related progress to retain membership, the depth to which companies must implemen
the code remains quite open. Universal standards and various initiatives are listed as referenc
documents, but melpers are not obliged to incorporate the articles of these instruments into their
codes.

Monitoring and Assessment

EICC members are required to commit publicly to addpt the Code of Conduct for own
operations and supply chains. Through the use of EBei-Assessment Questionnaires,

101 F|CC websitehttp://www.eiccoalition.org/standards/
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members must identify 100 per cent of their own high risk facilities and 80 per cent of their Tier
1 suppliers. They are furthermore expected to conduct audits on at least 25 per cent of their owr
high-risk facilitesand2per cent of their suppliers’ hig
require their next tier suppliers to acknowledge and implement the Code. They are required to
report back and implement corrective action plans on priority findings.

Third-party orgnizations provide technical support, audit and oversight services to help the
industry address concerns in their supply chain: Among those most cited by the industry are the
U.K.-based Ethical Trading Imitative (ETI) and the Fair Labour Association (FLA).

Non-governmental Organization Advocacy Initiatives
The GoodElectronics Network

Focused exclusively on the electronics industry, the GoodElectronics Network (GEN) is a
Civil Society umbrella organization comprised of some 90 menarelisosted by SOMChased
in the Netherlandsand with core funding provided liie European Union. The netwaskeks
to “accommodates net wor ks, organi sations a
rights, including labour rights, and sustainability issues in the gkibatronics supply chain,
including but not limited to trade unions, grass roots organisations, campaigning and research
organi sations, academi a, and activists?”. T
electronics industry characterized bymiance with the highest international human rights and
sustainability standards. Labour rights and environmental norms are respected throughout the
entire production cycle, from the mining of minerals used in electronics products, to the
manufacturing phse, and the recycling and disposal of electronics waste, both on the level of
compani es’ own oper at i!® Alse Gaod d&lecironics Netveork bas p p |
included a number of important initiatives, including Electronics Watch that monitors workin
conditions in the electronics industry and advocates for responsible procurement in the public
sector. A number of GEN local partners are engaged in research on working conditions in the
electronics industry, and whose work is referenced herein.

Global Framework Agreements

An Interndgional Framework Agreement (IAor Global Framework Agreement (GFA) is an
innovative instrument in advancing industrial relations to improve working conditions in global
supply chains. The agreement is negotiated betweenltmational enterprise and a Global
Union Federation in order to establish an ongoing relationship between the parties and ensure
that the company respects the same standards in all the countries where it operates. Currentl
global union IndustriALL has ghed GFAs with Siemens, Bosch, and Electrtffux

Public Governance

New to global supply chain governance are a number of laws out of the United States,
Britain and the European Union that for th
requirement for companies and their global supply chain. As from 2016, the European Union (EU
Directive 2014/95/EU) requires that companies with more than 500 employees disclose in their
management reports risks and outcomes related to environmental and repaielsj anti
corruption and bribery issues, as well as due diligence processes with respect to risk areas. It
addition, EU Directive 2014/24/EU, with effect as of March 2016, provides that procurement

102 For more information, visithttp:/goodelectronics.org/

103 For more information, see IndustriALL:
http://www.industriallunion.org/search?issues=Global%20Framé&¥M#0Agreements
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policies of member countries can now include sociaetspin certain circumstances (in addition

to environmental aspects which have previously been allowed); contracting authorities can
require certification labels or other equivalent evidence of social characteristics, further
facilitating procurement ofantracts with social objectives; and, contracting authorities can refer
to factors directly linked to the production process.

New laws in the State of California and more recently, in the United States federal
government, on human trafficking have sigraht influence, as they are legally enforceable with
severe consequences for mm mpl i ance (Britain has enacte
Slavery”). Arising from President Barack Ob
Acquisition Regulatn (FAR), which came into effect on March 2, 2015 was expected to have
immediate and significant impact on compani@amtractors, subcontractors and loviered
subcontractors, as the U.S. government®ijs t

The FAR legislation is quite explicit in defining the evidence in human trafficking including
such topics as misleading or fraudulent recruiting practices, charging recruitment fees,
destroying, concealing, confiscating or otherwise denying emplagsssito his or her identity
documents, failing to pay return transportation costs. Liability for-gmnpliance includes
penalties wunder various c¢riminal codes tha
Labour Prohibiti onts”., Tahhed i“nFtarl osdeu cCtliad rmso fA ct
the rapid update of company codes and industry codes to very specifically address these
requirements, including the most recent update to the Electronics Industry Citizenship Code of
Conduct.

The Eiropean RoHs regulation differs, in that it establishes a minimum standard on several
hazardous chemicals used in the production of electronics goods and prohibits the impaort of non
compliant goods to the European Union. Research byRBighert (2015) food this legislation
had proven effective even at lower tiers of electronics sup{ifiers

Table3. Public Instruments governing Supply Chains

Stakeholder

Instrument Compliance Mechanisn| Main Provisions

European Union

EU Directive 2095/EU Companies with more than| Due diligence on human rig
employees must disclose ir| policies, risks, and outcome
their management reports | environmental and social
impacts; artorruption and

bribery

European Union

Directive 2014/24/EU of the
European Parliament and ¢
the Council of 26 February
2014 on public procuremen

Contracting authorities can
require certification/labels ¢
other equivalent evidence (
social/environmental
characteristics

Social, environmental and
innovative criteria noav
principles of procurement g
on an equal footing with
transparency, equal treatm
and nowliscrimination

European Union

EU Directive on the Restric
of Hazardous Substances
(RoHSs) in the electronics
industry

Restricts market access for
goods fend to be produced
with these chemicals

Sets low threshold levels fg
several hazardous chemicg
including lead, mercury,
cadmium, hexavalent
chromium, and brominated
flame retardants; reduces
hazardous waste and imprg
worker safety

104 Bloomberg BNA. 2015. Federal Contracts Report, 103 FCR 188, 01/24/2015.

105Raj-Reichert in ILO, 2016.
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United States

DodtFrank Wall Street
Reform and Consumer
Protection Act (2012)

Disclosure of origin for all
products containing tin,
tungsten, tantalum and golc

Prevent trade in conflict
minerals from the DRC and
neighbourirgpuntries,
associated with human righ
violatins

California Transparency in
Supply Chain Act (CTSCA)
(2012)

Requires due diligence
reporting on any risk of slay
and human trafficking

Aims to address human rig
violations in supply chains
companies (with $100 millig

Federal AcquisitiRegulation
i FAR (2015)

Requires mandatory-self
reporting if any information
found; must have detailed
compliance plan; file annug
certifications for contracts
exceeding $500,000. Crimi
penalties.

Requires companies to eng
that their entire supgigin is
free from human trafficking
forced labour.

United Kingdom

Modern Slaveigt(2015)

Requires yearly reporting o
actions taken to prevent
slavery and human trafficki

Prevention of slavery and
human trafficking in global
supply chains, amgbaration
for victims

5. Conclusions: Responsible Procurement — What

Works?

Private Sector Approaches

Though late to face scrutiny, there are signs that the electronics industry is beginning to take
seriously concerns about procurement practices inititkistry. Pursued by civil society activists
and consumer awareness campaigns, some 100 companies now belong to the EICC, includini
most leading brands. In terms of the direct impact that the code adoption has had on workers
with the exception of recebenchmarking studies by civil society, it is difficult to find industry
wide data.

The predominant pattern that emerges is that the codes are not updated in anticipation of

issues that may arise but are eventually updated to meet the minimum standad issce has

been repeatedly brought forward by rights campaigners or into the public eye via the media.
Topics such as the exploitation of student workers (through underpaid or unpaid work), the
evidence of human trafficking and forced labour includimgpugh the role of labour brokers,

and the dangers of exposure of hazardous chemicals have required external pressure to eleva

code standards.

Furthermore, while the EICC basic code makes reference to universal principles,
international standards aimstruments, it does not explicitly adopt the articles of conventions of
these standards, and does not bind its members to endorse the principles. How the Code i
implemented at firm level is highly variable, even in the implementation of one of the basic

provisions (working hours), as compared among the four largest electronics firms:
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Tabled. EICC Guidance Implementation Examples

Code

Maximum Hours

Specific Guidance for Monitoring

AppleSupplier Code
of Conduct 4.2; and,
Suppér Responsibilif
Standards 4.2;
January 1, 2016

60, including
overtime except in
emergency or
unusual situations

Yes.The official working hours records system shall be capable of
workers who are scheduled to exceeehthe @dd day oftres
requirements, as well as track the total work hours per week and d
for each worker. The system shall provide summary reports and w|
management prior to exceeding these requirements.

FoxconnGlobal Codg
of Conduct: Social a
Enviramental
Responsibility (SER]
January 1, 2016

60, including
overtime, except in
emergency under
some unusual
situations (ref to
EICC)

Limited Foxconn shall also comply with local laws...and deslekipgyg
and improvement plans on a continuoukdiasis nade known to the
business group management. Foxconn shall also conduct review/
sessions with key stakeholders including employees, law enforcen
agencies and relevant customers to ensure legal observance glob
locally.

HPElectronic Industr
Code of Conduct ,
version 5.0, effective
April 1, 2015 (most
recent on line)

60, including
overtime except in
emergency or
unusual situations;
Students, no more

Limited for regular workerSuppliers shall adopt or establish a syste
manage the elements of this Code: No specific guidance on tracki
the system.

Student and Dispatch Workdi#® Student and Dispatch Worker Sta

for Supplier Facil i inal @ewiled guidande ¢

than 40 hours (8 | gocument outlining terms of employment.

hours per day), no
overtime

2016

SamsundBusiness
Conduct Guidelines

None specified:
ficonform

N o Workin@ hours are decided according to the characteristics of
area and the related regulationshrceantry 0

Source: Supplier Codes of Conduct as per company websites, October 2016

What defines an emergency or unusual situation is perhaps an aneacofie also to be
consideredHarris reports of 10,000 workers being awoken at midnight in tha@imitory to
conduct 12zhour shifts to replace faulty screens on the electronics devices they are ass&inbling
Is this an emergency or business as usual in the high pressure, highly competitive technology
industry? While scanners improve compliance tnagkidoes this approach tackle the right
guestions, when workers willingly seek out more hours beyond 60 hours to compensate for low
wages, and later suffer the consequences through break&®wiéhat are the human
considerations when calculating wagest tiesult in Mexican workers earning USD $6 or $7 per
day, almost 10 times less than minimum wage workers across the border in the UnitetfStates?

An analysis of multiple studies found that suppliers are more likely to comply with labour
standards in buyecodes of conduct set by buyer firms when they are located in countries that
participate actively in ILO standards, have strong labour laws and high levels of press freedom,
and whose buyers originate from countries whose consumers are wealthy and/ sociall
consciou¥®. The analysis found that numerous studies affirm the need to have in place multiple
regulatory regimes and mechanismgpublic, private and publip r i vat e - whi ch

106 Harris, 2014, opcit.
107 Oster, 2016, ofxit.
108\Wages as per CEREAL study, 2016.

109 Toffel, Short and Quellet (2015) study of iflustries in 47 countries (including 578 electronics
factories), in RaReichert, 2016.

30



involvement of state regulations and reiate actor initiativeé$®. Locke, Rissing and Pal (2013)
using gqualitative and quantitative methods
Republic found private interventions are affected by state andgowernmental actors:
depending on national context and specsgguies being addressed, private and public regulation
is found to interact in different wayssometimes as complements; other times as substiutes

Researchers often draw on stakeholder theory when exploring the drivers of socially and
environmentdy responsible procurement in supply ch&ifsin a comprehensive study on
Socially and Environmentally Responsible Procurement (SERP), Hoejmose and-Kidoien
explore what constrains codes of conduct: Among other shortcomings that are seen to limit the
effectiveness of codes of conduct is generally the lack of rewards (or penalties) for compliance
(or failure to comply) with the codes, failure to deal with underlying problems, and lack of
monitoring effort$'. Company values and a focus on costs (andcepton that SERP is costly)
is seen as a significant barrier, as is the trust relationship between Buyer and Stipplier

With respect to fair treatment of suppliers, customer pressure and government legislation
have been identified as the leadiegternal pressures for companies taking actt@nFor
example, &t er sustained campaigns, a recent br ec
2016 mediated agreement to payout financial claims in a settlement for occupational illness to
families of 150 formeemployees in South Kor&&though additional claims remain contested
and ongoindt’. Lead firms are no longer considered as powerful as they once were over their
supply chains, (consider Foxconn, with $131 billion in turnover and 1,290,000 emptyees
more stakeholder pressure directly at the supplier level could yield higher results. If contract
manufacturers were compelled to influence and have more power in negotiations over labour
governance in their factories, their experience and knowledge over fiwbisad to labour
violations could result in more effective governdnte

Responsible Procurement Evaluation

Private sector buyers can take a-pobive role to mitigate the impacts of fluctuations in
demand on suppliers and workers. Better plan@ind better communication, for example,

110 pid.

11 ocke, R. M., Rissing, B. A. and Pal, T. (2013), Complements or Substitutes? Private Codes, State
Regulation and the Enforcement of Labour Standards inaB&ugpply Chains. British Journal lefdustrial
Relations, 51: 51%52. doi:10.1111/bjir.12003

112 Hoejmose, S.U. Adriekirby, A.J., 2012.

11X olk and van Tulder (2002, 2004) Pedersen and Andersen (2006) in Hoejmose anekiiye012).
114Bowen et al, 20D; Welford and Frost, 2006, Cooper et al, 2000; in Hoejmose and Aldiilen (2012).

115 Min and Galle, 2001; Carter and Jennings, 2004; Salam, 2009, Worthington, 2009, Worthington et al
2008, in Hoejmose and Adrigfirby, 2012.

116 hitps://www.theguardian.com/technology/2016/jan/12/wokkarscercompensatiomlisputefinal-
settlemensamsung

17 hitp://www. huffingtonpost.ca/2016/08/10/samsumarkerssick-dying _n_11424158.html

18Foxconn revenue data 2013, employees 2014; frorRR@hert (2015) "Exercising power over labour
governancen the electronics industryGeoforum67 (2015): 8992.

1191bid, page 90.
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though sharing centralized demand information with suppliers can help eliminate the bullwhip
effect?’. Codes of conduct, when backed by appropriate forecasting tools and management
systems are seen as effective me@ras.Increasingly, failure to have such measures in place is
also considered an unacceptable business risk as evaluated by investor'&nalgstly, a
company would have established a link between its incentive pay policies for company executives
ard the effective management of its social and environmental impacts, yet less than a quarter of
leading corporations do 8

As this study draws to a conclusion, there are also signs that the breakneck pace of the
electronics industry is slowing, with usiales declining. For example, as Apple moves to refresh
1 billion mobile handsets, it is reaching the limit on critical components, in this case OLED
monitors (a new display technology) for next generation iPhenasd to avoid market
disappointment, it Wl need to adjust consumer expectations in advance of announcing new
products$?®. This form of planning and early communication can begin to address the wildest
fluctuations in demand if it leads consumers to moderate expectations.

Given the disbursed natuof the business and difficulty in following the supply chain of
every major electronics manufacturer, it is difficult to have a broad view of how companies are
performing on social commitments to industry codes. However, two recent electronics industry
assessments by civil society organizations provide meaningful insights into how the industry is
performing with respect to global procurement and impacts on workers.

Know the Chain

The Business and Human Rights Resource Center and Sustainalytics (20D08Yy rece
conducted an assessment of 20 leading electronics companies to benchmark their performance i
addressing forced labour. The study then outlines guidance on where these businesses need
improve. Based on the visibility of forced labour, includingriber legislation (California Supply
Chains Transparency Act, U.S. FAR, and the Modern Slavery Act in the UK), a high level of
awareness for the issue was anticipated. The researchers used a range of indicators around sev
major themes: Commitment and Gavance, Traceability and Risk Assessment, Purchasing
Practices, Recruitment, Worker Voice, Monitoring, and Remedy (or corrective action plan).

Among the seven areas, companies scored most poorly in providing worker voice (average
of 16 out of 100), andn recruitment fees (19 out of 100). With respect to worker voice, this

refers directly to “enabling freedom of as
overcome (particularly for migrant workers) and ensuring access to trusted, effeotker w
grievance mechanisms”. With regard to recr

120K aipia et al, in ILO 2014, ofit.

21 For more information, the UN Principles on Responsible Investmengluding
https://www.unpri.org/page/investesgebenefitof-sustainabilitybut-atoddswith-businesdeaderson
measuringts-value

122 Ceres and Sustainalytics, 2014. Gaining Ground: Corporate Progress on the Ceres Roadmap for
Sustainability. In a study of 613 publicly traded comparfidspercent of companies linked executiag p

to environmental, social and governance (Ep&)formance indicators, up from 15 per cent in 2012.
However, only 3 per cent of leading companies went beyond legal compliance to include voluntary targets.
https://www.ceres.org/resources/reports/gairgnoundcorporateprogresson-the-ceresroadmagfor-
sustainability/view

123 Gurman, M. and Lee, J. (2016): Apple wantsEDD i n i Phones, but most
Bloomberg Technology, https://www.bloomberg.com/news/articles/201617/appe-wantsoled-in-

iphonesbutmostsuppliersarent-readyyet [accessed 24 November 2016]
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companies lack an approach to recruitment that mitigates the risk of human trafficking and forced

labour . Two companies pr ovi de drsreimburdegatraitement féea t
when the ndees policy has been violated by disclosing the total amount of fees that have been
reimbursed.

On a more positive note, the study revealed that ICT companies are taking steps to trace
their supply chains beyorfétst-tier suppliers, demonstrating that tracing supply chains to the
commodityl e v e | i s possi bl e. The report’s auth
transparency regulations in driving change, in particular, the US -Badtk Act disclosure
reguations around conflict minerals.

Specific to purchasing practices, the average company score was 43 out of 100. This theme

assessed a “company’s awareness and action
labour risks and its process for selegt suppliers, integrating supply chain standards into
supplier contracts, and cascading them dowr

1 Three of the benchmarked companies acknowledge that certain purchasing practices,
such as fluctuating demand and skentn contracts, can increase the risk of forced
labour in their supply chains.

9 Half of the companies reported that they integrate their supply chain standards into their
contracts with suppliers; and,

1 12 companies stated that they require suppliers to etisat their own suppliers adhere
to codes that are in line with the <cor
described a process by which this is done.

A few companies were singled out for good purchasing practices specifically aimed at
addressing thempact on workers of fluctuating demand: One company, Ericsson, reported that
it “strives tto longtermvfaredasts tonigsdsuppliers to allow for letegm
pl anning and an even work |l oad"”. omit® suppertp o r t
suppliers in managing their capacity to meet fluctuating demands, such as providing key suppliers
with a rolling 12+ week forecast. Meetings are scheduled weekly to review this forecast, analyse
demand against supplier capacity based onlg 66hour work week, and confirm production
plang 24,

The Truth Behind the Barcode®®

This study assessed 56 electronics industry companies based on their relative efforts anc
provided grades as an indication of the extent to which these companies helepatta set of
management systems that theoretically prevent abuses. The companies are evaluated on tt
existence of policies to protect against exploitation, child and forced labour. The researchers
looked at codes of conduct, procurement practicassalcontracting policies and found:

9 Codes of Conduct A key indicator used was alignment with ILO Fundamental
Principles and Rights at Work. The majority (titirds) of companies have policies
that at minimum align with the ILO Fundamental Principled Rights at Work. 45 per
cent based their code on the EICC.

24 For more details, refer to the whole report: Know the Chain (2016):
https://knowthechain.org/benchmarks/1/

25Nimbalker, G., Mawson, J., and Wrinkle H. (201B)e Truth Behind the Barcode: Electronic Industry
Trends.
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1 Responsible Purchasing The indicator was based on the degree to which brands
deliberately foster intense competition as this was seen to cascade to working conditions
as suppliers depress labawsts to win contracts. Only six of the companies assessed
guarantee a decent price to their suppliers; or otherwise financially enable their suppliers
to comply with code standards.

1 Sub-contracting Policies The assessment was based on the extent twhvghippliers
subcontract out p ar t sautbofizedc inmgnitored facdities o r
where workers may be left without any redress in the event of abuse. 38 per cent of the
companies assessed say they are taking some steps to ensure thdt acmaiua
standards are implemented in subcontracting arrangements.

The research initiative had previously been conducted in 2014, and on the positive side, the
researchers found that 64 per cent of companies had made progress in their performance witl
significant improvement found in 9 per cent of companies. Nevertheless, the median grade for all
companies reviewed was a,@nd none received an A.

Public Procurement

Activists and researchers are increasingly looking to public procurement to promote
respomsible business and improved working conditions in global supply chains. Public
procurement contracts worldwide are estimated to be worth one thousand billion euros annually,
with governments of OECD member states spending on average 12 per cent ofadeir gr
domestic product on public procurement, rising to an average of 16 per cent in ie EU
El ectronic goods comprise a significant por-
and are procured in large volumes, with annual procurement estimatesarly Euro 100
billion*?’. Given the buying power associated with public procurement contracts, they are seen to
also hold the potenti al for significant | ev
leveraging this power is now underway as meporting requirements related to environmental
and social impacts in global supply chains are starting to be incorporated in public procurement.

There is strong evidence that business adapts promptly when government regulation is
further supportedbgy over nment procurement practices.
consumer of goods and services, and does business with more than 300,000 companies. Th
Federal Acquisition Regulations (FAR) fagair
for the compliance community, with faeaching effects on suppliers and their-sobtractor&®,

The implementation of EU Directive 2014/24/EU, as from this year, marks a similar breakthrough
in public procurement that has the potential for wielechirg impact on social aspects of the
production process.

Conclusion

The narrative cases highlighted in this
procurement practices’ in the sector. rA var
required to drive change and enforce standards. The graphic below illustrates a range of the ke
stakeholders in the electronics industry value chain and how these stakeholders may influence

126 Martin-Ortega et al, 2015.

127 From Electronics Watch, 2014. $94 billion (2007): Latest figure available; European Union (2012):
Guidelines fo Public Procurement of ICT Goods and Services, note on p. 4,
http://cordis.europa.eu/fp7/ict/ssai/docs/staayion23/d4impactassessmeptep.pdf

128 Federal Contracts Report 103 FCR 188, 2015. The Bureau of National Affairs, Inc.
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chain governance and ultimately outcomes for workers. Whilststudy touched the roles of
these actors, the discourse would benefit from additional studies to examine the role of each
stakeholder as well as their il@nnectedness in greater detail.

At the 1 LO" s 2014 Gl obal D i Goinparges ® Ddalomvthu m
Fluctuating Demands and the Incidence of Temporary and Other Forms of Employment in
Electronics, there was consensus among participating stakeholders on a number of key
recommendations for governments, employer and worker orgamgatand the ILO. The
recommendations engage all stakeholders and include a combined emphasis on ensurin
appropriate labour legislation and social protection is in place to protect temporary workers from
fluctuations, supported by awareness raising, badi@ogue, and joint commitments to
promoting longlasting employment relationships where possible.

The current evidence would indicate that the overall incentives (or penalties) for
procurement practices that would share more of the gains or at mimmtigate the harm to
workers, are currently inadequate. However, it may be that sustained attention to the issues raise
here are leading to more decisive action by pefiakers to implement laws that extend down
the global supply chain, as evidenced Bw reporting legislation and changes to public
procurement practices. More consumers can help by mandating certain conditions in procuremen
policies— and the recent steps taken to do so by some of the largest purchasers of electronic:
goods is a goodep forward.
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Figured. Stakeholder Approach to Responsible Procurement
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Source: Author

Universal Norms and Principals; Conventions,
Recommendations, Trade Terms, Voluntary Initiatives,
and Advocacy; Convening; Research; Monitoring and
Assessment; maintain & track data

Investment decisions, supply chain development,
product development and marketing, production and
process standards, transaction terms, operating costs
and margin goals; Governance procedures;

Finance cross-border trade; risk assessment and
compliance monitoring; influence investment decisions;
re-think productivity metrics; short versus long-term
profitability goals;

Legislation; Directives; Voluntary Initiatives and
Advocacy; Support for supply chain initiatives,
measurement and monitoring, Investment and trade
terms, data tracking and maintenance. Harmonize laws
across markets. Social Impact in Public Procurement

Negotiate Trade Agreements including impacts of inward
— outward investment; Legislation and taxation;
Inspection; Enforcement; Investment terms and local
employment incentives; Include Social Impact
requirements in Public Procurement

Advocacy, awareness raising, research, legal support,
monitoring and assessment; Freedom of Association and
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plans); Apply pressure on brands and policy-makers.
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Addendum

Tableb. Voluntary Standards and Codes

Stakeholder Instrument

Compliance;
Reporting
Requirement

Topics Addessed

International
Organizations
(10)

ILO Tripartite Declaration ¢
Principles concerning
Multinational Enterprises &
Social Policy (ILO MNE
Declaration)

*Followup mechanism
for workers, employe
and governments

ILO Labour Standards, Respomsibktrhent;

Guidance on employment promotion, skills
development, conditions of work and life, and
industrial relations; adherence to National La

OECD Guidelines for
Multinational Enterprises
(OECD Guidelines)

National Contact Poif
(NCPs); Complaint
mechanism

Human Rights, Labour Rights, Governance:
employment and industrial relations, human 1
environment, information disclosure, combati
bribery, consumer interests, science and tech
competition, and taxation.

OECD Due Diligence
Guicnce for Responsible
Supply Chains of Minerals
from Confligtffected and
HighRisk Areas

Alignment assessme
tool being piloted
(expected complete i
2017)

Guidance to help companies respect human
observe applicable rules of international
humanitrian law in situations of armed conflic
avoid contributing to conflict and cultivate
transparent mineral supply chains and sustai
corporate engagement in the mineral sector.

UN Global Compact

Company annual
reporting requiremen
for members

Tenprinciples in the areas of human rights, la
standards, the environment, aRtbamniption
derived from universal principles.

UN Guiding Principles on
Business and Human Righ
(UNGP)

*Not for certification

Three pill ar fA pameworkto
provide due diligence guidance on implemen
Human Rights and Labour Rights.

Multistakeholder|
Initiatives (MSls

ISO 260000 Guidance on
Social Responsibility

Not intended for
certification

Makes reference to some 134 different Linive
principles and international standards related
Human Rights, Labour Practices, and Enviro

Social Accountability
InternationalSA 8000

Certification by
independent auditors

Auditing tool based on UN Universal Declara
Human Rights, IL&bour Conventions and
Recommendations, UN
and others.

OHSAS 18001

Certification by
standards auditors

Health and Safety Guidance and Standards.
Created via a number of leading national star
bodies, certification bsdand specialist
consultancies to remove confusion from the
proliferation of certifiable OH&S specification

Good Electronics Network
(GENY) Electronics Watch

Under development;
currently advocates f
a fAlist of

Electronics Watch Code udeeelopment:
Network of Trade Unions, NGOs, Academics
monitoring human rights and working conditic
the electronics industry.

Global Reporting Initidtive
Sustainability Reporting
Guidelines

Sustainability reportir|
audits by independen
auditors

Networkased organization to mainstream
disclosure on environmental, social and gove
performance.
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Stakeholder

Instrument

Compliance;
Reporting
Requirement

Topics Addressed

Industry Initiative

Electronic Industry Citizen
Coalition Code@dnduct v.
5.1 (2016)

Reporting requiremer
for membership

ILO Declaration on Fundamental Principles &
Rights at Work; UN Universal Declaration of
Rights; ILO Code of Practice in Safety and H
ISO 14001; OECD Due Diligence Guidance f
Respasible Supply Chains of Minerals from
Conflieaffected and Hiftisk Areas; United
Nations Convention against Corruption; Unite
Nations Global Compact; SA 8000; United N¢
Convention Against Corruption:Abadkl Wall
Street Reform and Consumegdtiont Act (USA)
US Federal Acquisition Regulation.

Global Sustainability
Initiative (GeSl)

Sustainability
Assessment Standar
Framework (pilot pha

only)

Promotes CSR supplier data sharing among
members:ogers 21 criteria across four theme)
Environment, Fiboupractices, ethics/fair
business practices, and supply chain. Referg
Global Reporting InitiativeUnited Nations Glok
Compaciand théSO 2600CCollaborates with
EICC on code.

Individual
Company Codeg
of Conduct

Brandr Contract
Manufacturers

Optional (required for
EICC member
companies)

Individual Company Codes requiring specific
compliance. EICC members are to actively r
code; may select fro
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