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1. Global supply chains have become a common way of organizing investment, production and trade in the global economy. In many countries, particularly developing countries, they have created employment and opportunities for economic and social development.
2. There is also evidence, however, that the dynamics of production and employment relations within the global economy, including in some global supply chains, can have negative implications for working conditions. The collapse of the Rana Plaza building in 2013 and factory fires in Pakistan and Bangladesh in 2012 took the lives of over 1,500 people and prompted a renewed call for global action to achieve decent working conditions in global supply chains.
3. Against this background, the Governing Body decided in October 2013 to place on the agenda of the 105th Session (2016) of the International Labour Conference an item for general discussion on decent work in global supply chains. This general discussion offers an important opportunity for ILO constituents to gain a better understanding of how engagement in global supply chains can contribute to sustainable development, inclusive economic growth and decent work for all. Many studies have explored the economic and trade dimensions of global supply chains; however, less attention has been paid to the implications for employment, working conditions and labour rights, including freedom of association and collective bargaining. The general discussion therefore has an original contribution to make to the global debate.
4. Global supply chains are complex, diverse, fragmented, dynamic and evolving organizational structures. A broad range of terms exist to describe them, including global production networks, global value chains and global supply chains. All of these terms focus on the same basic issues of cross-border production and trade, but with slightly different perspectives. For the purposes of this report, they are used synonymously.
5. Here, the term “global supply chains” refers to the cross-border organization of the activities required to produce goods or services and bring them to consumers through inputs and various phases of development, production and delivery. This definition includes foreign direct investment (FDI) by multinational enterprises (MNEs) in wholly owned subsidiaries or in joint ventures in which the MNE has direct responsibility for the employment relationship. It also includes the increasingly predominant model of international sourcing where the engagement of lead firms is defined by the terms and conditions of contractual or sometimes tacit arrangements with their suppliers and subcontracted firms for specific goods, inputs and services.
6. Many countries have attracted FDI and global supply chain sourcing, which has created employment allowing millions of people to move from jobs based mainly on low-productivity subsistence agriculture into jobs in mines, plantations, manufacturing or services.1 Some countries have also capitalized on MNEs and lead firms to transfer knowledge, skills and technology to local workers, public institutions and private firms.2
7. Global supply chains have created opportunities for suppliers to move to higher-value activities and have enabled workers to access employment requiring a higher level of skills and offering better pay and conditions. Where employers are compliant with labour regulations and international labour standards, this enhances decent work in global supply chains. However, there are also ample examples where global supply chains lead to deficits in decent work.
8. Challenges for decent work existed in many countries before they engaged in global supply chains. In some instances, the operation of the chains has perpetuated or intensified them, or created new ones. Challenges may arise when lead firms make investment and sourcing decisions that affect working conditions in their global supply chains without being directly responsible for employment. There is a risk that global pressures on producer prices and delivery times and intense competition between suppliers may place downward pressure on wages, working conditions and respect for the fundamental rights of the workers participating in the chains. In subcontracted tiers of global supply chains, suppliers – often large or small actors operating informally – may cope with such pressures through the use of forms of employment which may not comply with labour regulations, in some extreme cases resorting to forced and child labour.3 In turn, such practices create unfair competition for suppliers who do comply with labour regulations and international labour standards.
9. Because the scope of labour legislation, regulation and jurisdiction is at the national level, cross-border sourcing of goods and services creates difficulties in the achievement of workplace compliance. Regulatory structures are established and enforced by government authorities that may not have the resources or the expertise to monitor compliance in all or most workplaces. Not all governments have been able to cope with the rapid transformation brought about by exposure to the global economy, which has created governance gaps.
10. With its mandate, expertise and experience in the world of work, its tripartite structure, its distinct role in global governance and its normative approach to development, the ILO is well placed to discuss and find points of agreement on the issues concerning global supply chains and to identify policies and practices that can best harness their positive potential. Important tools in the discussion include the Tripartite Declaration of Principles concerning Multinational Enterprises and Social Policy (MNE Declaration), the work produced by the World Commission on the Social Dimension of Globalization,4 the Social Justice Declaration of 2008,5 the recently launched Future of Work Initiative,6 and the inclusion of decent work as both an explicit global goal, and importantly also a cross-cutting goal, in the 2030 Agenda for Sustainable Development.
Decent work is an important component of the 2030 Agenda for Sustainable Development. The promotion of decent work in global supply chains would contribute to several of the Agenda’s goals and targets, including the global goals of promoting sustainable economic growth and productive employment (Goal 8), building inclusive and sustainable industries (Goal 9), reducing inequalities (Goal 10), ensuring sustainable production and consumption (Goal 12), and strengthening partnerships for sustainable development (Goal 17).
11. International frameworks for maximizing the benefits of global supply chains have also been developed by other international organizations and agencies recognizing the importance of this issue and the need for coordinated and coherent action at the international level, such as the United Nations (UN) Guiding Principles on Business and Human Rights.7 Similarly, mechanisms to address governance gaps have been initiated by governments, enterprises, trade unions and non-governmental organizations (NGOs), which have all sought to enable businesses to flourish, without sacrificing labour rights.
12. As the ILO approaches its second century, this general discussion provides a historic opportunity to examine the demands placed by global supply chains on the standards, framework and procedures advocated by the ILO to promote decent work at the enterprise, national, regional and global levels and also to ensure that ILO procedures are fit for purpose in the context of global supply chains. The ILO and its constituents are uniquely positioned to provide authoritative advice and expertise on the implications of global supply chains for the world of work and how to mobilize the opportunities and address the challenges.
13. The next chapter describes the major trade, investment and production trends and the scale and quality of employment in global supply chains. Chapter 3 goes on to explore the processes through which the employment created by global supply chains may lead to decent work. Governance structures in global supply chains are discussed in Chapter 4. Chapter 5 considers the way forward. Lastly, the appendix contains details of some ILO development cooperation projects that contribute to the promotion of decent work in global supply chains.
Imagine that you are in a cinema watching a popular animated movie. Now imagine all the people that made the experience possible. The movie itself was made by a company in the United States, using subcontractors in India and the Republic of Korea. The popcorn you are eating was harvested by workers in Argentina, prepared with palm oil from a Malaysian plantation and produced in machines assembled in Italy. The seat you are sitting on was made in Poland. The car you drove to the cinema was assembled in Spain, with parts from Austria, France, Japan, Mexico and Thailand, and was transported on a container ship owned by a Greek national through a Liberian company, which was built in Japan and powered by Finnish engines. Indeed, the two hours you spend watching the film may have required the labour of thousands of people in dozens of countries in global supply chains.
1 R. Craigwell: “Foreign direct investment and employment in the English and Dutch-speaking Caribbean”, ILO Subregional Office for the Caribbean (Port-of-Spain, ILO, 2006); M. Habib and S. Sarwar: “Impact of foreign direct investment on employment level in Pakistan: A time series analysis” in Journal of Law, Policy and Globalization (2013, Vol. 10), pp. 46–53; Z. Brincikova and L. Darmo: “The impact of FDI inflow on employment in V4 countries” in European Scientific Journal (2014, Vol. 1), pp. 245–252.
2 United Nations Conference on Trade and Development (UNCTAD): World Investment Report 2013: Global value chains – Investment and trade for development (Geneva, UNCTAD), pp. 133–135.
3 K. Meagher: “Unlocking the informal economy: A literature review on linkages between formal and informal economies in developing countries”, Women in Informal Employment Globalizing and Organizing (WIEGO), Working Paper No. 27, 2013; N. Phillips: “Unfree labour and adverse incorporation in global production networks: Comparative perspectives on Brazil and India”, Chronic Poverty Research Centre, Working Paper No. 176, 2013; N. Phillips: “Unfree labour and adverse incorporation in the global economy: Comparative perspectives on Brazil and India”, in Economy and Society (42, 2013), pp. 171–196.
4 See, for example: World Commission on the Social Dimension of Globalization: A fair globalization: Creating opportunities for all (ILO, 2004).
5 ILO: Declaration on Social Justice for a Fair Globalization, International Labour Conference, 97th Session, Geneva, June 2008. The impact of the Declaration will be reviewed during the 105th Session of the International Labour Conference (2016).
6 ILO: The future of work centenary initiative, Report of the Director-General (ILC/104/DG/I), International Labour Conference, 104th Session, Geneva, 2015.
7 United Nations General Assembly: Human rights and transnational corporations and other business enterprises, Human Rights Council, 17th session, 6 July 2011, A/HRC/RES/17/4: “Concerned that weak national legislation and implementation cannot effectively mitigate the negative impact of globalization on vulnerable economies, fully realize the benefits of globalization or derive maximally the benefits of activities of transnational corporations and other business enterprises, and that further efforts to bridge governance gaps at the national, regional and international levels are necessary.”
14. The proliferation of global supply chains has profoundly transformed the nature of cross-border production, investment, trade and employment. Key factors enabling the growth of global supply chains include, first, the development of telecommunications, financial services and information technologies, which have enabled real-time coordination and logistics of fragmented production in various parts of the globe.1 Second, improvements in infrastructure, logistics and transport services have enabled more reliable and speedy delivery of inputs and final goods and have reduced their cost.2 Third, trade agreements have played a role in facilitating and reducing the costs of trade, including through tariff reduction, harmonization of institutional frameworks and liberalization of services under the General Agreement on Tariffs and Trade and subsequently the World Trade Organization (WTO) as well as bilateral and plurilateral trade agreements.3 Lastly, the emergence of China and India, and their participation in global supply chains, has doubled the supply of labour to the global economy.4
15. Trade in today’s global economy is typically coordinated by lead firms through their global supply chains.5 The lead firm is defined as the company that controls the global supply chain and sets the parameters with which other firms in the chain must comply,6 and is typically responsible for the final sale of the product.7 The possibilities and patterns for upgrading are largely determined by the strategies of lead firms, which are often based in developed countries.8 The flows of production and consumption have become multi-directional, which creates new development opportunities and implications for countries, enterprises and workers.
16. Global supply chains may take various forms within two main types of intra- and inter-enterprise relationships: (1) FDI by MNEs with direct ownership of their overseas subsidiaries and affiliates; and (2) sourcing, where lead firms do not have ownership or a direct contractual relationship, except with first-tier suppliers and intermediaries.
Figure 2.1.Offshoring and outsourcing
Source: Adapted from: L. Abramovsky and R. Griffith: “Outsourcing and offshoring of business services: How important is ICT?”, in Journal of the European Economic Association (2006, Vol. 4, Issue 2-3), p. 595.
17. Traditionally, multinational enterprises established wholly owned subsidiaries, with the objective of accessing local labour and consumer markets and exporting to regional and developed country markets. Many countries applied local content requirements – committing foreign investors and companies to a minimum threshold of goods and services to be locally sourced – with the aim of promoting national development through technology transfer and by fostering productive capabilities, domestic investment, and local employment creation and skills development.
18. Over time, as a result of the abovementioned developments and the spread of export-oriented production strategies, new trends and developments emerged. Many newly industrialized economies in Asia and Latin America built infrastructure and lowered requirements for investment and local content. Governments established export processing zones with special incentives to attract foreign investors. Hence, MNEs were able to outsource and offshore standardized activities worldwide, without investing in their own production facilities with directly hired employees.
19. The global supply chains that have emerged are typically either producer-driven or buyer-driven. “Producer-driven” refers to supply chains in which producer companies have the most significant influence over the production process. The automotive industry, for example, was traditionally a producer-driven supply chain with wholly owned subsidiaries worldwide and a stable network of sometimes fully or partially owned suppliers. In “buyer-driven” chains, producers are bound by the decisions of retailers and brand-name companies, as typified by the apparel sector.9 Over time, many producer-driven supply chains have acquired the characteristics of buyer-driven supply chains, further fuelling the expansion of global supply chains across diverse sectors.10 For example, in the automotive sector, the outsourcing of components and subcomponents to supplier companies worldwide has increased, which has allowed automotive companies to focus on more knowledge-intensive and strategic dimensions, such as the overall design and system of their products.11
20. Moreover, the rising fragmentation of production has increased trade in intermediate goods,12 whose share is now greater than all other non-oil traded goods combined.13 This has opened up new development opportunities for suppliers in developing countries to compete and specialize in production and services.
21. Buyers can now compare the costs and capabilities of suppliers at a global level in diverse production locations, and move orders between suppliers and countries. The intense price competition as well as fluctuations in the volume and range of goods produced can encourage supplier firms to further subcontract parts of their production to other firms that are only indirectly linked to the buyer. These subcontracting practices may include the use of smaller companies, informal workshops and home-based workers unknown to the lead firm itself (and which are often outside the scope or capability of public and private regulatory mechanisms).14 Small and medium-sized enterprises (SMEs) often supply intermediate goods to exporting firms in their country and are as such integrated into global supply chains. The chains may in fact contribute to the creation of clusters of SMEs, which is an example of how participation in such chains can have positive spillover effects on the local economy.15
22. With SMEs constituting between 80 and 90 per cent of total employment in the developing world,16 it is likely that a large part of employment generated in the lower tiers of global supply chains is in medium-sized, small and micro-enterprises.17 While this provides much-needed incomes to workers, it is often in these enterprises where the biggest decent work deficits exist. Of the estimated 420 to 510 million SMEs (excluding micro-enterprises) worldwide, only 9 per cent operate in the formal economy.18 These second- and third-tier firms often employ workers informally under unregulated terms and conditions. In addition, as most second- or third-tier firms are SMEs, they often do not benefit from good procurement practices by lead firms.19
23. The subcontracting of labour itself, through the use of labour contractors and intermediaries, often mirrors the subcontracting of production.20 While a buyer may have contractual relationships with the upper-tier suppliers, subcontracted lower-tier suppliers often have no formal contractual relationship with the buyer. Yet their production and employment practices are affected by the need to meet the global lead firm’s requirements.
24. The growth of international outsourcing via global supply chains has raised significant employment implications. Whereas wholly owned subsidiaries of MNEs have direct responsibility for employees, in global supply chains coordinated by a lead firm, where production is outsourced and subcontracted without ownership, the buyer is not the legal employer and has no formal responsibility for the employment relationship in the supplying company or further subcontracted firms, despite the lead firm’s significant impact – positive or negative – on the conditions of work. This presents challenges for the promotion of decent work in global supply chains.
25. However, global supply chains can also create opportunities for formal employment. This may particularly benefit women, and workers in the informal economy. For example, women comprise the majority of workers in certain segments of the apparel, horticulture, mobile phone and tourism global supply chains.21 However, they tend to be more concentrated in low-wage or low-status forms of employment than men, and in fewer sectors; men are more evenly distributed across sectors, occupations and jobs types.22 As a result, gender wage gaps can be significant.23 Gender inequalities may mean that women are confined to certain sectors or job types, which has significant implications for the prospects for upgrading as well as the functioning of supply chains.24
26. Beyond the terms and conditions of employment, global supply chains raise further challenges, including a lack of effective mechanisms for consultation with, and participation of, indigenous and tribal peoples and a loss of livelihoods of indigenous communities as a result of displacement or loss of land.25
2.1.Production trends
27. Although the dynamics vary across global supply chains depending on the sector and type of goods or services being produced, all have basic common features. A typical global supply chain in manufacturing starts with design, moves into the production, manufacture and coordination of components, and then goes through various intermediary stages towards distribution, retailing and marketing. The simplified global supply chain depicted in figures 2.2 and 2.3 for the apparel and agriculture industries illustrate how different suppliers and contracted firms are involved at diverse nodes of the chain across the globe. As the outsourcing and offshoring model of global supply chains has evolved and expanded, supplier firms are increasingly interconnected through contracting and subcontracting relationships that do not involve direct ownership.
Figure 2.2.Simplified global supply chain in the apparel industry
Source: R.P. Appelbaum and G. Gereffi: “Power and profits in the apparel commodity chain”, in E. Bonacich et al. (eds):
Global production: The apparel industry in the Pacific Rim (Temple University Press, 1994), pp. 42–62.
Figure 2.3.Simplified value chain in the agri-food industry
Source: K. Fernandez-Stark, P. Bamber and G. Gereffi: The fruit and vegetables global value chain: Economic upgrading and workforce development, Duke Center on Globalization Governance & Competitiveness, 2011, p. 12.
28. Global supply chains typically function across sectors. One chain may encompass agricultural inputs, manufacturing, services, distribution and retail and may operate across borders, linking global and domestic producers. Figure 2.2, depicting a simplified global supply chain in the apparel industry, shows links from agricultural and primary inputs (such as cotton or rayon), through textile production, apparel manufacture, services and distribution to final retail. Apparel retailers tend to have closer connections to their upper-tier suppliers. However, some retailers that are concerned about sustainability in their supply chain are building closer linkages with lower-tier textile producers and even cotton farmers.26
29. Global supply chains extend beyond the traded segment recorded in trade flows.27 The traded segment often involves only upper-tier suppliers, which tend to be larger, more formal enterprises. Mapping of global supply chains shows that inter-enterprise linkages can extend across many tiers, both between countries and within domestic economies. In figures 2.2 and 2.3 above, the top (simplified) segments of the supply chain may involve the movement of produce across one or more countries. Below each segment, lower tiers of suppliers and producers are engaged often, but not always, within the domestic economy.
30. Global supply chains can include large, medium-sized and small enterprises across multiple tiers in both the formal and informal economies. Although a global buyer may own few, if any, of the factories producing its sourced products, the sheer volume of its purchases grants it substantial bargaining power in an asymmetrical market relationship where the buyer can negotiate prices and specify what, how, when, where and by whom the goods it sells are produced.28 In a cascade of subcontracting relationships, supplier firms may seek to extract further price concessions from their own suppliers and subcontractors down the supply chain. In order to respond to the threefold demands for low costs, high quality and speedy delivery, subcontractors often adopt highly flexible production and work patterns, including informality, piece-rate production, home-based work and non-standard forms of employment. For example, bead and embroidery work in exported apparel is often subcontracted to homeworkers.29
31. Global supply chains are increasingly multi-directional, and include South–South, South–North and North–North flows. This diversification provides significant developmental opportunities for countries to benefit from existing capacity as well as expand their productive capabilities and cater for varied consumer markets. For example, services are increasingly critical to the functioning and value added of global supply chains. Transport and logistics companies constitute a vital link, as shown in figures 2.2 and 2.3. Consequently, the expansion of global supply chains has led to growth in the logistics and transport sectors. In 2011, the overall global logistics market represented a total volume of approximately €981 billion.30
32. A common feature in global supply chains is that lead firms can coordinate and control the standards of production across different tiers of producers. These private standards can cover a range of technical, quality, product safety, delivery, social and environmental requirements imposed as a condition of supply. The use of such standards is more prevalent in the food sector, where consumer concern over food safety and provenance has led to traceability, sometimes from field to fork. In figure 2.3, for example, all suppliers must meet the standards relevant to their segment established by the final retailers, often large supermarkets. These standards are often stricter than standards pertaining to international trade between countries.
33. Private standards may also include codes of conduct covering working conditions.31 The application of private standards is a distinctive feature of global supply chains, where lead firms influence the production process and employment relationship in a given workplace and country, without themselves being bound by that country’s legislation and norms. Furthermore, given the complexity of the global supply chain landscape, with multiple sourcing relationships, there are instances of overlapping supply chain networks where no single global lead firm predominates or is identifiable and where various lead firms can apply different (sometimes conflicting) standards. These standards or codes imposed by buyers may create rigidities and costs for suppliers.
34. The economic implications of outsourcing and subcontracting within supply chains for small and medium-sized local producers are multifaceted. On the one hand, integration into the lower tiers of supply chains can open up access to new market opportunities, thereby raising production and exposure to new production practices and standards that can lead to improvements in productivity and quality. On the other hand, the lower barriers to entry in more labour-intensive, less-skilled echelons in supply chains tend to generate intense price competition between potential suppliers, thereby creating downward pressure on profits and wages, which can negatively impact working conditions, particularly for low-skilled workers and workers in the informal economy.
35. Global supply chains are constantly evolving. Some supplier firms, large intermediaries and sourcing agents located mostly in East Asian countries have achieved economic upgrading through the transfer of technology, skills and new manufacturing processes and are increasingly consolidating their processes and control. At the same time, global buyers have also consolidated their supplier lists to give preference to larger, globally operating, first-tier suppliers with whom they have built longer-term strategic relationships.32 This production and sourcing trend towards consolidation in global supply chains was further reinforced by shifts in global production linked to the 2008–09 global financial crisis.33
36. This consolidation process at both the national and enterprise levels is most pronounced in the textiles and apparel, electronics, iron and steel, machinery and transportation sectors.34 For example, Foxconn has grown to become the world’s largest contract manufacturer of electronic goods, managing vast supply chains through the purchasing of parts and components around the globe.35 Similarly, Li & Fung, historically an intermediary trader in the apparel and toy manufacturing industry, has become the largest trading company in the world, sourcing from 15,000 supplier companies in over 40 countries.36 A further example is the banana trade, where three brands control 36 per cent of global exports37 and there is a high concentration of MNEs on the retail side, particularly supermarkets.38
37. Products produced in global supply chains have also become more sophisticated, opening up more market opportunities for specialization by suppliers. Sectors in which production of goods is fragmented into a large number of tasks are more likely to participate in global supply chains, as they offer more potential for outsourcing to other locations. Services play a crucial role, particularly in supply and logistics to global supply chains, and are also increasingly likely to be internationally fragmented.39 For example, a case study on a Japanese refrigerator manufacturer identified that among the 55 types of services in pre-manufacturing, manufacturing, sales, back office, and aftersales, 31 were completely or partially outsourced to third-party service providers, mainly for efficiency and cost savings.40
2.2.Trade trends
38. Global supply chains have played an important role in the significant growth in international trade in recent decades. While FDI remains important, increased international outsourcing and offshoring has been a key factor in this growth and in promoting the inclusion of developing countries in the international trade system.
39. Indeed, a major feature in trade growth has been the increasing participation of developing countries, whose share in world trade rose from 33 per cent to 48 per cent between 2000 and 2012.41 This growth in the share of global trade reflects the increasing engagement of developing countries in trade through global supply chains. Whereas the growth of global supply chains was initially characterized by trade in manufactured goods, there has been a recent rise in trade in services, which are critical to the functioning and value added of global supply chains.42 Trade in agricultural goods and raw materials has also grown in developing countries.43
40. Participation in global supply chains grew an average of 4.5 per cent annually between 2005 and 2010, as seen in figure 2.4. The European Union (EU) acts as a strong upstream coordinator and stands out with the highest participation rate of 66 per cent, while Asia and Africa both reached 54 per cent.44
Figure 2.4.Participation in global supply chains
Note: Global value chain (GVC) participation indicates the share of a country’s exports that is part of a multi-stage trade process; it is the foreign value added used in a country’s exports (upstream perspective) plus the value supplied to other countries’ exports (downstream perspective), divided by total exports. GVC participation growth here is the annual growth of the sum of the upstream and downstream component values (compound annual growth rate).
Source: UNCTAD–Eora GVC Database.
41. The United Nations Conference on Trade and Development (UNCTAD) estimates that around 80 per cent of global trade (measured in terms of gross exports) is now linked to the international production networks of MNEs, conducted either as intra-firm trade between an MNE and its affiliate(s), through non-equity modes of international production, or through arm’s length market transactions.45 South–South trade between developing economies grew from 8 per cent of world trade in 1990 to around 25 per cent in 2013.46 This has been accompanied by the emergence of lead firms and local brands in the global South and new patterns of regionalization.
42. The interlinked, cross-border dimensions of global supply chain trade in intermediate goods contributed in late 2008 to what has been called a “synchronized global trade collapse”, in which trade in some industries fell by more than 30 per cent in two consecutive quarters.47 Coordinated trade in global supply chains has also affected the measurement of trade itself; as a result, trade statistics databases are now being revised to correct double counting in gross trade figures and also to enable the identification of where value is created in global production chains.48
2.3.Investment trends
43. Patterns of value-added trade in global supply chains are still significantly influenced by the investment decisions of MNEs. Countries with a higher presence of FDI relative to the size of their economies tend to have a higher level of participation in global supply chains and tend to generate relatively more domestic value added from trade.49 Developing economies have increasingly become engaged in international investment flows, receiving more than half of global FDI in 2012 compared with less than 20 per cent in 2000,50 and reaching $681 billion in 2014 (see figure 2.5). Among the top ten FDI recipients in the world, five are developing economies, with China the largest recipient. Between 2012 and 2014, FDI inflows to Asia increased, whereas flows to Latin America and the Caribbean declined, and flows to Africa remained stable.51
Figure 2.5.FDI inflows in developing economies, 1990–2014
Source: UNCTAD: World Investment Report 2015, op. cit. (annex).
44. South–South FDI flows, linked to the rise of lead firms in the global South, have strongly increased. The share of FDI outflows from developing countries grew from 7 per cent in the late 1980s to 34 per cent in 2012 and accounted for 35 per cent of global FDI in 2014.52
45. Global supply chains rely heavily on services and consequently FDI in services has increased: in 2012, services accounted for 64 per cent of global FDI stock – more than twice the share of manufacturing, as seen in figure 2.6.
Figure 2.6.Estimated global inward FDI stock by sector, 2012 (percentage of world total)
Note: Includes only countries for which data for the three main sectors was available. World total extrapolated on the basis of data covering 103 countries.
Source: UNCTAD/STATS: Foreign direct investment: Inward and outward flows and stocks, annual, 1980–2014, retrieved from http://unctadstat.unctad.org/wds/TableViewer/tableView.aspx?ReportId=96740.
46. The growth of global supply chains in emerging and developing economies has been facilitated in some countries by the creation of export processing zones (EPZs).53 These are industrial zones, typically offering special incentives to attract foreign investors, where imported materials undergo some degree of processing before being re-exported.54 In the traditional model, the entire production of such zones is normally exported. Hybrid EPZs, in contrast, are usually divided into a general zone open to all industries and a separate area exclusively reserved for export-oriented enterprises registered with the EPZ.55 Economic incentives offered by EPZs include exemptions from some or all tariffs and taxes, and access to export-oriented manufacturing facilities and services. In addition, some countries grant exemptions from national labour laws and regulations.
47. Despite significantly limited data on the spread of EPZs, it is clear that they have grown rapidly in number over the last decades. Most are concentrated in Asia, with over 300 located in China alone.56 Driven by the desire to expand exports and tap into global supply chains, governments have continued to support an expansion of EPZs. It is estimated that around 20 per cent of exports from developing countries come from such zones.57
48. However, EPZs have a mixed record of success and remain controversial, both in economic and social terms. There are reports of long working hours and systematic violations of freedom of association. Enforcement of legislation in EPZs has been inadequate in many countries. In some cases, wages tend to be better within them; however, comparisons of working conditions inside and outside show mixed findings.58 Some EPZs derive their comparative advantage from extensive recourse to low-wage workers, in what has been termed a “race to the bottom”.59
2.4.Scale and quality of employment
49. Global supply chains have provided new opportunities for employment in developing and emerging economies, including for workers who had difficulty accessing wage employment or formal jobs, such as women, young people and migrant workers.60 Some of the jobs created by global supply chains offer good terms and conditions (particularly for more skilled workers). At the same time, challenges arise, as stated in the ILO Social Justice Declaration:
… on the one hand, the process of economic cooperation and integration has helped a number of countries to benefit from high rates of economic growth and employment creation, to absorb many of the rural poor into the modern urban economy, to advance their developmental goals, and to foster innovation in product development and the circulation of ideas; on the other hand, global economic integration has caused many countries and sectors to face major challenges of income inequality, continuing high levels of unemployment and poverty, vulnerability of economies to external shocks, and the growth of both unprotected work and the informal economy, which impact on the employment relationship and the protections it can offer ….61
50. Outsourcing and offshoring in global production can be key determinants of the scale and quality of jobs in global supply chains, as lead firms control but do not own production facilities and operate across multiple national jurisdictions. The expansion of outsourcing through global supply chains has been a factor in rising employment, especially in developing countries, with particular evidence of increased employment opportunities for women workers in labour-intensive industries such as apparel and agri-food.
51. The quality of jobs generated by global supply chains has been widely scrutinized, with case study evidence showing both positive and negative results. Such jobs may offer formal employment relationships that are compliant with international labour standards, often through the application of MNE codes of conduct.62 In particular, it is well documented that FDI by MNEs can offer higher wages and better working conditions than their domestic counterparts.63 An analysis of labour rights violations in 86 countries between 1995 and 2002 found that countries that produce globally via FDI are likely to experience improvements in workers’ rights.64 Other studies have documented violations of labour standards and labour practices, frequently (but not exclusively) in lower tiers and outsourced firms in global supply chains, involving informal labour65 and workers hired via labour contractors.66 Furthermore, a significant number of employees in supply chains hold informal jobs in or for formal enterprises, as recognized by their inclusion in the scope of the Transition from the Informal to the Formal Economy Recommendation, 2015 (No. 204).
52. The ILO World Economic and Social Outlook 2015 report67 estimates that in 40 countries representing 85 per cent of world gross domestic product and covering approximately two-thirds of the global labour force, the number of global supply chain-related jobs increased by 157 million or 53 per cent between 1995 and 2013, resulting in a total of 453 million global supply chain-related jobs in 2013.68 However, as acknowledged in the same report, the patterns of labour demand and supply within global supply chains pose severe measurement challenges: The quantity of employment in global supply chains is difficult to estimate, as national employment statistics do not distinguish between different types of workers engaged in global supply chains, nor do they fully capture informal and non-standard forms of work. Furthermore, it is difficult to discern the percentage of workers supplying global buyers or domestic buyers and whether any domestic firms are supplying global supply chains indirectly without being direct exporters. Thus, with the available data, it is not always possible to distinguish workers who work in global supply chains from workers who do not, or, consequently, to compare the quality of the respective workers’ jobs inside with those outside global supply chains.
53. According to the estimates, the share of women employed in global supply chains in the 40 countries covered by the report was, as a group, 2.5 per cent higher than their share in total employment in 2013. In emerging economies, the share was considerably higher, whereas in advanced economies the share of women employed in global supply chains was much lower than that of total employment.69
Figure 2.7.Share of women employed in global supply chains and in the total economy, 2013
Note: The chart shows the share of female employment as a percentage of jobs related to global supply chains (GSCs) and as a percentage of total employment.
Source: ILO Research Department estimates based on the World Input–Output Database and ILO: Trend Econometrics Models, Oct. 2014.
54. Employment creation in global supply chains has mainly been driven by emerging economies.70 Global supply chains in, for example, the chemicals, logistics and tourism sectors are linking emerging economies to the global economy, thereby contributing to the creation of enterprises and employment. Currently, Asian countries are a major source of production and employment in the chemicals industry; and the majority of commodity services in the logistics sector are supplied by firms in developing countries. Tourism destinations in emerging markets are attracting increasing numbers of foreign and domestic tourists, and account for almost half of the global tourism market.71 However, global supply chains have also had employment displacement effects in a number of cases: for example, increased outsourcing to developing countries of manufacturing activities has tended to reduce employment in the sectors concerned in advanced economies.72
55. The job creation potential for young people can be significant in global supply chains. For example, in the United Kingdom, the Department for International Development’s Trade in Global Value Chains Initiative worked alongside a UK supermarket to create a youth development programme, which successfully increased the employment opportunities of young people in the South African horticulture industry through training in vocational skills.73
56. While less sectoral-level data is available for those employed or engaged in global supply chains in food and agriculture than for other sectors, table 2.1 compiles estimates of the number of wage workers and smallholders participating in horticulture linked to global supply chains in selected African countries. In these examples, women represent over half of the workforce. Moreover, the number of indirect beneficiaries or dependants indicates the importance of global supply chains in supporting wider livelihoods.
Table 2.1. Estimated number of workers and smallholders in global supply chains in horticulture in selected African countries
Country/product | Smallholders | Wage workers | Estimates of female labour force (%) | Indirect/dependants |
---|---|---|---|---|
South Africa fruit | n.a. | 400 000 *** | 53 | 2 000 000 |
Kenya flowers and fresh fruit and vegetables | 220 000 * | 70 000–90 000 ** | 75 | 2 000 000 |
Uganda floriculture | n.a. | 7 000 | 65–75 | 35 000 |
n.a. = data not available. Notes: * Fresh vegetables for export (2009). ** Mainly flowers for export (2010). *** Fruit only: Deciduous, citrus, grapes, sub-tropical (2011). Source: S. Barrientos: “Gender and global value chains: Challenges of economic and social upgrading in agri-food”, Robert Schuman Centre for Advanced Studies (Florence, European University Institute, 2014). |
57. The quality of employment in global supply chains is difficult to measure. Aside from case study evidence, it is difficult to find data on the range of indicators that would help to compare the quality of employment in global supply chains with that of other employment. Detailed and comparable cross-country data is lacking, in part due to different statistical definitions used in national surveys.74 Moreover, as data sources are national, but global supply chains operate internationally, it is often hard to establish a clear link.
58. Available data suggests that participation in global supply chains does not seem to significantly impact worker wages, although it is associated with higher productivity.75 A shift in demand towards highly skilled employees in a lead firm due to offshoring and outsourcing of low-skill tasks could theoretically impact the ratio of the average hourly wage of highly skilled workers to that of low-skilled workers, known as the “skill premium”. In overall terms, participation in global supply chains does not seem to impact the skill premium either. Empirical results show little variation in the skill premium, with the exception of a few sectors, such as textiles.
59. While reliable data on wage levels for workers engaged in global supply chains is inconclusive as to the existence of low wages, it nevertheless remains a source of concern.76 In many enterprises, women are paid at the low end of the scale, pay systems lack transparency, wage structures do not reward skills, or productivity gains are not shared with workers.77 In addition, women often receive no sick leave or maternity leave.78
60. Low prices paid to suppliers create pressure down the supply chain to reduce costs, which may lead to downward pressure on wages.79 Suppliers and workers at the bottom of the chain often receive an extremely small share of the retail price. By way of example, the estimated labour costs for one conventional T-shirt from Asia is around 20 euro cents, regardless of the retail price.80 Furthermore, for each box of tea sold in the United Kingdom for £1.60, a tea picker is expected to make just £0.01.81 Similarly, for each conventional banana from Ecuador sold at 12p in a UK supermarket, a plantation or farm worker will receive only 0.75p.82
61. In response to workers’ demands for higher wages and better working conditions in supply chains, some brands and retailers have included “living wages” or “fair wages” in their codes of conduct. However, different studies suggest that such initiatives have had only modest effects.83
62. In the textile and garment sector, statutory minimum wages are often low in supplying countries and sometimes do not fulfil the needs of workers and their families.84 This contributes to excessive overtime work, which in turn raises concerns about occupational safety and health and work–life balance. However, if pay systems allow for skills and productivity gains to be shared with workers, skills upgrading and on-the-job training can lead to higher wages.
63. Working time is a key issue for some global supply chains. Excessive working hours with extensive overtime is a major concern, with working 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). Many private codes of conduct set a much higher limit at 60 hours per week.85 A recent study of working hours in Chinese and Thai supply chain factories producing football products found that 48 per cent of the factory workers were working more than 60 hours per week.86 In addition, a lack of adequate rest periods and paid annual leave is also a common issue; the same study also found that 25 per cent of workers in the factories analysed did not receive at least one day off in every seven-day period.87
64. A range of different factors drives these excessively long hours. In particular, there is an increasing body of evidence that shorter lead times owing to the use of just-in-time or lean production systems, seasonal demand and volatile sourcing contracts are among the key factors driving excessive and often inadequately compensated overtime in global supply chains.88
65. Wages and working time are also affected by the terms of purchasing between the buyer and its suppliers, which often reflect 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 variable at the end of the supply chain,89 with competitive pressures leading to lower wages and longer working hours.90
66. Suppliers may respond to external pressures and unpredictable production schedules through the use of non-standard forms of employment to ensure that demand is met.91 Such forms of employment that fall outside of the realm of standard work arrangements have grown in many global supply chains.92 Demand is often met and flexibility increased through various means, including greater use of part-time, temporary, casual and zero-hour contracts. In general, enterprises use non-standard workers for three reasons: (a) quantity flexibility: the ability to bring workers in on short notice to help the organization deal with seasonal demand93 or to deal with fluctuations in production cycles;94 (b) functional flexibility: the ability to move workers easily between different types of tasks; and (c) pay flexibility: the ability to vary remuneration.
67. Labour-force flexibility in global supply chains can also be increased through the use of third-party labour intermediaries or labour contractors/brokers. This is associated with what is sometimes termed a “triangular employment relationship”, where the legal employer is separate from the entity for whom the work is carried out.95 Intermediaries may be formally registered companies that provide temporary staffing services or more informal or quasi-registered labour contractors. There is no reliable data on the extent of their use. A “cascade” system sometimes operates among informal labour contractors, whereby contractors use workers provided by or sourced through other contractors or intermediaries. Labour abuses, including forced labour, may occur at the lower subcontracted tiers of global supply chains via unethical labour contractors with links to human traffickers – providing one of the channels for “modern-day slavery” in the global economy.96
68. While the use of non-standard forms of employment has contributed to increasing labour market participation, there is evidence that the workers affected more frequently lack labour protection in law and/or practice.97 The use of non-standard forms of employment presents significant regulatory challenges. Employers may choose not to comply with protective labour legislation owing to the precarious nature of their orders. The labour inspectorate may face difficulty in enforcing the application of laws, especially in work outsourced to homeworkers, informal labour contractors or in the challenging specificities of rural work.98 In addition, these workers may experience difficulty in joining trade unions or in acquiring coverage by collective bargaining agreements.
69. One example is a major home furnishing company’s global supply chain for rattan, which involves subcontracting of rattan furniture weaving to homeworkers. The company has contracts with supplier companies, which then subcontract the rattan weaving to sub-suppliers that employ workers who work either in small weaving centres or in their own homes. Potential suppliers must meet the company’s standards – which are based on the ILO’s fundamental Conventions – prior to entering into a business relationship with the company. These standards apply to sub-suppliers in the rattan industry and cover weaving centre workers, but homeworkers are not covered by several regulations in the code of conduct. Thus, while the standards have positively impacted the working arrangements and conditions of weaving centre workers hired by sub-suppliers, they do less to address the decent work challenges faced by homeworkers.99
70. Social protection is important not only for individual workers and their families but also for communities as a whole. Field research by the ILO in a number of countries reveals that permanent workers in formal plantations, which are often linked to global supply chains, usually enjoy a certain level of social protection. However, this may not be the case for casual workers. Female casual workers run the risk of losing income during pregnancy or maternity leave. In general, workers in smallholder farms, which account for a significant proportion of global palm oil production, also lack access to social security.100
71. Downward pressures on labour protection may affect even sectors with more sophisticated technology and skilled labour, such as the animation and creative industry sectors.101 Much of the labour in the Japanese animation and visual effects industry is comprised of young people who are engaged in project-based work. When deadlines approach, the flexibility required of production leads to increased use of freelance workers, long working hours on irregular schedules with low wages, and weakened job security.102 Animation studios can supplement their labour requirements at little expense by using unpaid interns seeking to gain work experience.103 Some animators have reportedly left the industry as a result of excessive working time and low salaries; where their jobs do not provide social protection, they have relied instead on national health insurance.104
72. One example where a shift towards casual labour has occurred as a result of buyer pressure on producers to deliver just in time and to reduce prices is the banana industry. A case was reported where banana producers repeatedly hired workers on short-term contracts, taking advantage of a probationary period at the start of contracts that exempted them from providing those workers with social security, annual leave or other social welfare benefits. In addition to the impact on social protection, such practices also have implications for the enabling rights of workers, such as the right to collective bargaining. Casualization of the labour force impedes collective bargaining by limiting the number of workers eligible to join a trade union.105
73. Furthermore, the economic environment in which social dialogue occurs has changed dramatically in recent decades. Improved capital mobility, stiffer competition amid globalization, labour market reforms, less redistributive tax and social systems, and declining unionization are among the factors that have contributed to a decline in workers’ bargaining power.106 Workers’ representatives may lack the leverage and organization needed to participate in social dialogue, particularly when they are engaged in the supply chain as casual, temporary or home-based workers. Collective agreements have been weakened by a number of trends, including subcontracting and informal work. Global supply chains have also made it more complex for employers’ organizations to represent their members and respond to their expectations.107
74. A fundamental role in linking firms within global supply chains is played by the cross-border freight transport sector.108 The fragmentation of the industry presents a particular set of challenges, as subcontracted truck owner-operators and SMEs constitute the majority of the freight transport industry in most countries. They often absorb the costs of ownership and maintenance and other vehicle operating costs, but may not be able to participate in social dialogue because of asymmetrical bargaining power. In addition, pressure from supply chain entities may be an underlying cause of transport workers adopting riskier and unsafe driving practices.109 A recent survey within large logistics companies and international buyers found that there is an incipient interest in implementing initiatives that monitor and address decent work challenges for subcontracted truck drivers.110
75. In both developed and developing countries, migrant workers are often found in non-standard forms of employment.111 Employers and migrant workers alike can benefit considerably from temporary and flexible work arrangements in global supply chains.112 However, when it comes to the effective protection of labour rights for migrant workers in global supply chains, enforcement gaps and fragmentation of norms, policy initiatives and responsibilities of the actors involved can pose major challenges and may lead to violations.113 A large number of migrant workers experience difficult working conditions, particularly if they are in an irregular situation and in the informal economy. In many cases, women migrant workers are particularly affected by low wages, long working hours and a lack of rest and annual leave. Organizing strategies for supply chains have recently evolved to design solutions to serious problems with working conditions in global labour supply chains that involve recruiters and a wide network of subcontractors and other agents.114
76. The increasing cross-border flows of workers have also resulted in a greater risk of forced labour and trafficking in persons. While most companies proactively avoid illegal employment practices, there is a risk that they may become associated with forced labour through business links to contractors and suppliers who may conceal unlawful practices.
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77. As presented in Chapter 2, global supply chains can offer opportunities for inclusive development for supplier firms, workers and host countries, but they can also pose challenges to both long-term economic growth and to decent work outcomes. “Upgrading” is a term applied to the process through which actors in global supply chains can reap the benefits of their participation in global markets and attain decent work.1 This chapter explores two forms of upgrading in global supply chains: economic and social.2 Economic upgrading is the process of suppliers moving to higher value activities in global supply chains. Social upgrading is the process of achieving decent work in global supply chains. To achieve decent work and desired developmental outcomes social upgrading must accompany economic upgrading.
3.1.Economic upgrading
78. Economic upgrading is the process through which enterprises and workers move from low-value to relatively high-value activities in global supply chains.3 Economic upgrading can be analysed using available country-level export and price data as indicators. Using in-depth enterprise or sectoral research and data, it can be broken down into process, product, functional and chain upgrading (see box 3.1). Each type has different implications for skills development and jobs.
Source: J. Humphrey and H. Schmitz: How does insertion in global value chains affect upgrading in industrial clusters?, Regional Studies, 36 (2002, Issue 9), pp. 1017–1027; Barrientos, Gereffi and Rossi: “Economic and social upgrading in global production networks”, op. cit.
79. Global supply chains create opportunities in terms of technological learning and transfer of know-how from lead firms to their suppliers, allowing them to expand their capabilities.4 Many countries and enterprises have engaged in different types of economic upgrading and in different sectors.
80. Many countries in Asia, such as China, Indonesia, Malaysia and Viet Nam, increased their access to the garden furniture market in the United Kingdom through process upgrading, by adopting process-oriented strategies to produce higher volumes at a lower price. The furniture industry is labour-intensive, which makes process upgrading a particularly advantageous strategy. Hence Chinese and Vietnamese furniture producers have invested in the use of computerized numerical control machinery to enable higher quality in the mass production of furniture.5
81. Shifting into higher-value-added products within light manufacturing is often given as an example of product upgrading. For example, an apparel supplier firm may shift from T-shirts and underwear to high-tech sports jackets or suits.6 In the tourism sector, companies in developing countries may upgrade by linking with a multinational hotel brand to build or acquire a local hotel property (given the scale of some MNE hotel portfolios containing over 6,000 hotels and 150,000 employees in nearly 100 countries).7 Companies may also develop domestically owned and managed luxury hotel brands, as in India.8
82. Process and product upgrading are frequently interrelated. For example, international certification schemes such as the “Good Delivery List” of the London Bullion Market Association involve a rigorous technical assessment of participating gold refining companies and improvement plan of casting, refining and assaying processes and at the same time aim to raise the quality and value of the gold product itself.9
83. The electronics global supply chain illustrates functional upgrading in the case of first-tier suppliers that have developed productive capabilities and extended their expertise in assembly and testing of parts and final products and in supply chain management, and are increasingly providing design services for customer firms as their path to functional upgrading.10 These contract manufacturers coordinate their own vast global supply chains by purchasing and sourcing parts and components from a large group of suppliers.11 As of 2012, global electronics lead firms had consolidated the outsourcing of up to 80 per cent of production to only five contract manufacturers.12 Contract manufacturers also invest in innovation to improve the services they offer to branded firms, for example through the use of 3D printing technology to develop product prototypes designed for branded firms.13
84. Global sourcing enabled chain upgrading in the Indian automotive industry, where a large domestic auto component manufacturer upgraded its product line and expanded production facilities internationally. An Indian company acquired a radiator caps factory in Liverpool in the United Kingdom, relocated it to India and enabled a shift from manufacturing automotive fasteners to producing industrial products for automotive and other industrial customers.14
Source: Adapted from Baldwin, op. cit.
The “smiling curve”, above, illustrates how value creation differs among the different activities involved in the creation of a given product or service.1 With some exceptions, the greatest value creation is concentrated in pre-production and post-production activities related to research and development and services, while assembly and production have a lower share of value added.2 Concentration of labour-intensive activities in low-wage countries has decreased the value of these activities in the supply chain.3 Commoditization and technology transfer drive down the cost of offshored tasks further. As a result, developed countries tend to be concentrated in higher-value activities, while developing countries tend to be concentrated in lower-value and labour-intensive activities.4 However, some firms and countries have been able to move into industries and activities that create more value added.
Much of the trade in global supply chains is not global but intra-industry and intra-regional.5 For instance, about half of East Asian manufactured goods exports go to other East Asian countries.6
1The “smiling curve” was first used by Acer’s founder Stan Shih in 1992 to show the problems of IT manufacturers in Taipei, Taiwan, China, that were then specialized in low-value manufacturing activities. 2In “Where is the value created and captured in manufacturing firms? Case Precision Machinery Product” (The Research Institute of the Finnish Economy (ETLA) Brief No. 9, 2013), Seppälä and Kenney show that production activities still contribute to a large extent to value creation of certain products in the precision metal industry. 3Baldwin, op. cit. 4OECD: Interconnected economies, op. cit. 5ibid. 6 Baldwin, op. cit.
3.2.Social upgrading
85. The potential for global supply chains to lead to inclusive development is increased when economic and social upgrading are combined, allowing suppliers to move into higher-value-added production while ensuring decent work.
86. In this report, social upgrading is defined as the gradual process leading to decent work in global supply chains. The concept of social upgrading is aligned to the four “inseparable, interrelated and mutually supportive”15 strategic objectives of the ILO Decent Work Agenda: employment, social protection, social dialogue and rights at work, alongside gender equality and non-discrimination as cross-cutting objectives.
87. Social upgrading is a new concept to the ILO. However, it is widely used in leading academic literature on global supply chains and in other UN organizations16 to counterbalance the predominant focus on economic upgrading alone.17 Social upgrading concerns the qualitative aspects of employment. It does not condone the violation of applicable national laws and international labour standards, including fundamental principles and rights at work, which must be respected everywhere, at all times and under all circumstances. The Social Justice Declaration explicitly states that the violation of fundamental principles and rights at work cannot be invoked or otherwise used as a legitimate comparative advantage and that labour standards should not be used for protectionist trade purposes. Social upgrading reflects the concept that the ultimate objective of decent work cannot be attained until the four inseparable, interrelated and mutually supportive dimensions of decent work have been realized.
88. International labour standards aim to promote opportunities for women and men to obtain decent and productive work, in conditions of freedom, equity, security and dignity. In today’s globalized economy, international labour standards are an essential component of the international framework to ensure that the growth of the global economy provides benefits to all. The ILO Declaration on Fundamental Principles and Rights at Work commits member States to respect and promote principles and rights in four categories, regardless of whether they have ratified the relevant Conventions, namely: freedom of association and the effective recognition of the right to collective bargaining; the elimination of discrimination in respect of employment and occupation; the elimination of forced or compulsory labour; and the abolition of child labour.
89. Challenges for social upgrading exist with respect to all four fundamental rights. Risks relating to freedom of association in global supply chains include active opposition, restrictive legislation and “triangular” employment relationships.18 While corporate social responsibility (CSR) could promote the principles of freedom of association and collective bargaining in global supply chains, there have been significant flaws in social monitoring.19 Social auditors are generally not adequately trained on this technical area, nor can the quality of industrial relations be measured by purely quantitative indicators.20 Instances of discrimination are also prevalent in some suppliers and contractors, including discrimination based on national origin, gender, sexual orientation and reproductive status.21
90. Child labourers have been found in all tiers of global supply chains and across many sectors, including agriculture, manufacturing and retail. When child labour in the manufacturing of soccer balls in Sialkot, Pakistan, was exposed, companies were concerned that the negative publicity could damage the lead firm’s brand image. With pressure and support from external stakeholders, NGOs and the ILO, the companies implemented programmes to address the problem and alleviate the root causes of child labour.22 Yet although there have been some highly publicized cases of success, forced labour and child labour remain a problem, particularly in portions of supply chains linked to the informal economy.
3.3.Link between economic and social upgrading
91. There is strong evidence that economic upgrading may lead to social upgrading, yet this link is not automatic.23 Patterns of economic and social upgrading vary considerably across sectors and global supply chains. At times, economic upgrading may occur without social upgrading.24 It is also possible that social upgrading will produce mixed outcomes, where some workers will experience social upgrading while others experience social downgrading.25
92. While economic upgrading in global supply chains is often seen as an element in industrial development strategy,26 limited attention is paid to whether social upgrading outcomes are generated as a result. The emergence of contract manufacturers in the electronics global supply chain is viewed as the embodiment of functional upgrading. However, the working conditions, hours and production pressures for workers, including migrant labourers, in this supply chain have, in some cases, led to riots, strikes and even suicides by workers in various production sites in recent years.27
93. One example of economic upgrading that has not been matched by social upgrading is the seafood global supply chain, in which lead firms outsource simple fish processing (such as deheading, gutting and peeling). Thailand has become an important processing country for seafood products from both domestic and imported raw materials that meet strict sanitary and hygiene standards for international trade. Thailand’s long-standing food safety record has earned it a comparative advantage over other seafood exporting countries. This upgrading has been achieved by investments in processing higher-value products (such as canned tuna) and cold storage, packaging and branding.28 However, such economic upgrading has been accompanied by the serious undermining of labour rights, particularly for migrant workers. Numerous reports reveal a range of exploitative and abusive practices, including child labour and forced labour, throughout the supply chain, also on long-haul vessels.29 The Good Labour Practices initiative promoted by the ILO is an effort to encourage social upgrading in the Thai seafood sector, through the establishment of industry labour guidelines with a supportive training programme on good labour practices and a multipartite forum for social dialogue.
94. Collective bargaining is one means of ensuring that wage and productivity growth go hand in hand. From a worker’s perspective, an employer’s commitment to good faith collective bargaining represents a guarantee that the distribution of any productivity gains will be the subject of negotiation. From an employer’s perspective, collective bargaining provides an incentive to invest in the development of new industrial techniques and forms of organization that will increase efficiency and productivity. By creating a link between economic upgrading and social upgrading, collective bargaining not only gives workers an incentive to cooperate with organizational change and development in the knowledge that the gains will be fairly distributed, but also supplies a voice mechanism that, among other positive effects, can enhance communication, reduce staff turnover and improve productivity.30
95. While the effective recognition of the right to collective bargaining is both a fundamental workers’ right and an enabling right – and can forge a link between economic and social upgrading – there are significant challenges in realizing this right in practice. First, the full realization of the fundamental rights in many export-producing countries remains a challenge and the ILO supervisory system continues to examine allegations of severe trade union repression.31 Second, coverage by collective bargaining agreements tends to be low across all industrial sectors.32 Third, industrial relations often tend to be adversarial and the capacity of the social partners may be weak. The result can be endemic industrial conflict. Reliable statistics are difficult to find, but academic researchers have cited evidence that the incidence of industrial conflict is rising in several countries.33 Finally, the purchasing practices between buyers and suppliers and intense competition between firms at the end of supply chains place limits on how much value is available for distribution through collective bargaining.
96. Despite these challenges, unions and employers (or employers’ organizations) have adopted innovative practices and signed collective agreements at different levels, depending on the prevailing industrial relations system. Examples in the clothing and textile sector include the highly inclusive sectoral agreements in South Africa and Jordan, and enterprise agreements in Indonesia. These provide for wages above the legal minimum (or, in the case of South Africa, establish that floor).
97. Skills development can assist countries, enterprises and workers in upgrading their position in the global supply chain. Skills upgrading and knowledge transfer can also facilitate the participation of developing countries in global supply chains by enabling them to meet standards of production required by lead firms in developed countries.
98. In the Chilean horticulture industry, skills development helped the industry to benefit from cultivation as well as processing. To meet the requirements for safety and quality, the Government of Chile and the private sector initiated training and skill certification programmes for thousands of workers, which enabled the industry to expand and remain competitive globally.34
99. The development of offshore services, such as the call centre industry in the Philippines, illustrates how economic upgrading can lead to the creation of jobs through knowledge transfer. The offshore service industry often requires high standards and specific knowledge for activities such as pharmaceutical research and development, industrial engineering or medical transcription. Consequently, knowledge transfer is both a key requirement for, and a result of, the development of that sector. In order to meet quality requirements, companies may provide job-specific or certification training.35
100. Government policy and trade union activity can lead to upgrading, resulting in higher productivity, improved wages and better working conditions. From the 1980s to the 2000s, the Government of Singapore designed policies to assist firms in moving out of low-waged electronics production and to shift low-end work, such as the assembly of hard drives, to Malaysia in order to retain non-labour-intensive and service-related activities such as engineering in Singapore. One reason behind the high standards of working conditions in the Singaporean electronics industry is the strong trade union presence, which has facilitated social dialogue and collective bargaining.36
101. Economic upgrading combined with effective labour laws and enforcement can lead to social upgrading. For example, over the past 20 years Peru has experienced a huge transformation in the agricultural sector, characterized by a boom in non-traditional products such as asparagus, grapes and citrus fruits. The growth rate of this modern agricultural sector in the past 15 years has been almost 7 per cent annually, providing thousands of new jobs, primarily in the rural economy where unemployment was high. A specific labour law was created to enable workers with temporary contracts to be employed formally, ensuring health care, pensions and other benefits. Between 2000 and 2010, salaries increased by more than 40 per cent, exceeding the national minimum wage. The booming agribusiness sector has also encouraged the participation of women in the labour market, the majority of whom are now working in packing plants, where salaries are usually higher than on plantations.37
102. Economic and social upgrading can also be facilitated by enterprises. The ILO has significant experience in promoting economic and social upgrading through the Sustaining Competitive and Responsible Enterprises Programme (SCORE). The programme provides practical training and in-factory consulting to improve productivity and working conditions in SMEs, including those engaged in global supply chains. The results of the programme demonstrate that half of the 8,000 SMEs trained reported cost savings alongside improved working conditions. In particular, the programme is effective at reducing absenteeism, occupational accidents and defects.
103. In Costa Rica, the growth of the export-oriented medical device industry created approximately 17,500 jobs between 2000 and 2015. Due to the required skills, firms took a more proactive approach to the retention of human capital. This translated not only into improved wages, but also to increased job security, with over 90 per cent of employees hired on permanent contracts by 2012. The global regulation38 of the sector has also contributed to a culture of health and safety and improved working conditions.39
104. In Peru, economic upgrading in a high-altitude gold mine through the extension of the local electricity grid led to the introduction of pneumatic drills and small electric mills to replace hammers and traditional leg-driven rock grinders. However, although this upgrading reduced physical effort by manual workers and led to a surge in gold production, it did not improve the existing negative social and environmental consequences of production, including poor health and safety conditions, and mercury pollution of the nearby glacier and water supplies.40
105. There are also examples of mixed decent work outcomes, where only some workers have benefited from economic upgrading. The ready-made garments industry has surged in many Asian countries, most notably in Bangladesh, in the post-quota system.41 Often this has resulted in significant functional upgrading as companies moved from “cut, make and trim” production into own-equipment manufacturing, thereby offering a wider range of production capabilities, including design, warehousing and sourcing of inputs (such as fabric or dyeing).42 Although millions of women have benefited from access to wage employment, the industry has been also characterized by low wages and hazardous working conditions, culminating in tragic industrial accidents involving factory fires, and most notably the Rana Plaza building collapse in 2013.
106. Workers in the same workplace may have different conditions, depending on their position and gender, the conditions of the supplier firm’s participation in the global supply chain and the types of economic upgrading opportunities. For example, skills upgrading resulting from process upgrading (such as higher levels of innovation intensity, technological intensity, and research and development) led to higher wages in electronics supplier firms in the Republic of Korea, Malaysia, Taiwan (China) and Thailand. However, those higher wages were limited to workers in higher-skilled management and engineering positions, which normally constitute only a small percentage of the overall workforce in the electronics industry.43 In the apparel sector in Morocco, regular workers benefited from their firms’ functional upgrading through higher wages, social security coverage and regular hours; however, irregular workers in the same factories often experienced social downgrading.44
107. There are also notable examples in which social upgrading has actually driven economic upgrading. In the apparel sector, the Better Work programme, a partnership between the ILO and the International Finance Corporation (IFC), has attracted buyers and investors by improving compliance with labour laws and workers’ rights. This provides a reputation advantage to buyers and brands in a highly competitive global supply chain. In Viet Nam, the apparel sector has experienced dramatic export growth with increasing integration in the global economy since the 1990s, paired with restructuring and upgrading in production processes, capabilities and backward linkages.45 Compliance with national labour legislation has been increasing since the establishment of Better Work Viet Nam in 2009, and important steps towards greater freedom of association have been made with the establishment of factory-level bipartite committees in which worker representatives are freely elected.46 Furthermore, there is evidence that Vietnamese garment factories with higher labour standard compliance also have higher labour productivity, which translates into higher wages for workers and increased profits for firms.47
108. In Jordan, a high percentage of the workforce in the apparel sector was international migrants and the sector was prone to serious labour violations.48 Since the establishment of Better Work Jordan in 2008, instances of forced labour, such as the withholding of passports, have been drastically curbed, and compliance with standards related to occupational safety and health (OSH), contracting procedures and compensation have consistently increased.49 In 2012, for instance, 94 per cent of workers in Jordan were in control of their own passport, as opposed to 75 per cent in 2010.50 Furthermore, there have been advances in migrants’ rights to freedom of association, enabling them to join trade unions and to bargain collectively, with the introduction of the first industry-wide collective bargaining agreement.51 These developments have been paired with economic upgrading and dramatic growth in the garment industry in Jordan, with Jordanian suppliers increasingly able to manage high-tech full-package production and attract high-value lead firms. This has resulted in a 3 per cent increase in the export unit value.52
109. In Brazil, the cotton industry has introduced several programmes and initiatives focusing on principles for sustainable development, including labour standards, starting in 2005 with the creation of the Social Cotton Institute. In 2010, the Brazilian Cotton Growers’ Association joined the Better Cotton Initiative, which brings together the actors involved in the complex global supply chain for cotton. Due to national and international efforts aimed at combining elements of social and economic upgrading, Brazil has become the largest source of Better Cotton globally.53
110. Cooperatives offer a way for farmers to increase their negotiation power through collective representation and economies of scale. For example, the Oromia Coffee Farmers’ Cooperative Union in Ethiopia comprises more than 300 primary cooperatives and over 288,000 household farmers. As a direct exporter of the coffee produced by its members, the union has increased the producers’ control within the chain and enabled its members to increase their share in the value chain by entering into new product lines, thereby contributing to both social and economic upgrading.54
111. These examples illustrate that social upgrading can accompany or even drive economic upgrading, but that the positive relationship is not automatic. Rather, deliberate interventions are often required. Therefore, there is a clear role and need for governance mechanisms that support and promote integrated and mutually reinforcing economic and social upgrading.
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112. Traditional public governance mechanisms are rooted in national laws and regulations, and prior to the rapid advance of globalization, regulatory institutions developed based on the authority of national governments to govern national markets. Individual companies are required to follow the local laws wherever they operate, even if they contract with lead firms operating globally. With the expansion of global supply chains, an increasing number of suppliers must both comply with local laws and fulfil their contractual obligations to meet order requirements and implement private standards promulgated by lead firms operating globally, which often leads to tensions. However, governments of the countries hosting these new suppliers have sometimes lacked the institutional capacities to fully regulate labour standards.1
113. One authority has stated that “[t]he rise of an increasingly global economy no longer firmly rooted in nation-states … has led to a governance deficit of considerable magnitude and demand for greater governance”.2 This governance gap complicates workplace compliance and the protection of labour rights. As lead firms coordinate activities throughout their supply chains, they can influence working conditions directly as employers or indirectly through detailed contracts for services or goods. However, the State’s primary duty to enforce national laws and regulate national markets still exists, regardless of the presence of global supply chains in the national economy.
114. The ILO maintains that public governance by state authorities is the foundation of workplace compliance.3 Labour administration, including labour inspection, are core functions of the State.4 Workplace compliance with labour regulation, based on ILO international labour standards and national legislation, is a prerequisite for decent work. Enterprises have the responsibility to comply with those rules in their operations, regardless of whether they are involved with domestic or global supply chains.
115. Public institutions include governmental policies, laws, rules and regulations and enforcement mechanisms. Private institutions include social norms, codes of conduct adopted by businesses, social monitoring, consumer demand for socially responsible production of goods and services, and other non-governmental institutions and social movements.5
4.1.Governance approaches to promoting decent work
116. Many different programmes and structures have evolved to govern particular aspects of global supply chain operations. The governance approaches and initiatives relevant to promoting decent work in global supply chains can be categorized in four types based upon the lead actors in each approach. These forms of governance often overlap and may or may not be complementary.
117. With each of these different types of governance, there is growing recognition that the regulatory space is becoming crowded and confusing. The various layers of governance initiatives may not be coherent or coordinated, which may affect governments’ ability to implement them.8 The governance initiatives should encourage strategic and efficient use of limited public resources, which will be further analysed in this chapter.
118. From a historical perspective, international labour standards may be said to set minimum standards with the goal of fostering the promotion of social justice. International labour standards play an important role in the global economy and within the governance of global supply chains. It is widely acknowledged that the fundamental basis of public policies to create jobs requires respect for workers’ rights, and that policies that extend access to representation and rights would improve transparency, accountability and social cohesion.9 The application of international labour standards across global supply chains has many benefits. And because they are negotiated on a tripartite basis, they embody the most important standards related to the world of work.
119. More specifically in the context of global supply chains, international labour standards reduce the adverse effects of market liberalization and opening up to the global economy. Their ratification can also lead to economic and social upgrading through higher productivity.10 Some international labour standards, such as the fundamental Conventions, are now becoming preconditions for export. The particularly close relationship between fundamental principles and rights at work and global supply chains is also demonstrated in Article 2(e) of the Protocol of 2014 to the Forced Labour Convention, 1930, which makes reference to “due diligence by both the public and private sectors to prevent and respond to risks of forced or compulsory labour”. However, the fundamental Conventions are not the only international labour standards with particular relevance to decent work in global supply chains. Many certification schemes and other forms of private and social governance now refer to a wide range of international labour standards.
120. Public governance describes the State’s duty to enforce national labour laws and regulations and to implement ratified international labour Conventions. This includes labour administration, inspection and enforcement functions, such as dispute resolution and prosecution of violators. Governments promote workplace compliance based on their unique national legal, economic and historical context. The challenges and limitations of traditional public governance in ensuring workplace compliance have been well researched and were discussed in depth during the general discussion on labour administration and inspection at the International Labour Conference in 2011.11 The following sections discuss various forms of public governance that are particularly applicable to global supply chains.
121. Regulating global supply chains is challenging, given that production is fragmented across borders and legal liability is often limited by laws applying to corporations. States have limited jurisdiction to regulate corporate activities that occur outside their national boundaries, under the doctrine of extraterritorial sovereignty. Host States of suppliers must protect the labour rights of workers in their territory. However, when working conditions are influenced by the terms and conditions of contracts negotiated with a foreign lead firm, the host State has no jurisdiction to hold the lead firm accountable. Lack of jurisdiction also restricts the capacity of a home State to regulate the extraterritorial conduct of corporations headquartered within its own jurisdiction.12 The home State may have a significant interest in promoting decent working conditions along global supply chains and ensuring the good conduct of its corporate citizens abroad. Some would argue that this is the State’s responsibility.
122. Extraterritorial jurisdiction complicates private cases where workers seek to enforce their rights either in host States, where their employer may be undercapitalized, or in an MNE’s home State, where the court may not accept jurisdiction in cases involving operations conducted abroad.13 The twin doctrines of separate corporate personality and limited liability allow MNEs to minimize legal liability for corporate wrongdoings by organizing themselves into complex legal structures.14
123. There have been recent legislative initiatives aimed at improving transparency and due diligence in supply chains by lead firms. One example is the California Transparency in Supply Chains Act (2012), which mandates retailers and manufacturers doing business in California who have annual worldwide gross receipts of US$100 million or more to disclose their efforts to eradicate slavery and human trafficking, and to protect basic human rights, along the entire supply chain.15 In the United Kingdom, the Modern Slavery Act (2015) requires companies with annual revenue above £36 million to report on their efforts to combat human trafficking in their supply chains.16 While these, and similar, initiatives seek to encourage the promotion of labour rights throughout global supply chains, it is still too early to determine whether the strategies will lead to sustainable workplace compliance.
124. As an innovative approach towards strengthening compliance with national and international labour standards, UNCTAD has proposed that EPZs could offer labour-related services,17 which could include infrastructure assistance (through labour inspectors, conflict resolution specialists, reporting hotlines and gender focal points, for example) and administrative assistance through capacity building for enhanced labour conditions and social dialogue.18 Furthermore, the ILO has conducted studies into the level and quality of employment in EPZs for over 30 years.19
One issue of growing international concern with important implications for global supply chains concerns broadening the tax base. The Addis Ababa Action Agenda, for example, seeks to “improve the fairness, transparency, efficiency and effectiveness of our tax systems, including by broadening the tax base and continuing efforts to integrate the informal sector into the formal economy in line with country circumstances”. This is with a view to ensuring that “all companies, including multinationals, pay taxes to the Governments of countries where economic activity occurs and value is created, in accordance with national and international laws and policies”.1 This suggests that incentives such as tax exemptions in EPZs would need to be reconsidered alongside exemptions from national labour law and regulations. Tax is particularly important for the promotion of decent work, as tax evasion and avoidance and corruption can be a barrier to investment in social protection, labour administration and capacity building for social partners at the local and national levels.
1 United Nations: Outcome document of the Third International Conference on Financing for Development: Addis Ababa Action Agenda, Addis Ababa, 13–16 July 2015.
125. Labour provisions in bilateral or regional trade agreements have become more common.20 Proponents of trade agreements including labour provisions suggest that these instruments hold the potential to improve workers’ rights and promote compliance with labour standards in the workplace.21 The 1994 North American Free Trade Agreement between the United States, Canada and Mexico was the first regional trade agreement to include labour provisions in a parallel agreement, the North American Agreement on Labor Cooperation.22 Its main commitments were restricted to enforcing the existent labour laws of the parties and striving to improve labour standards related to the fundamental principles and rights at work, minimum working conditions and migrant rights.23 Recent trade agreements of the EU, United States and Canada require the parties to refrain from lowering labour standards to encourage trade or investment. They also make reference to the ILO 1998 Declaration on Fundamental Principles and Rights at Work and its Follow-up as a baseline, and establish a dispute settlement mechanism to resolve matters arising from the labour provisions.24 For example, the Trans-Pacific Partnership Agreement has a chapter on labour which presents a roadmap for ratification of the Freedom of Association and Protection of the Right to Organise Convention, 1948 (No. 87), and the Right to Organise and Collective Bargaining Convention, 1949 (No. 98).25
126. Labour provisions in trade agreements have in some cases succeeded at the micro level in improving labour compliance in the presence of trade incentives and sustained workplace monitoring. For example, labour provisions in the United States–Cambodia Textile Trade Agreement motivated the garment industry in Cambodia to comply with national law by linking increases in export quotas to respect for labour rights monitored by the ILO. The Better Factories Cambodia project monitored and reported on deficiencies in particular factories, which provided incentives for factory owners to adhere to national legislation and core labour standards.26 Trade agreements could promote decent work in global supply chains through their implementation mechanisms and in combination with other complementary policies, including social dialogue and firm-level monitoring. However, further investigation is required into the long-term sustainability of improvements in rights and working conditions based on labour provisions across trade agreements.
127. Governance of labour in global supply chains can also take place through specific incentives. Positive incentives from international actors rewarding compliance with specific sets of labour and environmental standards can be an instrument to support a path to social upgrading.27
128. Many development finance institutions have put in place labour conditionalities. For example, the IFC has established a set of criteria based on which the corporation ensures the sustainability of its investment and advisory projects. Since 2006, IFC client businesses have been required to comply with a series of eight social and environmental “performance standards” as a contractual condition of financing. These include a “Labor and Working Conditions” standard, which makes explicit reference to the ILO’s eight fundamental Conventions. Client businesses that fail to come into compliance with the performance standards within a certain time frame and after benefiting from a programme of technical assistance negotiated with the IFC will be in breach of contract and will face the possibility of losing their financing.28
129. While there appears to have been no independent assessment of the overall impact of the performance standards system, a recent research project29 uncovered a very small number of cases in which observable change could be linked to the standards. This effect depended on the presence of trade unions that already had the capacity to take effective action on behalf of their members. The unions were able to use the employer’s commitment to respect the performance standards as a lever, for example in winning recognition for bargaining purposes.
130. The inclusion of social provisions in public procurement processes can have a strong effect on workers’ rights and working conditions along global supply chains, due to the size of public spending and strong bargaining power of public administrations.30 Social provisions in public procurement focus mainly on employment, SME development and health aspects.31 However, most social provisions limit the responsibilities to the first-tier contractor. Subcontracting and outsourcing provisions are included in public procurement contracts on an ad hoc basis and generally oblige both contractors and subcontractors to respect the ILO core Conventions, and specifically the prohibition of child labour.32
131. There are many examples of the use of public procurement instruments and initiatives that promote decent work in global supply chains, at the international, national and local levels. The ILO Labour Clauses (Public Contracts) Convention, 1949 (No. 94), is an example of an international instrument that can promote social upgrading in global supply chains through public procurement. The Convention obliges national procurement authorities to include the protection of labour rights in their public tender process. These provisions should guarantee wages, hours of work and other working conditions at least equal to those normally observed for the kind of work in question in the area where the contract is executed.33 Whether the Convention covers the entire supply chain must be considered on a case-by-case basis, depending on the employment of workers in the performance of the public contract in question.34
132. In the EU, a new public procurement Directive addresses the inclusion of social provisions in the technical specifications of the tender.35 The Directive makes it compulsory for contracting authorities to reject abnormally low tenders if the low price is due to non-compliance with EU legislation or international labour standards, particularly the use of child labour.36 Additionally, a contracting authority may exclude a tender if it is aware of labour law violations.37 The Directive establishes minimal requirements to be transposed into national legislation. However, several countries already use social provisions in public procurement.38 European initiatives such as the LANDMARK and Responsibility in Procurement (RESPIRO) projects have promoted the use of public procurement at the local level in Europe to achieve decent work in global supply chains.39
133. In the United States, Executive Order No. 1312640 establishes that federal contractors who supply products on a list published by the Department of Labor41 must certify that they have made a good faith effort to determine whether forced or indentured child labour was used to produce the items listed. If products have been mined, produced or manufactured by forced or indentured child labour, then the contract may be terminated and the contractor suspended from eligibility for federal contracts for a maximum of three years.42
134. In Spain, the local government of Barcelona uses a graduated bidder declaration to guarantee that the production of the textiles procured respects ILO fundamental Conventions. The bidder can choose from several options to demonstrate compliance with social criteria. Bidders can prove that they have SA8000 certification from the Social Accountability Accreditation Services or a specific label of a multi-stakeholder initiative or Fair Wear Foundation, or an alternative label or certificate. Another option is to have an independent external audit. The auditors determine whether there are any breaches of workers’ rights across the supply chain by visiting production sites. Moreover, an intensive market dialogue accompanies the tender process between the local government and the companies to achieve the required standards.43
135. Lead enterprises drive private governance approaches to compliance in domestic and global supply chains. Corporate social responsibility, or CSR, is commonly used as the broader term for enterprises’ voluntarily self-regulating social, environmental or economic issues. Private compliance initiatives (PCIs) are private mechanisms voluntarily established by lead firms or groups of enterprises to monitor compliance with codes of conduct or other specific standards.44 They may include codes of conduct and social auditing, certification initiatives or other self-reporting mechanisms, such as the United Nations Global Compact.45 Many PCIs were established to address concerns raised by unions and civil society. They are more common in industries where international brand image is susceptible to trade union, consumer and NGO pressure. Private governance schemes to promote labour rights are far less common in business-to-business supply chains.
136. Codes of conduct and their related monitoring and implementation programmes are often found in the contractual agreement between the buyer and supplier. Better PCIs and codes incorporate fundamental ILO Conventions and compliance with labour regulation; however, many are less specific. Codes may include a threat of economic sanctions such as the termination of a contract, or other means to ensure compliance.46 However, the scope of punitive actions available to private firms is relatively limited when compared with the regulatory authority of a government. The rise of PCIs has been accompanied by the growth of the social auditing industry to monitor compliance. Private firms may be interested in immediate compliance as part of risk management, whereas public institutions, motivated by broader public policy goals, should design regulatory policy to promote both prevention and enforcement.
137. In 2011, the International Labour Conference concluded that “[l]abour inspection must be a public prerogative and be in accordance with international labour standards” and that “[t]here is a risk that some types of private initiatives could undermine public labour inspection”.47 In 2013, the ILO Meeting of Experts on Labour Inspection and the Role of Private Compliance Initiatives confirmed that there is no clear consensus among social partners on the effectiveness of PCIs.48
138. There are a number of fundamental limitations to the effectiveness of PCIs in ensuring long-term compliance, including the fact that they are often limited to upper-tier suppliers, a lack of coordination with local labour administration, and inadequate accountability. Enterprises choose which issues to address, who is covered and the remedy for violations, thus determining the parameters of their own initiative. Should the priorities of the lead firm change, it could scale back its auditing and capacity building. The multiplicity of codes with varying content causes confusion, and, some have argued, may even undermine productivity. PCIs may make reference to ILO Conventions and instruments, but research has shown that they are weak in ensuring enabling rights, such as freedom of association and collective bargaining and non-discrimination.49 It has been widely acknowledged that lead firms’ CSR initiatives and social auditing have had some success in addressing easily detectable violations of labour standards, such as regulations related to occupational safety and health, payslips and contracts.50 However, even when enabling rights are clearly included in codes, they are difficult to measure and monitor, and private social audits often fail to detect violations of non-discrimination or freedom of association and the right to collective bargaining.51
139. Another concern is that private initiatives lack accountability, since they often do not contain inclusive processes which encourage worker participation or public disclosure of information. Frequently, workers are not involved in the design of the PCI, and may lack an opportunity to validate or comment on reports, or influence decision-making processes.52 When audits take place, non-standard and contract workers are often not consulted, or they are reluctant to raise concerns for fear of losing their jobs.53 Another significant challenge in PCIs is that private auditing usually takes place at the upper-tier suppliers in global supply chains, but much less often in the lower-tier firms, where cases of non-compliance have been documented frequently.54 Another limitation to PCIs is the lack of coordination between purchasing/sourcing departments and the compliance/CSR departments. These parts of the business may have conflicting objectives that are not synchronized by senior management. Businesses may reward managers for fulfilling production targets, without similar incentives or recognition for meeting CSR goals.55
140. The strengths of PCIs lie in their potential to increase capacity for workplace compliance. They embody the recognition that lead firms have some responsibility for labour standards in their supply chains. PCIs provide more potential to invest both financial and human resources in compliance initiatives, as compared to constrained public budgets allocated to labour inspection and administration. Also, many lead firms have extensive in-house expertise and training capacity to ensure that their employees comply with the company code of conduct. The challenge for PCIs is to transfer or share that technical knowledge and professionalism with supplier firms. Private auditing or self-reporting programmes may monitor levels of compliance, but are only the first step towards improving suppliers’ capacity to comply with codes of conduct and national legislation.
141. Better coordination and cooperation, both among lead firms and between lead firms and their contractors at the national level, could lead to better workplace compliance. A study of the footwear, apparel and retail industries confirmed that information sharing and a collaborative approach are central to the success of a PCI.56 Collaboration could include capacity-building strategies such as providing guidelines and training materials, conducting audits jointly and reviewing supplier operations. Moreover, PCIs were more effective in cases where the code was integrated into lead firms’ management structures, complemented by workplace unions and effective enforcement of national laws.57 Moreover, intra-firm relationships emphasizing cooperation, mutual respect and diffusion of good practices promoted more sustainable workplace compliance.58
142. Supply chain management encompasses all the processes and planning coordinated by lead firms to influence and control the operations of their suppliers and subcontractors. PCIs are becoming unavoidable sections of lead firms’ supply chain management systems. A study of Nike’s supply chain management analysed how the firm’s code of conduct influenced workplace compliance and working conditions. The Nike code includes minimum standards regarding the age of workers, occupational safety and health and other working conditions. Each supplier must sign the code and agree to participate in social audits at its workplaces. Whether the audits lead to workplace compliance is dependent upon many external factors. The Nike study found different levels of compliance in different geographical areas, with factories located in Asia scoring lower on average than factories in Africa or the Americas. Furthermore, variations in compliance levels and employment practices were also discovered in suppliers located in the same country, following the same code and sharing other similarities. For example, where Nike’s own staff had engaged directly with the suppliers, improvements were more pronounced.59
143. Supply chain management can address specific problems, such as sexual harassment by male workers, supervisors and managers. A major clothing, footwear and textiles retailing group in South Africa identified sexual harassment as a concern for its women workers. In collaboration with the trade unions, the company developed a campaign to eradicate sexual harassment in the workplace. The sexual harassment policy was updated and mainstreamed within staff induction programmes, involving capacity-building interventions for staff and management, and a dedicated toll-free telephone number for staff to report incidents was established. The evaluation of the programme has shown a significant reduction in the number of complaints of sexual harassment in the workplace, and an increase in confidence of the young women working in the company as a direct result of the project. The company’s sexual harassment policy applies to all of its branches in South Africa and eight other countries. The programme in South Africa involves trade unions as a core implementing partner; however, in other countries, unions are less involved.60
144. The diversity of local economic and legal contexts and types of suppliers further complicates supply chain management, for both lead firms and suppliers. For industries that primarily use flexible, short-term contracts, such unpredictability could make monitoring compliance and enforcing changes in employment practices a bad investment for lead firms. For suppliers, this unpredictability of the future of its business relationship with the lead firm is a disincentive to investing in systems for compliance with different codes of conduct for contracts with different buyers. Additionally, different PCIs may not be coordinated at the sectoral or national level.61 The different codes of conduct may overlap and include conflicting provisions, making it challenging and costly for suppliers to satisfy all the standards set by different buyers, especially if local legislation is not consistent with the core international labour standards.62
145. In response to many of these challenges, PCIs have evolved. Initially, they followed a policing approach, where suppliers were punished for not adhering to a code of conduct. The focus was on social audits. However, they were proven to be ineffective in measuring adherence to the codes and often found the same problem repeatedly. Following this phase, a greater focus was placed on capacity building and training of suppliers to correct the root problems. Approaches to PCIs are now entering a new phase that recognizes the need for more general management training and productivity improvements, while supporting the capacity of national governments to establish a conducive operating environment.63
146. In response to the shortcomings of a unilateral and disjointed approach, several sectoral initiatives have emerged that bring together key lead firms in a given global supply chain to establish fairer competition. Non-compliance by a few individual companies in one sector could damage the reputation of the whole industry, and could undercut those companies that do fulfil their legal obligations. For example, in the chemicals global supply chain, Together for Sustainability is an industry-led initiative, launched in 2011. Its logic is to use supply chain dynamics and the collective actions of a critical mass of chemical producers and brands to improve working conditions among companies, such as distributors and SMEs, that are less exposed to public pressure or lack capacity, thereby raising standards across the entire chemicals global supply chain. Member companies agree to undergo an independent audit, and the results are shared with other members, who also agree to exchange information to promote best practices and manage risks. Suppliers of member companies are also required to undergo an audit, the results of which are distributed among other members in order to reduce duplication. Suppliers that do not fulfil the audit and assessment criteria are expected to demonstrate improvements over time in accordance with a corrective action plan.64 However, the suppliers receive prior notification of audits conducted under the scheme. Moreover, while the scheme claims to encourage member companies to engage in dialogue with stakeholders, the extent to which this includes workers and their representatives is unclear.
147. Similarly, the Electronic Industry Citizenship Coalition has developed a code of conduct,65 which references international labour standards. Labour provisions cover the prohibition of forced labour and child labour, occupational safety and health, freedom of association and collective bargaining (in conformance with local law), non-discrimination, humane treatment, wages and benefits, and working hours (a workweek should not exceed 60 hours). Although firms that adopt the code “must regard the Code as a total supply chain initiative”, requirements apply to first- and second-tier firms only. The implementation process involves risk assessment tools, self-assessment questionnaires and reporting to all Coalition members in customer–supplier relationships.66 The updated code, which came into effect on 1 January 2016, states that “[w]orkers shall not be required to pay employers’ or agents’ recruitment fees or other related fees for their employment”. Already in 2014, an American electronics company banned the use of recruitment agencies when hiring foreign workers and banned recruitment fees for all workers in its global supply chains.67
148. Social labelling programmes, such as Fairtrade International, operate as verification systems for enterprise social performance by using a highly visible means of communication: a physical label about the social conditions surrounding the production of a product or rendering of a service.68 The abovementioned concerns about the quality of auditing also apply, but nonetheless there has been considerable growth in the use of such programmes.
Fairtrade International provides a label for products that have met specific social, environmental and economic production and trade standards. Auditing of compliance is carried out separately by FLOCERT, which certifies over 20 different products, including bananas, tea, sugar, cocoa, coffee, cotton, cut flowers and soccer balls.1 One set of standards applies to smallholder farmers’ groups, and traders who guarantee a minimum price plus a Fairtrade premium. Another set of standards applies to workers with employers who pay decent wages, guarantee the right to belong to a trade union, and ensure safety and health and adequate housing.2 Some authorities consider that Fairtrade certification can be an effective tool for improving incomes3 and empowering producers,4 increasing the level of their participation in producer organizations,5 particularly the participation of women.6
The Fairtrade approach is being extended to a wide range of industries. For example, the Alliance for Responsible Mining is a miners’ initiative established in 2004. Together with its partners, it has developed and tested a Fairmined standard for gold and associated precious metals in the artisanal mining sector,7 which is modelled on the Fairtrade system for agriculture. The certification requirements define “responsible artisanal and small-scale mining” as involving “decent work in line with the ILO fundamental principles and rights”.8 The standard addresses some of the most serious social and environmental problems in the artisanal and small-scale gold mining sector, including child labour, forced labour, the use of mercury and cyanide, occupational safety and health and social protection. The certification system is intended to shorten the supply chain so that artisanal miners can sell directly to jewellers, thus securing a higher price for their gold.
1Fairtrade International: Monitoring the scope and benefits of Fairtrade, sixth edition, 2014. 2idem: Fairtrade standard for hired labour (2014). 3E. Arnould, A. Plastina and D. Ball: “Does fair trade deliver on its core value proposition? Effects on income, educational attainment, and health in three countries”, in Journal of Public Policy & Marketing (2009, Vol. 28, No. 2), pp. 186–201. 4K. Utting: “Assessing the impact of Fair Trade coffee: Towards an integrative framework”, in Journal of Business Ethics (2009, Vol. 86, No. S1), pp. 127–149. 5L.T. Raynolds, D. Murray and P.L. Taylor: “Fair Trade coffee: Building producer capacity via global networks”, in Journal of International Development (2004, Vol. 16(8)), pp. 1109–1121. 6S.D. Elder, H. Zerriffi and P. Le Billon: “Effects of Fair Trade Certification on social capital: The case of Rwandan coffee producers”, in World Development Report 2012 (Vol. 40, No. 11), pp. 2355–2367; and T. Basset: “Slim pickings: Fairtrade cotton in West Africa”, in Geoforum (2010, Vol. 41), pp. 44–55. 7Alliance for Responsible Mining/Fairmined: Fairmined standard for gold from artisanal and small-scale mining, including associated precious metals, version 2.0, Apr. 2014. 8ibid., p. 17.
149. Industry-led initiatives and certification and labelling initiatives differ in a number of ways from unilateral, stand-alone PCIs pursued by lead firms in global supply chains. They tend to work towards aligning requirements and standards for multiple business actors and lead firms. In some cases, they are also more inclusive, as they extend consultations and participation to other stakeholders in the global supply chains. However, it can be argued that both unilateral and collective private-sector CSR initiatives do not address the root causes of non-compliance. In some cases, these layers of private governance may undermine rather than reinforce public governance structures.
150. “Social governance” describes the interaction between the social partners at the enterprise, sectoral, national or international levels.69 In social governance, unions, enterprises, employers’ organizations and other civil society organizations engage in a process to define and implement joint governance schemes. Unlike private governance mechanisms, which are unilaterally adopted by enterprises, social governance requires negotiation between workers and the employer. Workers are represented by unions in collective bargaining negotiations at the workplace, sectoral or national levels. Some employers, unions and NGOs have engaged in multi-stakeholder initiatives as a means to formalize collaborative approaches to global supply chain governance. International (or global) framework agreements have been used by MNEs and Global Union federations to improve labour relations in global supply chains.
151. The commitment to social dialogue has been reaffirmed in several ILO instruments, including the 2008 Declaration on Social Justice for a Fair Globalization,70 which recognizes “promoting social dialogue and tripartism as the most appropriate methods for … making labour law and institutions effective, including in respect of the recognition of the employment relationship, the promotion of good industrial relations and the building of effective labour inspection systems”.71
152. The social partners are crucial to the effective implementation and enforcement of national labour laws. Trade unions support labour inspection and dispute resolution by filing claims, representing workers and collaborating with the inspectorate in investigations. Employers’ organizations provide training and assistance to enterprises on their legal responsibilities and effective workplace compliance policies. Social partners can use social governance mechanisms to strengthen public governance mechanisms.
153. Worker representation guarantees a certain degree of accountability, although the level of inclusiveness and transparency may vary. Adequate worker and employer representation can be contentious in global supply chains, as seen in Chapter 3. Inclusiveness may be limited due to the lack of participation of lead firms at the national level and the lack of participation of SMEs at the local level. Such challenges undermine the extent to which social partners can engage in meaningful social dialogue and cooperate to ensure effective workplace compliance in global supply chains.
154. Multi-stakeholder initiatives (MSIs) involve “private and non-governmental stakeholders in negotiating labor, health and safety, and environmental standards, monitoring compliance with these standards, and establishing mechanisms of certification and labeling that provide incentives for firms to meet these standards”.72 MSIs have developed in many supply chains for consumer goods, such as apparel and horticulture, and extractive industries, such as diamonds and gold.
155. One example of an MSI is the International Cocoa Initiative, whose aims are “to oversee and sustain efforts to eliminate the worst forms of child labor and forced labor in the growing and processing of cocoa beans and their derivative products”.73 The ILO serves as an adviser to the Initiative’s activities to improve the lives of children by supporting child-centred community development and responsible supply chain management throughout the cocoa sector.74 Established in 2002, the programme has been implemented in Côte d’Ivoire and Ghana. In 2010, despite reaching only a small percentage of the population in both countries, the Initiative had achieved encouraging results, by increasing awareness and reducing dangerous practices.75 However, it has also been accused of “greenwashing”: of including NGOs and trade unions of relatively lower status to give a superficial environmentally friendly appearance to MNEs that are actually making no real change towards sustainability.76
156. Ethical Trading Initiatives are separate multi-stakeholder initiatives based in Denmark, Norway and the United Kingdom, whose members include companies, trade unions and NGOs. Each has a Code of Labour Practice based on UN and ILO Conventions, and other documents that cover forced labour, freedom of association and collective bargaining, child labour, discrimination, harsh treatment, safety and health, wages, working hours and regular employment. Each states that its code or the relevant national legislation applies, whichever is more stringent.77 The UK Ethical Trading Initiative was the first established, and has over 70 member companies with a collective annual revenue of £179 billion. It estimates that it reaches over 10 million workers by its activities each year.78
157. The multi-stakeholder Fair Recruitment Initiative, launched by the ILO in 2014, aims to help prevent human trafficking and forced labour; to protect the rights of workers, including migrant workers, from abusive and fraudulent practices during the recruitment and placement process; and to reduce the cost of labour migration and enhance development outcomes for migrant workers and their families, as well as for countries of origin and destination.79
158. A study on a number of MSIs in the apparel sector80 concluded that, while each has distinctive merits, weaknesses exist in achieving effectiveness and sustainability in the long term. One limitation was due to the same capacity challenges identified for public governance mechanisms: coverage, training and capacity of inspectors, and corruption. Other challenges included the risk of marginalizing the participation of workers’ organizations and unions. There were also criticisms that MSIs are a form of whitewashing on behalf of MNEs, and that they constitute a top-down, elite form of regulation.81
159. International framework agreements (IFAs) – also known as global framework agreements – are “agreements between … MNEs and global union federations … representing workers at the global level by sector of activity”.82 They are a direct response to the challenges of enforcing workplace compliance measures in global operations of MNEs, where national unions have limited capacity and opportunity to negotiate directly with lead firms. IFAs enable transnational social dialogue to occur between MNEs and Global Union federations to set minimum standards to improve working conditions at the global level.83 Recent IFAs have begun referring to global supply chains, and include compliance with the agreement as a basis for continued business relations with suppliers and subcontractors.84
160. The number of IFAs and the diversity of sectors covered have increased over the last 15 years. Figure 4.1 demonstrates the growing number and diversity of Global Union federations involved in negotiating IFAs.85 In addition to increasing in quantity, IFAs have improved qualitatively by utilizing ILO Conventions, the ILO MNE Declaration and other international instruments such as the OECD Guidelines.86 Virtually all of them make reference to the eight core labour Conventions of the ILO.
161. Some argue that although not legally binding, IFAs have been effective in their capacity to regulate workplace compliance and can provide mechanisms to support capacity development in SMEs, using a top-down approach through networks of MNEs and Global Union federations. For example, IFAs may complement local collective bargaining practices, such as that between AccorHotels and the IUF. One study noted the importance of the IFA and the involvement of the IUF in supporting local trade union organizing in Australia, Indonesia and North America.87 In the South African construction sector, the IFA between Lafarge and BWI has demonstrated promising opportunities for labour standards to be promoted throughout the supply chain, including suppliers and contractors.88
Figure 4.1.The increase in and diversification of IFAs from 2000 to 2015
Notes: IFJ: International Federation of Journalists; BWI: Building and Wood Workers International; IUF: International Union of Food, Agricultural, Hotel, Restaurant, Catering, Tobacco and Allied Workers’ Associations; UNI: UNI Global Union; IndustriALL: IndustriALL Global Union. Public Services International (PSI) is a signatory of three IFAs, two together with IndustriALL and one with BWI and IndustriALL.
Source: Hadwiger: “Global Framework Agreements”, op. cit. (number in sample = 112).
162. There are a number of challenges with respect to the effectiveness of IFAs in promoting decent work along global supply chains. One is the lack of union affiliates in workplaces, as demonstrated in the banana supply chain (see box 4.3). Another is the process of coordination, dissemination and delegation to existing union affiliates. Some local unions may struggle to address common issues, such as how to maintain solidarity among different groups of workers within the union, informal workers outside the union, and competing unions. The existence of an IFA may help to address some of these issues if local unions have the capacity to use it as a unifying tool for negotiations.
163. IndustriALL Global Union and a number of buyers and manufacturers have committed to a joint initiative, Action Collaboration Transformation, in an attempt to establish industry-level collective bargaining in a number of supplier countries. The initiative is significant as it represents an agreement of a set of principles to promote sectoral or multi-employer bargaining (in particular on wages) in garment manufacturing industries, and to involve global as well as national trade union and business actors in achieving this outcome.89
In the banana global supply chain, a 2001 regional agreement between Chiquita, the IUF and the Coordinating Body of Latin American Banana and Agro-industrial Unions (COLSIBA) negotiated the protection and development of trade unions and labour rights in producer countries. The agreement proved critical in supporting union organizing efforts in Colombia and Honduras.1 In Costa Rica, the IFA facilitated the negotiation of permanent contracts for workers with temporary contracts. The agreement’s sexual harassment clause has been used to address the problem of sexual harassment in the banana sector.
However, when the agreement was signed in 2001, Chiquita sourced 70 per cent of the bananas it exports from its own plantations. The more recent trend has led Chiquita to source approximately 70 per cent of bananas from suppliers and independent farms, where the level of unionization is unknown.2 Although Chiquita requires that all its suppliers follow its social policies, effective implementation of the framework agreement may be more challenging further down the supply chain.
1L. Riisgaard: The IUF/COLSIBA–CHIQUITA framework agreement: A case study (ILO, 2004), p. 4. 2A. Cooper and V. Quesada: “Labour relations: Successful cases within the banana industry”, World Banana Forum–Working Group on Labour Rights (2015).
164. Two disasters in the ready-made garment industry in Bangladesh – the Tazreen factory fire in 2012 and the Rana Plaza building collapse in 2013 – drew worldwide public attention to the dangers of working in poorly regulated manufacturing firms. As a result of these tragedies, two Global Union federations (IndustriALL and UNI Global Union) negotiated the legally binding Accord on Fire and Building Safety in Bangladesh90 with multiple global brands and retailers, now numbering over 200. The ILO responded to the request of the parties supporting this initiative and serves as the independent and neutral chair of the Accord Steering Committee. This case highlights how stakeholders across the garment supply chain were engaged to negotiate a historically unprecedented, legally binding programme in order to reduce fatalities in the ready-made garment industry in Bangladesh. Prior to the Rana Plaza collapse, PCIs and NGOs had taken some steps to monitor compliance. However, the fact that some factories located in the Rana Plaza building had passed certification audits demonstrates the limitations of private voluntary initiatives in effectively identifying risks, improving occupational safety and health and protecting workers’ rights. In the light of these large-scale disasters, greater pressures and accountability were placed on buyers in the negotiations of the Accord.91 Global Union federations and civil society campaign groups used existing relationships with buyer companies in order to negotiate the terms and increase the participation of global brands.
165. The Accord’s key components include: an independent inspection programme for the first-, second- and third-tier factories, followed by corrective actions if deemed necessary; training programmes for workers’ empowerment; public disclosure of all suppliers of the signatories, including subcontractors; election of health and safety committees with representatives of trade unions, companies and the ILO; and a commitment by the signatories to provide sufficient funding for the implementation of the plan under the Accord. Although too recent to provide lessons in the long term, this agreement is further evidence of the trend towards transnational multi-stakeholder approaches to the governance of global supply chains.
166. Social governance generally, and MSIs and IFAs in particular, are collaborative approaches to promoting decent work in global supply chains. As with private governance, the social partners may have limited tools to enforce compliance when compared with government institutions. However, social initiatives could be used to complement public governance to enhance public accountability and democratic legitimacy by giving workers and their representatives greater visibility and decision-making power, particularly when both lead firms and supplier firms are engaged. For example, at the Global Dialogue Forum on Wages and Working Hours in the Textiles, Clothing, Leather and Footwear Industries, tripartite constituents agreed that social dialogue should be promoted and that employers’ and workers’ organizations should “identify and develop mechanisms to involve buyers in improving working conditions, productivity and competitiveness”.92
167. In recognition of the governance gap, several international institutions have led initiatives to promote internationally harmonized standards for good governance in global supply chains. This section reviews some of the initiatives that are most relevant to the current discussion on decent work in global supply chains. Multilateral initiatives are defined by international organizations and then implemented by different actors, such as governments, enterprises and unions. Although they may require reporting, monitoring activities or complaints processes, they have limited capacity to enforce their standards directly.
168. The ILO Tripartite Declaration of Principles concerning Multinational Enterprises and Social Policy (MNE Declaration), first adopted in 1977 and updated in 2006, seeks to maximize the positive contribution of MNEs to economic and social development and to minimize the difficulties which may arise.93 It is the only international instrument concerning MNE operations that was negotiated on a tripartite basis, and the most comprehensive one on labour and employment issues, with recommendations addressed to governments, enterprises, and employers’ and workers’ organizations. Although directed primarily at MNE operations, it also applies to national enterprises, including those commercially linked to MNEs.
169. The MNE Declaration clearly distinguishes between the roles of governments and enterprises: governments are responsible for legislating and enforcing, as well as creating an enabling environment for responsible business; companies are encouraged to respect workers’ rights in their own operations. Uniquely, the MNE Declaration also emphasizes the contribution MNEs can make to creating employment and transferring skills and technology to enterprises in host countries.
170. The MNE Declaration provides a framework for policy coherence across government ministries, including trade, investment, industry and labour, which is essential for economic and social upgrading. The MNE Declaration encourages dialogue between the tripartite constituents and MNEs to address the economic and social development of workers and the broader community, and dialogue between home and host countries for a better coordination of policies.
171. At its 325th Session (November 2015), the Governing Body requested the Office to “propose modalities to review the MNE Declaration” for decision at its March 2016 session.94
172. The ILO offers further assistance through its Helpdesk for Business on International Labour Standards, which provides advice and guidance directly to company managers and trade unions, and organizes webinars and training programmes on particular issues.95
173. First adopted in 1976, the OECD Guidelines for Multinational Enterprises provide non-binding principles and standards for responsible business conduct consistent with applicable laws and internationally recognized standards. Countries adhering to the OECD Declaration on International Investment and Multinational Enterprises commit to promoting the application of the Guidelines by all companies with headquarters in their countries wherever they operate, as well as by companies operating within their territory. Although primarily addressed towards MNEs, the Guidelines also include provisions related to their supply chains, thus expanding the scope to suppliers, as well as other business relationships. The OECD Guidelines were revised most recently in 2011 to include a human rights chapter consistent with the UN Guiding Principles on Business and Human Rights.96 The employment and industrial relations chapter was also aligned more closely with the ILO MNE Declaration. Both chapters reference the fundamental principles and rights at work.
174. Adhering countries must establish a National Contact Point to promote and disseminate the Guidelines, and to respond to information requests. When an alleged non-observance of the Guidelines occurs, a trade union, a NGO or another interested party can file a grievance with the appropriate National Contact Point, which should contribute to the resolution of the case. Most cases have been brought under the employment and industrial relations chapter and increasingly under the human rights chapter.97
175. The OECD has also engaged with stakeholders to promote responsible business conduct in sector-specific supply chains. The most notable example is the OECD Due Diligence Guidance for Responsible Supply Chains of Minerals from Conflict-Affected and High-Risk Areas, which was issued in 2010 to improve supply chain traceability and due diligence along mineral supply chains. The guidance is designed to assist companies to respect human rights and avoid contributing to conflict through their mineral or metal purchasing decisions and practices. Additional sectoral guidance documents on due diligence are in preparation. The ILO frequently collaborates with the OECD, including through technical assistance on labour issues and by co-organizing events.
176. In 2000, the UN Secretary-General launched the UN Global Compact, which calls upon companies to conduct their business respecting Ten Principles on human rights, labour, environment and anti-corruption.98 The labour principles follow the ILO’s fundamental principles and rights at work. Participating companies should report on their progress made on these Ten Principles. An advisory group on supply chain sustainability was established in 2010 as a platform for integrating the Ten Principles into supply chain management systems. In 2012, several hundred companies were de-listed for failure to fulfil minimum reporting requirements. Since that time, the number of companies joining the Global Compact has continued to increase, although by one estimate “only 40% of the 500 largest global companies are members and just 10% of multinationals”.99 The ILO serves jointly with the Office of the United Nations High Commissioner for Human Rights (OHCHR) as the secretariat for the Global Compact’s Human Rights and Labour Working Group and provides extensive technical assistance. Furthermore, the ILO and the Global Compact have jointly published a guide for business on the labour principles of the Global Compact.
177. The UN Human Rights Council endorsed the UN Guiding Principles on Business and Human Rights in 2011. The principles provide guidance for public actors to protect and for private actors to respect human rights, as well as ensuring victims’ access to a remedy for existing human rights violations. They articulate distinct but complementary duties and responsibilities of States and business enterprises, and apply to all States and business enterprises, both transnational and others, regardless of size, sector, location, ownership or structure. Although the UN Guiding Principles are not legally binding, they build on the implications of existing legal obligations that States have undertaken under international human rights law.100
178. The Guiding Principles define a framework for preventing and addressing human rights violations that is applicable to all States and businesses. The framework consists of: a public commitment to respecting human rights across the company’s operations; an ongoing due diligence process to assess, track and mitigate risks to human rights, while communicating their effectiveness; and a process to remedy any harm that the company may contribute.101
179. According to the Guiding Principles, the responsibility of a business enterprise to respect human rights extends beyond its first-tier relationships to cover all activities and relationships. Under Guiding Principle 13, business enterprises are expected to “[a]void causing or contributing to adverse human rights impacts through their own activities, and address such impacts when they occur”; concerning supply chains, companies should also “[s]eek to prevent or mitigate adverse human rights impacts that are directly linked to their operations, products or services by their business relationships, even if they have not contributed to those impacts”. “Business relationships” are broadly defined and are understood to include a business’s own direct actions, relationships with business partners, entities in its supply chain, and any other non-State or State entity directly linked to its business operations, products or services.102 The principles explicitly reference the fundamental principles and rights at work and implicitly include many other labour rights, such as the right to a safe and healthy workplace. However, operationalizing the due diligence concept to prevent human rights abuses has been a complex challenge.
180. In June 2014, the Working Group on the issue of human rights and transnational corporations and other business enterprises103 called on UN member States to implement the UN Guiding Principles through National Action Plans on Business and Human Rights.104 An analysis of the initial National Action Plans found that although most had utilized a consultative process in the drafting, the content focused mostly on existing activities, with limited specific future actions.105
181. In June 2014, the UN Human Rights Council established an open-ended intergovernmental working group to elaborate a legally binding treaty on business and human rights. The first session of the working group was held in July 2015;106 a second is planned for 2016.
182. Given the specific relevance of the ILO for the business and human rights agenda, it has developed a structured collaboration with the Working Group on the issue of human rights and transnational corporations and other business enterprises. This includes collaboration on the Working Group’s country visits, thematic reports and the Annual Forum on Business and Human Rights.
183. In September 2015, the G20 reiterated their strong dedication to occupational safety and health, in particular in fostering safer workplaces within global supply chains.107 In October 2015, the G7 reaffirmed their commitment from the June 2015 G7 Summit to foster sustainable global supply chains.108 This included the creation of a multi-donor Vision Zero Fund, under the administration of the ILO, which will support social dialogue and the application of ILO standards on occupational safety and health and fundamental principles and rights at work in global supply chains. The G7 Ministers also recognized the shared responsibility of all relevant stakeholders in promoting responsible and sustainable global supply chains.
4.2.Closing the governance gap
184. The previous section reviewed many of the approaches taken by governments and other stakeholders to address the governance gap in global supply chains. While the responsibility of enforcing labour laws remains with the State, other stakeholders can support the effectiveness and the efficiency of public governance. To close the governance gap, there is a need to reinforce the layers of governance and strengthen public capacity and social dialogue. The following examples illustrate how improved governance can be applied to promoting decent work.
185. Efforts in Brazil to address forced labour in global supply chains demonstrate how strengthened public capacity, integration between different public regulatory bodies and an innovative approach have been instrumental in addressing contemporary forms of forced labour. The Government of Brazil, together with employers’ and workers’ representatives and NGOs, created a synergistic governance approach to combat child and forced labour and promote workers’ rights in several supply chains.
186. In 1995, the Brazilian Government acknowledged the existence of “work in conditions analogous to slavery”109 in rural areas and established the Executive Group for the Repression of Forced Labour and its Special Mobile Inspection Group. According to Government statistics, between 1995 and 2013, a total of 46,478 workers were rescued by the Ministry of Labour and Employment from what is termed slave labour.
187. In 2005, the multi-stakeholder National Pact for the Eradication of Slave Labour was launched by the Ethos Institute, the Social Observatory Institute, the Repórter Brasil NGO and the ILO. It requires signatory companies to sever commercial ties with businesses in their value chain that use forced labour. By promoting shared responsibilities and commercially restricting suppliers caught exploiting forced labour, companies voluntarily acknowledge accountability for unacceptable labour practices in their supply chains. By 2014, more than 400 national and multinational companies were signatories of the National Pact.
188. A defining characteristic of Brazil’s experience in combating forced labour in agricultural and manufacturing supply chains is the multi-stakeholder focus. The National Commission for the Eradication of Slave Labour, established in 2003, brings together government officials, workers’ and employers’ representatives, and civil society organizations to coordinate actions and design sector-specific strategies. It is also responsible for monitoring the National Plan for the Eradication of Slave Labour, which was formulated through an extensive social dialogue process.
189. At the same time, the labour inspectorate, the labour prosecution office and the judiciary have been strengthening enforcement of labour legislation at all levels. Expertise has been developed by the labour inspectorate, with ILO support, in challenging areas such as the eradication of child labour and forced labour in rural sectors, including cattle farming, soy production and sugar cane harvesting, as well as in manufacturing in urban areas, such as the garment industry. Inspectors have enhanced their techniques for auditing local supply chains and combined the strengths of conventional enforcement with technical support, awareness raising and education to enable willing enterprises to come into compliance.
190. In order to prevent rescued workers from falling back into forced labour, unemployment insurance and other social benefits have been provided and awareness has been raised. Brazil’s fight against forced labour has been internationally recognized and highlights how the Government, in collaboration with the social partners and other stakeholders, instilled a culture of compliance by utilizing transparent supply chain dynamics.
191. The Better Work programme is a successful example of synergistic governance between the tripartite constituents (at the national, sectoral and global levels), lead firms and multilateral actors. Better Work is a partnership between the ILO and the IFC, established in 2007 with the objective of improving working conditions and promoting competitiveness in apparel global supply chains. The programme builds on the successful experience of the ILO’s Better Factories Cambodia programme, which was established in 2001. It is an example of an intervention that spans various levels. At the factory level, Better Work assesses factory compliance with international standards and national legislation. It is one of the ILO’s most rigorous and effective monitoring mechanisms. Dialogue is facilitated between workers’ and management representatives at the factory level to help remedy decent work deficiencies, and targeted training is provided to build their capacity. The programme’s Enterprise Advisers are locally recruited and trained and they conduct their duties based on a strict ethical code of integrity, transparency, diplomacy and respect, thereby combating some of the common criticisms of private-led monitoring regimes.110 At the sectoral and global levels, Better Work engages in partnerships with lead firms to address systemic compliance violations across the brands’ supplier base, towards sustainable supply chain management.
192. The Better Work programme has achieved significant results in advancing compliance with fundamental principles and rights at work, as well as national legislation. In addition, as sexual harassment is widespread in the garment sector, Better Work has launched a specialized training programme to combat sexual harassment and has distributed a model policy on harassment to pilot factories.111 Since Better Work was established, compliance has increased across all eight country programmes where it operates,112 and improvements in working conditions have translated into enhanced worker well-being and satisfaction beyond the workplace,113 higher labour productivity and profitability,114 and better outcomes for workers’ households and communities.115
193. The Maritime Labour Convention, 2006 (MLC, 2006), is another example of synergies in governance. Seafarers, shipowners and governments recognized that there were no regulations that were effective in protecting their interests on the high seas. The only way of establishing a level playing field was to combine all of the piecemeal regulations that had evolved over time (more than 40 maritime Conventions negotiated at the ILO) into one overarching regulatory system, which became the Maritime Labour Convention, 2006. It has built a system of checks and balances for monitoring, reporting and certifying that shipowners and flag States are fulfilling their responsibilities to provide seafarers with decent working conditions. Governments, shipowners and seafarers each have some authority and space to collaborate within the system to make the whole governance scheme stronger than the sum of its parts.
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5.1.Introduction
194. The nature of cross-border production, investment, trade and employment relations has changed significantly with the expansion of global supply chains. This has created a wealth of opportunities for enterprises to access new markets, technology and knowledge, and increase their scale of production. In addition, engagement in global supply chains can lead to a path of inclusive growth when economic and social upgrading are aligned and mutually reinforcing, with considerable opportunities for economic development and decent work. However, the expansion of global supply chains can also be associated with significant governance gaps, and global competitive processes that have sometimes placed downward pressures on working conditions and respect for rights at work, including freedom of association and collective bargaining and other fundamental rights.
195. It is possible to enhance the contribution of global supply chains to fair and inclusive growth if there is stronger coherence between economic objectives and decent work. This means that governance gaps at the sectoral, national, regional and global levels would need to be closed effectively. While there have been multiple efforts to address these challenges, lessons learned from these experiences have shown that there is scope for much wider interaction and synergies between the tripartite constituents and other actors engaged in global supply chains. Targeted policies that draw lessons from past problems and address existing problems are required in order to ensure that decent work opportunities are created and extended to all workers.
5.2.The way forward
196. Taking into account the information presented in Chapters 1–4, a number of observations and lessons emerge on the needs and challenges faced by constituents and on potential ways for the ILO to strengthen its efforts to promote decent work in global supply chains. In that light, the International Labour Conference may wish to consider an innovative, holistic approach to the promotion of decent work in global supply chains, comprising some or all of the following interrelated elements.
197. The role of the ILO. Economic growth and job creation in global supply chains have been discussed in many forums in recent years; however, no other international organization has the appropriate mandate, expertise and experience in the world of work, or the tripartite structure, to consider the implications for decent work in global supply chains. Through its normative approach to development and its mandate and expertise in the world of work, the ILO has the convening power to bring together the main actors and stakeholders responsible to bridge governance gaps at the sectoral, national, regional or global levels of global supply chains. Consideration could therefore be given to increasing the abilities of the Office to provide well-targeted capacity building, evidence-based policy advice and advocacy.
198. Promoting international labour standards. An assessment could be carried out as to whether existing ILO instruments provide a sufficient framework for ILO Members to promote decent work in global supply chains. It would also be essential to explore barriers to ratification of these instruments and what additional guidance and/or standards are needed to effectively promote decent work in global supply chains. Enabling rights, such as the right to organize and to bargain collectively, require particular attention.
199. Closing governance gaps. The governance gaps identified in this report need to be addressed by the coordination and combination of different and complementary compliance mechanisms. Governance systems need to promote effective governance of global supply chains based on the primary role of the State to ensure enforcement of legislation and fundamental rights at work. Consideration could therefore be given to the role of the ILO with regard to support, administration, facilitation and/or hosting of public, private and social governance systems. The ability to respond rapidly to urgent requests, as in the context of the Rana Plaza building disaster, is also essential to maximize opportunities for collaboration between the tripartite constituents.
200. Promoting inclusive and effective social dialogue. An integrated approach to promoting decent work in global supply chains would include the advancement of and engagement in effective social dialogue. It could be strengthened by sharing good practices on innovative representation mechanisms such as multi-employer bargaining, national tripartite dialogue and the inclusion therein of enterprises and private employment agencies and contractors as well as MNEs and other relevant actors. The work of the Office to build the capacity of social partners at different levels to allow them to represent their potential constituencies needs to be maintained, particularly to protect the rights and address the conditions of workers at the bottom of the supply chain.
201. Enhancing cross-border social dialogue. International framework agreements (IFAs) have proved an important tool in promoting workers’ rights in the supply chains of MNEs. If requested, the Office could support and facilitate the development of IFAs and provide guidance on minimum requirements for both content and follow-up mechanisms for such agreements. Possibilities could be examined for the ILO to play a role in monitoring, mediating and arbitrating, building capacity and providing technical advice on the implementation and follow-up of IFA provisions. Tools could be developed and support provided to global, regional, sectoral and local actors involved in such initiatives, with ILO labour standards and the MNE Declaration as points of reference.
202. Strengthening development cooperation to improve rights and conditions in global supply chains. Country-level interventions, including in the context of Decent Work Country Programmes, could be scaled up and adapted to the different circumstances of constituents worldwide based on the vast experience and lessons learned through development cooperation programmes such as Better Work, SCORE, the International Programme on the Elimination of Child Labour (IPEC) and existing ILO work involving international buyers and other stakeholders. This would require more funding, which could be sought through innovative strategies, combining regular budget with extra-budgetary development cooperation support, public–private partnerships and South–South cooperation.
203. Deepening the value of existing processes. Consideration could be given to enhancing the relationship between the many processes promoting responsible business conduct, both in supply countries and lead firms’ home countries. These need to be consistent with other relevant processes, including the implementation processes of the UN Guiding Principles and the OECD Guidelines. The ILO could support the design and organization of a framework for these national processes, building on the home country dialogue mechanism in the ILO MNE Declaration. To ensure policy coherence and accurate interpretation and implementation of these principles and standards, the ILO would need to raise awareness about its supervisory role and build capacity in the use of international labour standards.
204. Strengthening labour administration systems. ILO technical advice, capacity building and development cooperation need to include robust programmes to assist national labour administration systems as they adapt and modernize to cope with the challenges of the rapidly changing world of work. These include changing patterns of production, outsourcing, work organization, employment structures and relationships, labour migration and the informal economy. Labour administration systems need to explore efficient and effective methods of governance and management, and to build partnerships with the tripartite constituents and other stakeholders.
205. Closing the knowledge gap. Further research and analysis, mapping of good practices and knowledge sharing on employment and conditions of work in global supply chains are needed to identify governance approaches that have been effective in promoting integrated economic and social upgrading, improving the effectiveness of labour inspection and workplace compliance systems and establishing innovative social dialogue mechanisms. Good practices need to be identified between the buyers and the suppliers in order for suppliers to provide better wages and working conditions. The Office can learn from governments that have undertaken strategies to address new and emerging issues related to global supply chains. Lead firms and suppliers can identify and share good practices through sectoral, national and global social dialogue. The Office can build networks and promote collaboration with other international organizations and with academic institutions.
206. Improving statistics. There are gaps in the scope and comparability of statistics related to employment in global supply chains and a need to reinforce capacities to obtain and analyse relevant data at the sectoral, national and global levels, including on a sex-disaggregated basis. One of the ways in which the ILO can make a unique contribution is to improve systems to collect and disseminate regular data on the decent work dimensions of global supply chains, in line with the determinations of the International Conference of Labour Statisticians. Systematic ILO publication of data on decent work in global supply chains could address knowledge gaps and complement other ILO information.
207. Promoting partnerships. The ILO could expand and deepen partnerships to enhance the effectiveness of ILO programmes and activities. These include non-state entities and economic actors, such as MNEs and trade unions operating at the global sectoral level, as well as international and regional organizations with mandates in closely related fields. The ILO could be encouraged to provide additional support to constituents as they engage at the global level, with a view to supporting the expansion of tripartism and cross-border social dialogue.
208. Improving coherence. Coherence in promoting decent work in global supply chains by international organizations can be improved. There is increasing interest and engagement from other international organizations in promoting decent work in global supply chains. However, policies advocated by other international organizations are not always informed by ILO standards and values. The growing integration of these issues into the agendas of bilateral, regional and multilateral organizations constitutes an opportunity for the ILO to assert its unique and specialized role.
5.3.Suggested points for discussion
209. The aim of this discussion is for the ILO and its constituents to generate a better understanding of the opportunities and challenges of global supply chains for decent work. The results of the discussion should lead the Organization to confirm or adjust its priorities accordingly.
Figure. ILO projects relating to global supply chains, by ILO strategic objective (2000–15)
1 ILO: Evaluation Office case study: “Independent synthesis review of selected interventions to promote decent work in global supply chains”, Jan. 2016 (unpublished).
2 ILO: “Increasing productivity and competitiveness through labour law compliance in Pakistan’s textile sector”, Partnerships and Field Support Department (PARDEV), undated.
3 ILO: Evaluation Office case study, op. cit.
4 See: www.ilo.org/thelab.
5 An informal grouping of ten UN agencies working on value chain development.
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