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Introduction 
 
Participation in global production networks has provided an important source of 
employment creation in developing countries.  Export production has also 
incorporated many new types of workers into the global labour force, including many 
young women and migrant workers.  These jobs have opened an important source of 
income for workers and their families, raising many above the poverty line. Yet, the 
pay and terms of employment, as well as working conditions may be poor – a large 
number of workers have been drawn into insecure and unprotected forms of work 
particularly in lower tiers of global value chains, limiting the ability of these workers 
to access decent work2. 
 
Under pressure particularly from consumer groups and non-governmental 
organisations (NGOs), global corporations have responded to this situation by 
developing codes of labour practice and social auditing programmes.  Numerous 
private sector initiatives have been developed and expertise has been garnered in this 
area.  Conditions of work have improved for some workers as a result of these 
corporate-led initiatives, but many workers remain untouched by these efforts.  A 
phenomenon that could be termed “regulatory enclaves” has emerged, where most 
improvements are concentrated among the group of employees with formal contracts 
in larger and first-tier supplier firms.   
 
We use the term regulatory enclaves to indicate that current private and public 
regulation miss out many groups of workers engaged in less visible and unprotected 
forms of work linked to global production.  Diverse forms of non-standard working 
relationships have become embedded within global supply chains, both within first-
tier supplier firms themselves, as well as in outsourced firms down the supply chain.  
Regulatory gaps are formed between regular and irregular workers, within firms and 
between firms participating in the same global supply chain.   
 
Other factors leading to regulatory enclaves relate to the rift between private 
voluntary initiatives and public labour regulation.  Despite substantial financial 
expenditures made by multinational corporations (MNCs) in initiatives to improve 
working conditions in their global supply chains, challenges remain to achieve social 

                                                 
1 I would like to thank Stephanie Barrientos, Franz Ebert, Sangheon Lee, Gerry Rodgers, Frans 
Röselars, Arianna Rossi, Andrew Schrank, Emily Sims and Raymond Torres for their valuable 
comments and suggestions received during the development of this paper.  All responsibility for errors 
within the paper is my own.  The views expressed herein are those of the author and do not necessarily 
reflect the views of the International Labour Organisation. 
2 The concept of “decent work” refers to work taking place under conditions of freedom, equity, 
security and human dignity, in which rights are protected and adequate remuneration and social 
coverage is provided (ILO, 1999).  The promotion of decent work includes efforts to improve 
conditions for those working in informality, such as unregulated wage workers, the self-employed and 
homeworkers (ibid). 
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upgrading3 for workers in smaller firms and for the large number of contract, casual 
and migrant workers producing for global markets.  Private sector monitoring is 
frequently found to be costly and uncoordinated across different company 
programmes, selective in the labour standards monitored and generally conducted 
without consultation with public labour authorities, workers or their representatives.  
On the other hand, public labour market institutions and policies in most developing 
countries lack the capacity, resources and new types of skills required to effectively 
regulate the diverse types of work situations within global supply chains.  After over 
15 years of such initiatives, both private and public actors recognise that individually 
no actor can single-handedly regulate working conditions in global supply chains.   
How to bridge private and public regulatory efforts and to build capabilities to 
overcome enclaves in ways that improve the ability for more workers embedded in 
global value chains to access decent work? 
 
This chapter begins with a brief summary of how global production impacts upon 
local labour markets and workers in global supply chains.  The subsequent sections 
draw upon existing literature to examine some of the main factors constraining the 
ability of both private and public regulation to achieve more widespread 
improvements for workers in global supply chains.  The final section turns to recent 
initiatives that suggest we might be at an inflection point where one generation of 
labour regulation in global supply chains is passing to another generation which may 
be able to move beyond regulatory enclaves and promote better labour standards for a 
broader segment of workers. 
 
Global Production and Impacts upon Local Labour Markets  
 
One important feature of the current phase of globalization is the rise of international 
outsourcing.  In contrast to MNC location production in developing countries via 
subsidiaries, franchises and other similar arrangements, the growing practice of 
international outsourcing involves suppliers with whom MNCs have no fixed 
investments, formal ownership or legal ties.  Rather than introduce higher 
employment standards, export production via international outsourcing tends to 
encourage the use of less formal and more vulnerable forms of work within supply 
chains.  Over time, the practice of international outsourcing has spread from price-
sensitive, labour-intensive consumer goods to other sectors including agro-business 
and high-end technology services, raising questions about how far higher skilled jobs 
and knowledge-intensive work could be affected (World Bank, 2009; Dossani and 
Kenney, 2007)4.   
 

                                                 
3The term social upgrading refers to improvements in the quality of work as well as the capabilities 
and entitlements of workers themselves.  This term includes measurable factors such as the category of 
employment, wage level, contract type, social protection and working hours.  Social upgrading also 
involves enabling rights which involve less quantifiable aspects of work such as freedom of 
association, the right to collective bargaining and non-discrimination (Barrientos, Gereffi and Rossi, 
2008).   
 
4 The outsourcing of higher skilled work may serve as a platform to stimulate learning and backward 
linkages necessary to strengthen domestic sectors in developing countries.  However, concerns are also 
raised to avoid a negative consequence that outsourced jobs which are well-paid by local standards 
might displace scarce qualified professionals from essential services such as education and medical 
care. 
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International outsourcing raises challenges for labour.  Competition in global 
production places pressures on local firms to use labour in ways that are flexible and 
involve less fixed costs, often involving forms of work not covered by, or missed 
under, existing legal and regulatory institutions.  Several types of labour practices 
may co-exist within the same supplier firm or within the same global supply chain, 
forming regulatory gaps between regular and irregular workers present within firms 
and between firms participating in the same global supply chain.   
 
For example, the use of casual work in first-tier supplier firms in direct contact with 
global buyers or their agents, can result in situations where regular and irregular 
workers are found working side-by-side in the same factory.  Such workers are 
engaged under different contractual arrangements and do not share equal benefits, 
labour rights or access to means to improve their working conditions (Barrientos, 
Gereffi and Rossi, 2008).  In cases where contract labour is provided by third-party 
agencies and work is conducted outside of the supplier’s factory, it is virtually 
impossible for the working conditions of these workers to be monitored or improved. 
 
Global producers set standards for their supplier firms that have dual implications for 
labour.  On the one hand, rigorous technical and quality standards of international 
clients are conducive toward a more skilled and stable labour force.  On the other 
hand, some standards raise uncertainty or shift cost and risk to suppliers down the 
value chain.  For example, suppliers must maintain delivery schedules despite 
frequent changes in order volumes due to seasonality, changing consumer demand 
and design changes.  Similarly, suppliers commonly lack longer-term contracts that 
ensure a lasting business relationship; instead, suppliers are under pressure to reduce 
costs in order to retain clients, thereby slicing down their profit margins.  Under such 
conditions, flexible labour practices become an important form of reducing fixed 
costs.  Practices such as overtime are frequent even among regular employees5 and 
informal labour processes are introduced within formal employment (Damodaran, 
2008).   
 
These conflicting pressures from global buyers lead local suppliers to adopt 
segmented labour practices.  Companies maintain a core labour force of skilled 
workers under more stable employment conditions, complemented by a peripheral 
labour force on temporary, part-time or casual contracts that provide flexibility in 
hiring or shedding workers during upswings and downturns.  Sometimes external 
labour sources are used, such as labour contractors and labour agencies associated 
with provision of seasonal and short-term labour requirements, particularly for 
companies linked with global markets (Barrientos, 2007b).  Companies also change 
their recruitment strategies to include more vulnerable categories of workers that will 
accept lower wages and poorer working conditions.  For example, Tewari (in this 
volume) notes that employers in South Indian garment firms expressed a preference to 
hire young, semi-skilled female workers who could be paid less than men and were 
less likely to engage in worker organisation activities.  Smaller second and third tier 
firms, as well as unofficial sub-contracting, ingrains unregistered firms and informal 
work into lower tiers of value chains, sometimes involving home-based, micro and 
small-scale enterprises, migrant workers and even child labour (Barrientos 2006 and 
                                                 
5 Whether overtime is voluntary or compulsory, paid or unpaid and in compliance or violation of 
national law is an important issue in EPZs (Amengual, 2007 and ILO, 2008c) as well as in export-
oriented companies outside of EPZs (Wick, 2007).   
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2007b; International Metalworkers’ Federation, 2007; Wick 2007).  In precarious 
forms of work, it is difficult to establish the employment relationship and provide 
legally-sanctioned protection and rights to workers, (ILO Recommendation No, 198, 
ILO 2006b). 
 
Private Voluntary Initiatives and CSR: Limits of Codes and Social Auditing 
 
In the early 1990s, consumers concerned about reports of poor labour standards in 
global factories formed NGOs and staged campaigns that pressured MNCs to take 
responsibility for labour conditions in their global supply chains.  MNCs responded 
quickly to protect their reputation.  Where public regulatory capacity was weak, 
companies designed their own codes of labour practice and social auditing systems for 
implementation within their supply chain.  Private codes of labour practice have 
proliferated since then, and the multiplicity of different company-level auditing 
programmes has given rise to a multi-billion dollar CSR industry6.     
 
After over 15 years, a number of challenges have been identified by academics, 
NGOs and companies themselves regarding the development and application of 
private sector codes of labour practice, as summarised below. 
 

High cost:  
Monitoring labour conditions in supplier factories across the globe can involve 
substantial human and financial resources.  For example, Nike reportedly 
invests over US$10 million per annum and involves roughly 100 employees in 
its worldwide monitoring programme (Locke, 2007).  
 
Uncoordinated:  
The lack of coordination between different private codes and auditing systems, 
even among companies using the same suppliers or within the same sector,7 
causes duplication and conflicting standards.  Global suppliers may be caught 
in a regulatory paradox, involving different code requirements and additional 
costs.  Local suppliers ask why a unified code cannot be formulated8. 
 
Selective standards, mixed results:  
Private codes and monitoring programmes involve different standards 
regarding workers’ rights, terms and conditions of employment and 
occupational safety and health.  They are often selective in relation to national 
labour law and even core labour standards and lead to mixed results9.  Two 

                                                 
6 Many codes are audited by companies which are hired by the factories they inspect, calling into 
question the objectivity of the reporting practices and creating a need for independent verification and 
certification (Mamic, 2004; Polaski, 2003).     
7 Notable exceptions include the Global e-Sustainability Initiative (GeSI) that establishes a base code 
for companies in the electronic sector and the MFA Forum for the textiles and apparel industry.  MNCs 
also may meet among themselves to exchange information and form joint initiatives, as done in India 
by global brands including Ikea, Gap, Adidas, Levi, Tesco, H&M and Walmart. 
8 The Joint Initiative on Corporate Accountability and Workers’ Rights (JO-IN) is an attempt to create 
a common code using multi-stakeholder participation.   
9 An impact assessment of the Ethical Trade Initiative (ETI) Base Code of labour practice among 29 
member companies showed wide variation on a number of labour standards including core labour 
standards.  For example, greatest impacts were obtained in areas of health and safety, elimination of 
child labour, non-excessive working hours and payment of national minimum wage.  Yet, limited 
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studies on monitoring results in Nike show that monitoring alone does not 
capture the differences in working conditions on the factory floor, nor does it 
necessarily stimulate remediation or build capacity in supplier firms that could 
lead toward improvements in working conditions (Locke et al, 2007).   
 
Limited reach to informal work and subcontracted firms:   
Private sector auditing and corporate social responsibility (CSR) initiatives are 
rarely designed or conducted in ways that effectively identify or could correct 
forms of flexible and precarious work.  Auditing rarely extends below first-tier 
suppliers, missing the sub-contracted firms further down the supply chain 
where most cases of casual labour, homeworking, migrant workers, child 
labour and labour violations are found (CCC, 2005).  While first-tier suppliers 
speak of “auditing fatigue”, smaller subcontracted firms down the supply 
chain are by-passed. 
 
The auditing process fails to capture worker viewpoint: 
Auditing visits are frequently announced in advance, enabling suppliers to 
prepare and coach workers how to respond, if questioned.  Auditors are not 
trained to identify specific labour violations, especially in areas such as 
freedom of association.  Finally, interviews with workers may be conducted 
on site, making their identity known to management, thereby inhibiting honest 
and confidential responses (Barrientos and Smith, 2006; Business for Social 
Responsibility, 2007; O’Rourke, 2003).  
 
Corporate-driven codes create a parallel system unaligned with national 
legislation, supplier input or workers’ voice: 
Private codes are typically developed, implemented and analysed without 
consultation with public labour regulatory bodies, suppliers, representatives of 
workers, or workers themselves.  This approach deprives public regulatory 
authorities of access to valuable information that could help to improve public 
regulatory practices and update national legislation10 and fails to build 
capacity of the public labour inspection in ways that could, in turn, benefit the 
private sector itself11.  For suppliers, codes that are introduced without an 
incentive for improvement – such as guaranteed future orders – then audits 
turn into an obligation or a test to be passed, rather than an opportunity to 
invest time and resources in structural changes (Sims, 2005).  Trade unions 
and workers’ organisations fear that private codes and auditing schemes may 
undermine, or seek to replace, their role in promoting workers’ rights and 
improving working conditions (Schmidt, 2007). 

 
                                                                                                                                            
impact was achieve in areas such as respect for freedom of association and collective bargaining9, 
reduced discrimination, provision of regular (rather than temporary or contract) employment and harsh 
treatment of workers (Barrientos and Smith, 2006:14-19).  
 
10 ILO Convention 81 encourages sharing information on labour standards gathered from private audits 
and recognises the public labour inspectorate as the authority to promote effective cooperation with 
private institutions engaged in similar activities (Convention 81, Art. 5(a)).  
 
11 This spirit of coordination is foreseen in the Labour Administration Convention No. 150 (from 1978) 
that provides a general framework in which different public and private agencies can work in a 
coordinated manner to promote labour standards and compliance with national labour law. 
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This quick review of the performance of what might be considered a “first 
generation” of private labour codes and social audits highlights their limitations to 
address more superficial symptoms of poor labour practices and inability to promote 
deeper processes necessary to correct endemic, structural issues.  The privatisation of 
regulation, operating in isolation from other public or multi-stakeholder initiatives, is 
a limited tool to achieve the goal of raising labour standards in global production 
networks and leads to regulatory enclaves, as argued in this paper.  Indeed, companies 
themselves have come to this conclusion.  In a shift from the earlier preference for 
self-regulation, companies now realise they “cannot do it alone” (BSR, 2007) and 
recognise the regulatory role of government12, indicating a need to develop new 
models that will be a part of the next generation of regulatory approaches.  We will 
return to the issue of new regulatory approaches later in this chapter. 
 
Public Regulation of Labour in Developing Countries 
 
In many developing countries, various factors contribute to weak labour market 
institutions and low compliance with labour regulations.  Key factors include poor 
capacity and limited resources to fulfil their mandate, labour law that requires 
updating or may be unclear to employers, under-resourced institutions with staffing 
and infrastructure needs and concern that strict labour law enforcement might deter 
foreign investment (ILO, 2006c; ILO, 2008c:6).  The expansion of global production 
networks has also coincided with the predominance of a policy framework which 
encourages reforms to unleash constraints or regulations on market forces and to 
reduce the role of the State in economic and labour market areas13.   
 
In contrast, several developing countries (including those which have engaged 
actively in global production and sharply experienced the labour challenges this has 
posed) are reviewing their labour codes in light of new trends and challenges in the 
world of work and are building and strengthening the capacity of their public labour 
inspectorate to ensure compliance with national labour legislation.  The Labour 
Administration14 and its Labour Inspectorate15 are the bodies within the Ministry of 
Labour mandated to enforce national labour legislation and to regulate labour 
conditions and employment relations at the national level.  The original concept and 
definition of the labour inspectorate’s role and function did not contemplate the new 
forms of employment, work organisation and trans-national structure of global 
production that exist today.  In order to ensure the adequate enforcement of labour 
law under new conditions of the world of work, changes are required in legislation, 
                                                 
12 In contrast, the tripartite conclusions of a recent ILO discussion on the promotion of sustainable 
enterprises emphasised the regulatory role of government, including the importance of labour law 
enforcement through efficient labour administration, including labour inspection systems and called for 
special attention to extend labour law coverage to all workers, including women and men in the 
informal economy or workers in disguised employment relationships (ILO, 2007) 
13 For example, the Doing Business Report of the World Bank suggests that labour market institutions 
which provide protection for workers are a cost and competitive disadvantage to business.  Its 
Employing Workers Index downgrades the ranking of countries with strong labour legislation (Berg 
and Cazes, 2007).    
14 The Labour Administration Convention No. 150 (1978) and accompanying Recommendation No. 
158 set out the overall duties of a labour administration, including labour inspection. 
15 See the Labour Inspection Convention No. 81 (1947) and the Labour Inspectorates (Non-
Metropolitan Territories) Convention No. 85 (1947), as well as the Labour Inspection (Agriculture) 
Convention No. 129 (1969) and the accompanying Protocol of 1995 to the Labour Inspection 
Convention No. 81. 
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the structure of labour inspection, as well as staff and their preparation to fulfil this 
role.  Some countries, regions or states within these countries, are in a process of 
change that reveals signs of what might comprise the next generation of public labour 
regulation. 
 
Some authors claim a “regulatory renaissance” is underway in Southern Europe, 
North Africa and Latin America (Piore and Schrank, 2008).  Labour laws are being 
updated in various countries to reinforce public labour administration and its 
regulatory functions in a process that could be described as “re-regulation” 
(Bronstein, 2009; Berg and Kucera, 2008).  Some outdated legislation is being 
removed or revised, other laws are being flexibilised where needed and yet other laws 
that are weak or had been de-regulated are being strengthened.  Nevertheless, reform 
of labour legislation is a slow and contested process and occasionally may encounter 
some incoherence with other policies designed to attract foreign investment, facilitate 
trade and shape business practices (Human Rights Council, 2008). 
 
In Latin America, this review of labour legislation has been driven in large degree by 
concern over the impacts of trade liberalisation and global production16.  Labour code 
reforms in Latin America address a range of areas, including the terms of employment 
(such as hiring and firing practices), conditions of employment (such as working 
hours, wages and legislation for small businesses) and collective labour relations 
(such as freedom of association, collective bargaining and the prevention or resolution 
of conflicts) (Vega-Ruíz, 2008:235).  In Asia, where the number of labour inspectors 
and frequency of inspections has declined over many years and no social dialogue has 
existed traditionally between the Ministry of Labour and social partners, new 
integrated labour inspection policies have been introduced with the involvement of 
key stakeholders and hold the potential to improve implementation of existing labour 
laws and promote compliance with labour standards17 (Casale et al., 2006).  China’s 
revised labour legislation introduced in January 2007 specifies improved defence of 
workers’ rights within the context of export production 
(http://www.labournet.com.cn/english).  In Africa, the role of labour inspectors has 
been strengthened especially in Ghana, South Africa, Kenya and Uganda (ibid).   
 
The debate over rigidity versus flexibility of labour legislation has shifted toward 
concern over its application and enforcement, drawing attention to the role of labour 
inspection.  Recent studies have examined labour law enforcement and efforts to 
strengthen labour administration and inspection in selected countries of Latin America 
(Piore and Schrank, 2008; Schrank, 2009; Amengual, 2007; Pires, 2008; Jatobá, 2002; 
Marshall, 2007).  A distinction is made in this literature between the Anglo-American 
approach to enforcement (rooted in deterrence, sanctions and fines with a rigid 
division of labour between areas of inspection) and the Franco-Iberian tradition 
(based upon conciliation, training and a unified system of work inspection that draws 
upon all areas of labour law to bring companies into compliance).  Such authors argue 

                                                 
16 Including concern to avoid potential trade sanctions by the United States government over labour 
violations and to respond to changing patterns of labour use that have proliferated under global 
production, including growing informal work, rising outsourcing, the presence of small and micro 
firms, the existence of disguised employment relationships at lower levels of supply chains, self-
employment and difficult areas such as domestic workers.    
17 Although difficult cases persist, as in Pakistan where the state has withdrawn itself from monitoring 
the implementation of labour laws through the suspension of labour inspection (ibid). 
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that the latter model is most conducive to reconciling labour standards with 
competitiveness, especially in developing countries under the pressure of global 
production (Schrank and Piore, 2007).  Other authors argue for a hybrid approach that 
blends elements of both models, noting that efforts to promote labour standards are 
most successful when they join punitive and pedagogical elements of labour 
monitoring (Pires, 2008). 
 
Efforts to strengthen and professionalise labour inspectorates in developing countries 
reveal several immediate challenges to tackle.  First of all, the ratio of labour 
inspectors in relation to the size of the labour force is generally very low in most 
developing countries.  Information for the period 2003-2006 indicates many cases 
where the ratios of labour inspectors to overall workforce fall below ILO 
benchmarks18.  The low ratios in Asia are striking, considering the elevated levels of 
foreign direct investment and international outsourcing of goods and services taking 
place in this region.   
 
Second, beyond quantity, issues of equal importance relate to the quality of staff and 
resources.  Labour inspectors often report being overwhelmed by their case loads, 
short of resources and means of travel, poorly paid, subject to bribes and pressure to 
not undertake inspections which might damage the investment climate.  A third 
challenge concerns the differing organisation of labour inspection across countries 
and whether the remit of labour inspectors is defined in broader or more specific 
terms. 
 
The cross-border nature of global production surpasses the scope of state-level 
regulation and may involve different regulatory structures across countries involved in 
the same supply chain.  Global production networks and markets may be outstripping 
the ability of national and multilateral governance systems to respond; highlighting 
the need for new governance structures that are appropriate to the reality of a global 
economy (Mayer and Pickles, 2008).  Furthermore, changes in the organisation of 
production, where layers of subcontracting contribute to embedding unregulated work 
and vulnerable groups of workers down global supply chains, pose new roles for 
labour inspectors. 
 
Finally, and of particular relevance to this paper, public labour inspectorates have 
difficulty monitoring work in the informal economy, in micro-enterprises, small 
workshops and even home-based and piece-rate work which are linked into global 
value chains.  It is difficult to regulate work in such circumstances due to their small 
size and relative invisibility, or because scarce resources require setting of priorities to 
inspect larger, formal sector firms, or because labour legislation itself does not cover 

                                                 
18 While no official definition exists for a sufficient number of labour inspectors at the national level, 
the ILO has set benchmarks regarding the number of labour inspectors in relation to number of 
workers: 1/10,000 in industrial market economies; 1/15,000 in industrialising economies; 1/20,000 in 
transition economies; and 1/40,000 in less developed countries (ILO, 2006a, paragraph 13).  Ratios of 
labour inspectors to workforce vary widely between countries and regions; ILO data for 2003-2006 
indicate the following ratios: approximately 1/25,000 in Latin America, 1/35,000 in Middle East and 
North Africa countries, over 1/85,000 in Asia and the Pacific and 1/90,000 in Sub-Saharan Africa 
(Gifford, 2008).  .  
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work in such small production units – comprising another regulatory gap19.  In India, 
the Factories Act of 1948 still regulates basic conditions of work and specifies that 
labour regulation does not apply to enterprises under ten workers (if the company has 
electricity) or under 20 workers (if the factory does not use electricity).  As a result, 
Indian labour inspectors rarely operate beyond organised urban workplaces, leaving 
out workers in rural areas and in smaller production units at the lower end of supply 
chains.  In some developing countries, the labour administration regards micro and 
small enterprises as falling outside the scope of regulation, and thus labour inspectors 
are not authorised to enforce the existing laws in these circumstances. 
 
As such, both public and private mechanisms for regulating work are limited in their 
scope when it involves upgrading conditions for workers in smaller production units, 
in the informal economy and for rural workers. 
 
Challenges to Labour Regulation in the Informal Economy 
 
Market relations between the modern productive sector and informal activities are 
rising, particularly in countries where fiscal discipline is poor and inspection 
capabilities are limited (Tokman, 2006), a phenomenon manifested where workers are 
embedded in supply chains serving global markets20.  The International Labour 
Conference in 2002 recognised the increasing prevalence and variety of situations of 
informal work and the blurred boundaries between so-called formal and informal 
labour, extending and widening its definition to the informal economy21. 
 
Informal workers may be deprived of their labour rights for several reasons.  First of 
all, workers might not be declared by their employers or are engaged in clandestine 
forms of work.  In these cases, labour inspectors may have the formal authority to act 
in cases of non-compliance with existing law, although in practice, they may have 
limited opportunities to do so.  One key precondition is that an employment 
relationship must be determined in order to apply labour laws (ILO, 2006b).  Second, 
workers might be considered to be excluded from the scope of labour and social 
security laws.  Where no legal basis exists for protecting such workers and their 
economic activities are not covered by law, inspectors have no legal authority to act 
(Daza, 2005).  Some informal activities are the result of limited compliance with legal 
and procedural requirements, where firms meet some registration prerequisites but 
may neglect their tax obligations or compliance with labour law (Tokman, 2006).  
Finally, in other circumstances, revised labour laws make it easier for entrepreneurs to 
hire workers under atypical, fixed-term contracts characterised by higher degrees of 
vulnerability, with reduced levels of social and labour protection (ibid). 
 

                                                 
19 The wording of the Occupational Safety and Health Convention, 1981 (Convention number 155) 
intends that firms should not deny employees protection under the law because of the size of the 
production unit where they work.  
 
20 Some authors hold “burdensome” labour regulations responsible for rising informality (Doing 
Business, 2009:190), although the counterfactual of reduced regulation has not proven effective at 
reducing the informal economy.   
21 This broader definition includes all unprotected labour, even those working in enterprises over five 
employees, in addition to the informal sector as previously defined (ILO, 2002). 
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Governments may provide an incentive for small and micro producers, by organising 
initiatives (sometimes in consultation with workers’ and employers’ representatives) 
aimed at improving business skills and productivity of small and micro producers.  
Related programmes may involve extension of social protection to workers in the 
unorganised sector.  In addition, new partnerships are being formed with informal 
economy organisations such as cooperatives, community groups, small traders’ and 
labour associations in order to build awareness and provide information regarding the 
advantages as well as the responsibilities attained through formal registration 
(GB.297/ESP/1).  India is outstanding for its efforts in this regard, with the 
establishment in 2004 of the National Commission for Enterprises in the Unorganised 
Sector (NCEUS) as an advisory body and watchdog for the informal economy 
(http://nceus.gov.in).   
 
Challenges to Extend Protection to More Workers 
 
The preceding discussion has shown that the reach of regulatory efforts is still limited, 
despite years of private voluntary corporate codes of labour conduct and auditing 
efforts.  The recent strengthening of public labour inspection services in many 
countries has improved regulatory capacity, but the cross-border nature of global 
production still poses challenges for national inspectors, leaving many vulnerable 
workers unprotected.   
 
As seen above, a rift has formed between public and private labour regulation 
initiatives in global supply chains.  What are some implications?  Voluntary corporate 
initiatives can be one element to strengthen global governance mechanisms to ensure 
the promotion of labour standards in global production, among others that include the 
government, workers and their representatives.  Inherent complementarities exist 
between TNC concerns to enforce labour standards throughout their global supply 
chains and the role of public regulatory institutions mandated to enforce national 
labour legislation in the domestic economy.  Improved coordination could potentially 
reduce costs and induce positive spillovers to smaller firms in supply chains – 
eventually impacting positively upon firms engaged in production for domestic 
markets.  Yet, in practice, most private voluntary initiatives to improve labour 
conditions have focused upon first-tier suppliers, missing out smaller firms, informal 
and vulnerable workers down the supply chain and are conducted often without 
consultation with public inspectors or trade union counterparts.  
 
This situation has led to what could be called “regulatory enclaves” where audits and 
social codes have mostly targeted the set of workers with regular employment 
contracts, in first-tier supplier firms, engaged in export production.  The restricted 
coverage of such initiatives fails to address adequately the substantial use of sub-
contracted firms and of contract, casual and migrant workers under non-standard 
employment conditions that research has shown to exist within global supply 
chains22.  This is an area where greater communication between private initiatives and 
public regulatory bodies could potentially unleash positive improvements for a much 
broader set of workers.  Policymakers may wish to consider incentives which could 
                                                 
22 Most workers in the informal economy and in vulnerable situations of work lack protection from 
either private or public regulation, and thereby need to build their own forms of workplace or 
community-based organisation in order to achieve voice and access to their labour rights, as well as 
more general citizenship rights. 
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further encourage greater interaction between private and public regulation, in order 
to achieve much more far-reaching and lasting impacts for workers.  The following 
section considers whether several recent initiatives might offer elements for a next 
generation of labour regulation. 
 
Beyond “Regulatory Enclaves”: Elements for a Next Generation of Labour 
Regulation? 
 
What can be learned from recent studies and evaluations, to indicate what might 
comprise a next generation of labour regulation?  First of all, there is emerging 
consensus that no single actor has all the knowledge required to solve complex and 
dynamic problems in the workplace, nor the overview necessary to employ all 
instruments needed to achieve the type of labour regulation required in a global 
economy (Black, 2002).  Corporate codes of labour practice and social auditing may 
be a useful tool for promoting labour standards in global production, but they are not 
the only one (Barrientos and Smith, 2007).  A broader range of stakeholder 
involvement, partnerships and additional tools, are required and new forms of 
relationships between them.  An approach which promotes an integrative theory of 
transnational labour regulation may be possible to encourage, where the expertise and 
positive impacts of non-state systems can play a dynamic role in building state 
regulatory capacity (Kolben, 2007 and 2009). 
 
Another point concerns the limitations of a sanctions-based approach.  Codes and 
audits that are imposed unilaterally or that are coercive will not induce lasting change.  
Supplier firms require positive incentives, such as technical support, to reform 
productive practices that integrate mechanisms of compliance with labour standards, 
or to receive assured sourcing contracts from buyers to induce a process of deeper 
structural change.  Capacity-building and training are required to put into place the 
policies, procedures and controls for factories to comply with labour standards (Locke 
et al, 2008).  This implies a shift of resources from auditing to remediation and 
capacity-building. 
 
Corporate codes of labour practice should be seen as a complement to, not a substitute 
for, public legal regulation (Jenkins, 2001; ILO, 2006a).  Nevertheless, different actors 
may hold diverging views on the role that public regulation should play in promoting 
labour standards in the framework of global production. 
 
Codes of conducting and social auditing are frequently conducted without 
consultation with workers and their representative organisations, thereby excluding 
the primary beneficiaries from the process of improving their own working 
conditions.  The strengthening of enabling rights could play a key role in remedying 
the unilateralism of CSR initiatives and their lack of engagement of workers and other 
stakeholders (ETAG 2006; CCC, 2005).  While official trade unions emphasise the 
limitation of codes of conduct, the latter are recognised to be valuable, particularly in 
poorly organised supply chains where works have no other recourse of action (Miller, 
2008).  However, allowing workers to access enabling rights, including freedom of 
association and legitimate forms of worker representation, can lay the foundation for 
greater dialogue between the company and workers and build greater 
complementarities between company codes of conduct and the improvements in 
working conditions they aim to achieve.  While the low trade union density is the 
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norm in factories supplying to global markets, estimated at below 10% in most cases, 
it must be recognised that actively anti-trade union activities also exist in cases such 
as selection of suppliers and their location based upon low unionisation rates, or the 
active prevention of worker organisation are also common practices in global 
production networks (ibid).  Innovative examples such as the framework agreement 
between the global union federation International Textile, Garment and Leather 
Workers Federation with the Spanish multinational Inditex, aim to demonstrate that 
labour standards can be promoted in a global supply chain and worker rights 
violations be resolved by putting in place management systems that are backed up by 
industrial relations training (as the step toward developing an industrial relations 
system in factories where one is absent) (ibid). 
 
Also, ethical consumption can impact corporate behaviour by signalling that a market 
exists for products made in accordance with verified social and environmental 
standards.  Tools to support this process, such as transparent reporting mechanisms 
(Sabel, O’Rourke and Fung, 2000), are important for companies, public labour 
regulators, workers’ representative organisations, as well as ethical consumers.  The 
question regarding how far ethical consumption may extend and the extent to which it 
may be taken up by developing country consumers are also pertinent questions (as 
seen in the chapter by Knorringa, in this volume). 
  
Finally, the growing recognition among companies and multi-stakeholder initiatives 
that community-based monitoring methods should be included (Casey, 2006), 
underscores the fact that, in addition to the workplace, workers’ concerns are also 
linked to issues in their household and community where they live.   
 
New Directions in Private and Public Sector Labour Regulation Initiatives 
 
Will the evolution of the next generation of labour regulation in global production 
networks address these challenges?  Some new directions taken by global buyers to 
move beyond codes and social audits provide some insights. 
 
Companies are changing their supply chain practices.  If the consolidation of the 
supply chain concentrates larger orders among fewer first-tier suppliers, then this may 
reduce the direct cost of auditing and ease the burden of regulating compliance with 
labour standards.  However, consolidation of the global supply chain may not 
overcome the creation of vulnerable forms of work.  Polarised impacts were identified 
in the Indian leather industry and readymade garments industry where both regular 
employment and self-employment rise, but informal labour practices also rise within 
them.  The growth of large firms (centralisation) was mirrored by the growth of tiny 
household enterprises (decentralisation) (Damodaran, 2008), which suggests that 
consolidation of supply chains may still involve shifting of costs and risks to 
suppliers.  A similar process of consolidation of sourcing partners, but with a 
subsequent process of decentralisation via unofficial sub-contracting was also found 
in a study of Moroccan apparel suppliers engaged in global supply chains, compelled 
by their lack of capacity and need to be socially compliant (Rossi, 2009). 
 
MNCs are also providing technical support based upon lean manufacturing concepts 
to raise the capacity of their supplier network to schedule work, improve quality and 
raise efficiency (seen as some of the root causes of poor working conditions).  This 
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type of “commitment model” that emphasises information sharing, joint problem-
solving and new management techniques to help suppliers to improve production 
practices may also promote good labour practices in global supply chains (Locke et al, 
2008).  However, suppliers need positive incentives, including subsequent stable or 
higher prices, as well as assurance that sourcing contracts will be guaranteed despite 
drops in productivity that may occur in the transition to new production practices.  
Questions also remain regarding who would bear the cost of remediation and capacity 
building (Casey, 2006).  Finally, capacity-building among suppliers would imply 
similar changes in MNC sourcing practices  to avoid sudden changes in order volume 
or in production programming and price squeezing that are key factors that encourage 
sub-contracting and the use of vulnerable types of work down the global supply chain.    
 
As a third example, companies are forming collaborations with other stakeholders.  
Multi-stakeholder initiatives (MSIs) are an example of a new global governance 
structure.  A number of large firms such as Nike, Adidas, Reebok and Gap have built 
partnerships with local trade unions and NGOs (CCC, 2005:76).  Other special MSIs 
have been set up in apparel and sporting goods, cocoa and chocolate manufacture and 
the tobacco industry).  International Framework Agreements (IFAs) are creating 
channels for social dialogue between MNCs and Global Union Federations to 
promote labour regulations and improved conditions of work across borders in the 
respective countries where global supply chains of the same MNC operate (Papadakis, 
2008).  At the local level, partnerships with local organisations such as NGOs provide 
corporations with knowledge regarding the real working and living conditions of 
workers.  This partnership model will take different forms, depending upon which 
organisations a global corporation prefers to work with and whether an industrial 
relations structure exists at the local level. 
 
These changes in private sector regulation of labour in global supply chains may 
provide some idea of what next generation regulatory approaches will involve.  
Changes in public regulation signal similar shifts. 
 
Initiatives to Strengthen Public Labour Inspection 
 
Changes in how labour inspection is conducted also constitute a major area of 
transformation that can move from a focus on sanctions and penalties to include 
broader functions of the inspector and technical support to help companies come into 
compliance. For example, in some countries the remit of labour inspectors is 
sometimes focused upon safety and health issues in the workplace, other traditions of 
labour inspection may include areas such as conditions of work, forced labour, child 
labour, employment relations, social security, gender equality and discrimination, 
illegal employment and even specific sectoral functions (such as agriculture, 
construction, mining, maritime and railways).  Additional duties may also extend to 
include the control of immigration, the informal economy, registration of small 
enterprises and HIV/AIDS at the workplace.  Other differences include whether action 
is initiated in reaction to complaints and occupational accidents, or as part of regular 
prevention and control activities (ILO, 2005b). This broader remit enables labour 
inspectors to take a more integrated approach to improving conditions of work at the 
firm level. 
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Reforms that have been introduced to improve the competence, independence and 
impartiality of inspectors include:  
  

• Competitive examinations for recruitment; 
• Job security and improved wages that provide recognition of the 

importance of this function and deter corruption; 
• Training and education for inspectors to update their knowledge and skills 

as regards new patterns of work, using the perspective of lifelong learning; 
• Improved equipment, means of communication and record-keeping that 

support effective inspections and follow-up action;  
• Adequate transportation budget for inspectors to visit factory sites; and  
• Inter-ministerial cooperation to link labour inspectors with related parts of 

government such as enterprise development and vocational training.    
(Shrank and Piore, 2007; Gifford, 2008; ILO, 2006a, paragraph 13). 
 
Changes in the organisation of production and embedding of vulnerable forms of 
work down global supply chains pose new roles for labour inspectors, to regulate 
working conditions in ways that join the workplace with the household, communities 
where workers live and broader social relations (Srinivas, 2008; Tewari, in this 
volume).  Indeed, in Karnataka state, recent research indicates that the remit of labour 
inspectors is starting to evolve in the direction of addressing these regulatory gaps as 
regards informal workers and those in the domestic economy (Srinivas, ibid). 
 
Conclusions 
 
Engagement in global production networks has provided an important source of job 
creation in developing countries.  Yet, the quality of these jobs has come under 
scrutiny as evidence of poor working conditions in global factories has come to light.  
Under pressure from NGOs and consumer groups to improve labour conditions in 
their supply chains and finding generally weak public labour law enforcement in 
developing countries, MNCs have designed and implemented voluntary initiatives 
such as codes of labour practice and social auditing.  Studies and experience reveal 
that individual codes have been largely uncoordinated even between firms in the same 
sector and selective in the labour standards audited.  Furthermore, social audits are 
often limited to first-tier supplier firms and miss informal and unprotected work 
prevalent in lower tiers of their supply chains.   
 
Important regulatory gaps have formed between public and private labour regulation, 
between regulatory initiatives extended toward regular versus informal workers and 
between private corporate auditing programmes aimed at first-tier suppliers in export 
production and challenges to regulate labour in smaller and informal enterprises, 
including those also producing for the domestic market.  This chapter argues that 
these gaps have led toward the formation of “regulatory enclaves”.  The term 
regulatory enclaves aims to draw attention to the fact that the potential of private 
sector efforts to improve the conditions of work remains largely confined to a sub-set 
of workers in global value chains and overall they fail to expand their scope or 
generate positive spillovers that could reach more vulnerable workers embedded in 
lower tiers of global supply chains or to build collaborations which could build 
capacity of public regulatory agents. 
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Yet, changing approaches by both public and private actors suggest that we may be at 
an inflection point of change toward another generation of labour regulation in global 
production networks.  New approaches will involve more than merely refining 
previous practices.  They will likely comprise more integrated, consultative and 
systemic processes that build upon the respective strengths of public, private and civil 
society stakeholders.  Rather than parallel processes, greater communication and 
coordination between private and public labour regulation may help to build capacity, 
bring greater coherence between private codes and national legislation and possibly 
stimulate positive spillovers to smaller firms and their workers.  These approaches 
will join technical assistance and capacity building with sanctions in order to 
encourage suppliers to come into compliance.  The use of multi-stakeholder 
consultation that involves workers and their representative trade unions and 
associations will strengthen an awareness of labour rights and improve workers’ 
access to decent work may tap their potential to contribute to firm-level improvements 
of importance to companies.  The effectiveness of new regulatory approaches will be 
gauged inter alia by their cost-effectiveness and replicability among smaller domestic 
firms with limited resources and their coordination with companies in the same sector 
or region.  How these collaborations will operate, the partners involved and the 
respective expertise contributed will comprise a large part of the new regulation 
agenda for labour in global production.  
 
A final word is in order, as regards possible implications of the current economic 
crisis and how it may impact upon CSR initiatives.  Private regulatory initiatives are 
withstanding a test during this period of declining market demand in the industrialised 
countries.  Whether new private sector approaches toward supply chain management 
and promotion of improved working conditions are continued or not, will reveal how 
deeply a sense of social responsibility for promoting labour standards among 
suppliers have been integrated in individual corporate business models.  On the other 
hand, government policy shifts toward a greater balance between export production 
and domestic consumption will need to respect labour standards and improve 
workers’ wages if they are to stimulate domestic effective demand.  Perhaps this 
context provides an opportunity (rather than an obstacle) to conceive of new 
governance mechanisms at the national and transnational levels aimed toward 
regulation of working conditions in global production networks.   
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