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The garment industry in Myanmar, which represents the second biggest export item, is an important
driver of economic growth. The development of the sector is significant: the value of garment exports
increased from US$582 million in 2011 to USS2 billion in Fiscal Year 2016-2017 (Impactt 2016; Htet
2017) and reached USS 2.58 billion in Fiscal Year 2017-2018 (Nyein 2018). In June 2018, the industry
is estimated to count around 500 garment factories employing roughly 500,000 workers, a number
which the Myanmar Garment Manufacturers’ Association (MGMA) strives to increase to1to 1,5 million
workers by 2024 (MGMA 2015).

The competitiveness of Myanmar’s garment industry on the global market has been described as being
primarily based on low wages (Ko Ko and Chern 2018). In 2016, Myanmar was highlighted as one of
the regions’ last “low-cost production frontier for factory relocation” (HKTDC 2016). However, many
factory owners see the 2018 minimum wage increase with concern, pointing to high costs of garment
production lines and the difficulty in paying a higher minimum wage in the context of thin margins
(Aung and Phyo 2018).

Overtime pay represents a significant part of workers’ take-home pay, as workers work long hours in
order to cover basic living expenses. This implies risks not only for workers’ long-term health, but also
for productivity as the latter typically reduces towards the end of long shifts.

Another effect are high turnover rates, as workers move from factory to factory looking for higher
wages. According to industry experts, high turnover is one of the key challenges in the industry,
affecting not only efficiency but also the prospects for successful upskilling, which would require a
more stable workforce.

Wageshasalsobeenrecordedasthenumberonereasonforstrikeaction (Figure1). Whilecomprehensive

comparative strike data is lacking, the Ministry of Labour, Immigration and Population has noted 447
strikes in the garment sector between 2012 and 2014 (ITUC 2015).

Figure 1: Reasons cited by Workers for why they go on Strike
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Source: Authors’ calculations based on Impactt (2016).




After a wave of strikes in 2015 and a relative decline in 2016, many industry observers indicated an
increase in the number and duration of strikes in 2017.

While social dialogue is progressing in many areas, spontaneously erupting conflicts and strikes have
been noted to remain a challenge in 2018.

In terms of cases recorded under the country’s dispute settlement mechanism in Yangon, statistics
by the Ministry of Labour show that 53% of all cases in 2016 related to termination of employment,
followed by wages accounting for 21% (CESD 2018).

P> The supply chain dilemma

While upward wage pressures by workers are likely to continue and increase in the future with rising
inflation, fierce global competition acts as a barrier for wage increases. This conflicting pressure- for
higher wages on the one hand, and continuously low prices on the other hand - can be described as

the supply chain dilemma (Figure 2), which suppliers in internationally integrated “buyer-driven supply
chains” (Gereffi 1994) are facing.

Figure 2: The Supply Chain Dilemma
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In Bangladesh, garment constitutes the largest export category. Research has shown that the price
paid by brands to supplier factories in Bangladesh has declined by 13% between 2013 and 2017 (Anner
2018). It was found that this decline could not be explained by changes in the price of cotton or exchange
rate fluctuations. One explanation could be increased price pressure under strong global competition.

In this context, strategies of suppliers to stay in business include increasing productivity by investingin
new technologies, improving logistics and production processes or by requiring workers to work faster
(i.e. through increasing hourly production targets). These productivity gains can translate into higher
wages or increased profits of suppliers. Or they can be distributed between international brands and
consumers in the form of lower prices at the top of the supply chain.




Figure 3: Real Minimum Wage Development in Bangladesh
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In the case of Bangladesh, as the price paid by lead firms to supplier factories declined by 13 per cent
from 2013 to 2017, the real minimum wage (which takes into account inflation) declined by 22% by
2017 (Anner 2018). During roughly the same period (2011 to 2016), profit margins of supplier factories
in Bangladesh have decreased by 13.3% (ibid.).

ILO (2017) research covering over 1.400 suppliers across sectors in 87 countries has found “extreme
pressure on supplier price quotes”, with the price pressure being most pronounced in the garment
industry.

In this situation, purchasing practices by global brands play a role as the third, ‘invisible’ party in the
relations between workers and employers at national level. The globalized model of fast fashion,
however, places brands themselves under heavy price competition on consumer markets. This points
to a systemic nature of the price problem which may require a coordinated solution.

Each national context, of course,is different. Labour laws and enforcement practices vary. Infrastructure
may be well developed or very limited. Some countries are large and have an expansive network of
domestic suppliers, whereas other countries are small and have a very limited supplier base, requiring
them to import most inputs needed in the production process. However, despite these differences, all
countries face the impacts of competition that have characterized industrial garment manufacturing
since the development of the sewing machine in the 1800s. Then as now, most garments are made by
women sitting behind individual sewing machines. This means that garment factories can be very large
or very small. It also means that production can very easily be sub-contracted from large factories to
small workshops. And, then as now, those who design, market, and sell the garments do not have to
make the garments. That can be done through outsourcing, be it domestic outsourcing as was common
in the 20th century, or it can be done via international outsourcing, as is the norm today.




P Successful examples of addressing the ‘supply chain dilemma’

In the early 20t century, the garment industry in New York relied increasingly on a contracting model
in which companies called “Jobbers” - in today’s terms the brands - designed and sold garments
produced by independent contractors. The contractors manufacturing the clothes, similar to today’s
suppliers, found themselves in a fierce price competition as the “Jobbers” could easily move orders
from one contractor to the next. For the workers employed by the contractors to make the garments,
low wages and excessive working hours were the norm, and the contractor earned a low margin. In
order to produce at a low price point, contractors used old, unsafe buildings with low rent. Among many
other incidents, this resulted in a factory fire in New York City that killed 146 workers in 1911, one of the
deadliest industrial accidents in the US. In response, a US garment workers’ union - the International
Ladies Garment Workers Union (ILGWU) - argued that buyers and contractors were jointly responsible
for wages and working conditions.

Although a formally independent unit, the buyers’ power to set prices influenced how much the
contractors could pay in terms of wages. The solution was a coordinated model of supply chain
cooperation between buyers, contractors and the trade union linking wages and working conditions to
thebuyer’spurchasing prices. The localtrade unionfirst reached an understanding withbuyersto ensure
the prices paid to contractors would be sufficient to cover increased wages costs and other features.
In the second step it negotiated collective bargaining agreements with the contractors reflecting
those provisions. These Jobbers’ Agreements transformed the industry by quaranteeing contractors
stable orders at fair prices which allowed for wage increases, better working conditions and higher
productivity. It was universally recognized as a successful model, with a conservative U.S.-American
Senator commanding “order coming out of chaos” and “unions creating profits for businesses which
were unable to produce profits” (Anner et al. 2013). What he meant by this is that when the buyers,
the suppliers and the unions negotiated ‘jobbers agreements, they created stability for the industry,
and with stability came predictability. Suddenly, suppliers could plan for the long-term. And when they
could plan for the long term, it made good business sense to invest in worker training, which increased
productivity. The Jobbers Agreements ensured that productivity gains would be more equally shared
among buyers (brands), workers, and suppliers. Greater income for suppliers meant they could invest
in better equipment, which also contributed to productivity gains.

A recent example of successful cooperation within a global supply chain is the Bangladesh Accord on
Fire and Building Safety (“Bangladesh Accord”). Established after the Rana Plaza Building collapse
in 2013, killing 1,134 workers, the Bangladesh Accord was set up to improve workplace safety in a
sustainable, collaborative manner. It is a bilateral agreement between close to 200 global garment
brands and retailers, two global union federations and eight Bangladeshi garment worker federations.
1,620 factories are covered by the Accord, with an overall progress rate of 85 per cent in remediating
safety hazards (Accord 2018). Successfully extended in 2017, the Accord is the first agreement in the
global garment supply chain which includes a binding provision for signatory brands to “negotiate
commercial terms with their suppliers which ensure that it is financially feasible for the factories to
maintain safe workplaces” (Accord 2018a). Beyond the particularities of each country and industry,
the Jobbers’ Agreement and the Bangladesh Accord share a number of core elements:

e Binding commitments from all sides - trade unions, manufacturers and buyers

e Provisions on the responsibility of buyers to accommodate agreed higher costs (for wage
increases or remediation of workplace safety hazards)




® Provisions to stabilize sourcing relationships

e Internal transparency on designated suppliers

e Binding arbitration case of disputes over the application of the agreements.

P> A model for modern and resilient garment production

The Jobbers Agreements addressed a broad range of industrial relations issues at a particular period
of US-American history. The Accord was designed to address one issue area, building safety, in one
country with its own particular history and governance gaps, Bangladesh. However, the general
principles of the Jobbers Agreement and the Accord are relevant today for a variety of issue areas and
in a range of countries producing for global garment supply chains. These principles include:

1. The need for a negotiated solution that involves buyers, suppliers and labour;

2. The need for a cost-sharing approach that ensures the price paid for production covers
expenses associated with decent work;

3. The need for some form of co-governance involving buyers, suppliers and labour;
4. The need for a binding mechanism to address impasses should they occur.

Irrespective of time (20th vs. 21st century), the level ofinternationalintegration or size, productivity and
technological level of the garment sector, the garment industry in the U.S., Bangladesh and Myanmar
share notable characteristics: a) a relatively small number of powerful buyers, b) in comparison to the
small number of buyers a larger network of suppliers and c) strong competitive pressure. Considering
the success of earlier supply chain cooperation in the case of the U.S. and Bangladesh, it appears
worthwhile to discuss the potential value of a supply chain agreement in addressing some of the key
challenges confronting Myanmar’s garment industry today.

The first - and probably most important - effect could be the alleviation of conflicting pressures for
higher wages (by workers) and low prices (by brands and retailers) faced by manufacturers today. Ring-
fencing labour costs during price negotiations would allow manufacturers to pay workers a collectively
negotiated wage supported by the purchasing practices of international buyers.

Secondly, a binding agreement could support the development towards higher value-added FOB
production systems by providing manufacturers with the security required to undertake capital
investments. With lower turnover due to higher wages it would be worthwhile to invest in skill trainings
for developing a well-trained, modern workforce.

Thirdly, better social dialogue with trade unions at the workplace can help to address the efficiency
challenge. Research on social dialogue and productivity in different parts of the world has shown that
trade unions’ voice can improve company performance and productivity gains (Black and Lynch 1997,
Kleiner et al. 2002, Metcalf 2002, Grimshaw et al. 2017). Furthermore, improved social dialogue is
likely to prevent and reduce industrial unrest and strike action, in particular if a dedicated dispute
resolution mechanism at the factory level is included in a negotiated agreement between Myanmar
trade unions and employers supported by global buyers.




> Sharing responsibility - sharing the costs

Unlike conventional compliance requirements operating through a top down approach, the Bangladesh
Accord and the Jobbers’ Agreements recognize the shared responsibility of buyers and suppliers for
the conditions of workers in global supply chains. This paradigm shift towards shared responsibility
is notable in the area of due diligence. The UN’s Office of the High Commissioner for Human Rights
notes “changing product requirements for suppliers at the eleventh hour without adjusting production
deadlines and prices, thus pushing suppliers to breach labour standards in order to deliver” as an
example of a contribution to human rights violations in the supply chain (OCHR 2012: 17).

The responsibility of buyers to avoid “contributing” to human rights violations is also reflected in the
recently updated ILO Tripartite Declaration of Principles concerning Multinational Enterprises and
Social Policy (2017),the OECD Guidelines for Multinational Enterprises (2011), the sector-specific OECD
Guidance in the Garment and Footwear Sector (2017) and the general OECD Due Diligence Guidance
for Responsible Business Conduct (2018).

The globalized nature of today’s garment industry requires a global response. The two examples
explored above, the Jobbers Agreements in the US and the Accord in Bangladesh, show that the
cooperation between supply chain actors, binding commitments, and shared responsibility for bearing
the costs of wage increases can transform the industry for the benefit of manufacturers, workers,
governments, and buyers.

Bearing in mind the country-specific needs, supply chain cooperation based on the ILO’s founding
principle of social dialogue may hold the potential for developing Myanmarinto an attractive destination
for long-term investment based on stability, predictability and sustainable development.
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