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Preface

This book details the findings of International Labour Office (ILO) field research
conducted under funding from the United States Department of State on the global
sports footwear, apparel and retail sectors between 2000 and 2002. The goal of this
research was to identify and examine the ways in which companies adopt, implement
and evaluate policies regarding codes of conduct in their global business operations.
The main objective was to illustrate the different methods and strategies by which
multinational enterprises achieve their labour practice objectives and thereby provide
a learning platform.

The research was conducted in two parts. The pilot phase of the research focused on
the sports footwear sector and was conducted during the second half of calendar year
2000. Subsequently our understanding of the issues under consideration increased as
is reflected in our fine-tuning of areas of focus in the apparel and retail sectors. The
purpose of the pilot research was to help identify issues and provide a focal point for
our analysis, rather than a definitive platform of findings, while simultaneously
strengthening the capacity of the ILO team to carry out the research. Consequently,
there were a number of changes made to the original research approach including a
revision of the methodology as well as a broadening of inputs to incorporate expert
advice from leading academics and practitioners active in this field.

The footwear sector was chosen for the pilot phase of research due to the fact that
the relevant policies and management systems in that sector are relatively well
developed. It is acknowledged that the selection of multinational enterprises reviewed
in this sector was limited to a subsection of firms that have been actively involved in
code implementation for a number of years. An attempt was made to widen the scope
of our coverage in the apparel and footwear sectors by increasing sample size. However,
given the specific objective of this research, namely to document the management
systems in use, our focus was limited to those firms that actually have codes of conduct
together with an established implementation process.

In conducting the research, the ILO research team, together with assistance from
various academic experts, interviewed managers regarding the techniques and systems
used by three sports footwear multinationals, nine apparel multinationals and eight
retail multinationals in carrying out their social performance objectives, tracking pro-
gress, and determining the means by which enterprises respond to shortcomings when
they are identified. Particular emphasis was placed on understanding the institution-
alised structures of corporate oversight, ranging from those dedicated systems explic-
itly focused on achieving social objectives, to adaptations of pre-existing corporate
institutions, including human resource management, quality assurance, communica-
tions and personnel evaluation systems. The research also included interviews with
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government representatives, employers’ organisations, workers’ organisations, non-
governmental organisations (NGOs) and others actively involved in this field.

There are many difficulties involved with the assessment of the effect of corporate
codes of conduct. Like other private-sector initiatives, codes of conduct are not created
in a vacuum, but are developed and negotiated against a backdrop of international and
national laws and regulations within the context of the management and operations of
the enterprise. For this reason, the scope of this research was limited to the identifica-
tion of the key characteristics of the management practices and systems established
rather than an assessment of the effects of the codes of conduct themselves.



Foreword

The last 15 years have witnessed the birth of a new, privatised mode of workplace
regulation integrated into global production and supply chains. The emergence and
rapid spread of corporate codes of conduct—setting forth a list of workplace rights and
standards for the factories in those chains—is only the most visible element of the new
mode of regulation. Along with the codes themselves, multinational manufacturers
and retailers have developed elaborate managerial systems for formulating, enforcing
and revising the norms contained in the codes.

These managerial systems for ‘labour monitoring’, labour auditing’ or ‘social com-
pliance’ are embedded in the multinational corporations’ complex array of structures
and functions for production, sourcing, information, quality control, legal compliance
and so on. And those overall corporate structures and functions are situated, in turn,
in an organisational environment that now includes not only familiar forms of worker
representation—unions and works councils—but also new kinds of intermediaries that
apply pressure, offer services and provide arenas for managerial learning and co-
ordinated action, all with a view to improving conditions for factory workers. Among
the new intermediaries are for-profit auditing firms, not-for-profit consultants, multi-
stakeholder consortia, foundations, and a variety of non-governmental organisations
dedicated to the campaign against global sweatshops. The new workplace initiatives of
both managers and intermediaries are ultimately impelled and inflected by the con-
cerns and interests of national and global unions, consumers and investors.

Calling the new managerial systems a privatised mode of ‘regulation’ does not
presuppose any particular view about their desirability, or about the relation between
these new activities and traditional public regulation of workplaces. Some view the
managerial systems simply as a more high-powered vehicle for corporations’ internal
compliance with external legal norms—a new, unobjectionable mechanism serving a
familiar compliance function. At the other extreme, some see the managerial systems
as a substitute for sovereign legal institutions and a threatening rival to trade unions.
Either of these views is consistent with the fact that most of the corporate codes
explicitly or implicitly require factories to comply with the rights and standards set
forth in international labour law (as promulgated by the International Labour Organ-
ization) and in relevant domestic labour law.

I refer to the managerial systems as a new mode of regulation solely for heuristic
purposes: to highlight some important features of the systems and to suggest parallels
with emerging forms of transnational standard-setting in areas other than workplace
conditions, such as environmental controls, financial risk management and technical
standards. In all of these areas, decision-makers formulate, specify and implement
norms, in the form of standards, rights or rules. Decision-makers (social compliance
managers, in the case of labour standards) therefore face the common dilemma of
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ensuring that norms (codes of conduct) are applied consistently even while ensuring
that norms are flexibly adapted to local circumstances (specific factory workplaces).
This familiar dilemma of domestic, sovereign labour regulation is only heightened
when norms have to be specified and enforced across borders by private managers
facing a wide variety of national labour-relations systems, legal regimes and workplace
cultures. The multinational corporation is, in effect, an administrative apparatus for
formulating and applying workplace norms, and that apparatus spans the national and
international regulatory mechanisms serving an analogous function.

This heightened dilemma, and the surprising speed with which the privatised mode
of workplace regulation has emerged and diffused in the last 15 years, are symptoms of
the current era of economic globalisation. The time is ripe for empirical research and
analysis that begins to map comprehensively the managerial systems and interme-
diaries comprising the new mode of workplace regulation. In this book, Ms Ivanka
Mamic has done an extraordinary job of launching that endeavour. The unique access
to managerial personnel she enjoyed under the auspices of the International Labour
Office produced a very rich harvest of in-depth interviews and analysis. Her book will
be indispensable to managers, unionists, policy-makers and academics who seek a
better understanding of managerial systems for social compliance, as well as those who
wish to comprehend the broader phenomenon of transnational, private standard-
setting across many fields.

Mark Barenberg
Professor of Labor and International Law, Columbia University, New York
Director, Governing Board, Worker Rights Consortium, Washington, DC



I
Overview of the research

This book provides a review of the findings from field research into the sports footwear,
apparel and retail sectors. Conducted over a two-year period between 2000 and 2002,
this research looked at the management approaches to implementing corporate social
responsibility (CSR) and corporate codes of conduct and was carried out in two parts.
The first part encompassed an examination of the sports footwear sector and was
undertaken on a pilot basis with a view to providing an opportunity to refine the
approach for the remainder of the research. It also provided an opportunity to develop
a framework for the presentation of the findings. The second part of the research
involved an in-depth analysis of the implementation of the myriad voluntary corporate
codes of conduct in the apparel and retail sectors. The goal of the research was to
identify and examine ways in which companies adopt, implement and evaluate the
effect of policies regarding CSR and the voluntary commitment to labour, social and
ethical practices in the context of globalised business operations. The approach of our
analysis was to consider the dynamics of multinational enterprises (MNEs) at all of their
relevant levels, along with related developing country firms linked into MNE supply
chains.

1. Background

Considerable resources are being devoted to tracking the recent exponential increase
in the voluntary initiatives of MNESs to promote objectives reflecting principles in the ILO
Declaration on Fundamental Principles and Rights at Work, CSR and related labour,
social and ethical practices. Emphasis has rightly fixed on their content: for example,
which behaviour or performance principles are endorsed, and on arrangements for
verification of the implementation of codes. By contrast, comparatively little is known
about the methods that enterprises use to advance their labour policy objectives, or to
ascertain whether they are being observed in practice. Even less is known about the
extent to which the scope of implementation is being enlarged to include the enter-
prises’ commercial partners up and down the supply chain: affiliates with common
shareholding, suppliers of goods and services, contractors and subcontractors, cus-
tomers, joint venture partners and partners in strategic alliances. Knowledge is espe-
cially scant about the way in which developing country enterprises, be they principals
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or partners of larger firms, are setting and pursuing their performance objectives
regarding labour practices under the influence of MNE codes of conduct.

2. Purpose and impact

The research aimed to shed light on the techniques and systems in use by sports
footwear, apparel and retail MNEs to implement their voluntarily established code of
conduct objectives, to track the progress being made and to determine the means by
which enterprises adjust to shortcomings when they are identified. As will be
highlighted later in this book, these objectives are not set in a vacuum but rather are
impacted by national legislation, international legislation and regulations, and other
guidelines such as the ILO Tripartite Declaration for MNEs and OECD Guidelines on MNEs.

The goal was to better understand the dedicated systems explicitly focused on
labour, social and ethical objectives, or adaptations of existing systems such as those
relating to strategic goals, human resource management, quality assurance, commu-
nications and dialogue strategies, and evaluation systems. It is hoped that this docu-
mentation of the management systems used will help illuminate how the objectives
pertaining to labour practice are translated into practice and the consequences of such
actions.

Our intent is that the knowledge gained can be used by enterprises to ensure that
their commitments to labour, social and ethical goals and their legal obligations are
met. Furthermore, public policy-makers may find value in understanding the inter-
action of business operations and corporate social commitments in order to better
integrate private initiatives with public systems of regulation. Specific research
questions addressed were:

1. What are the management systems that enterprises use at MNE and supplier
levels to set, communicate, implement and evaluate progress in attaining
social (code of conduct) objectives?

2. How are management systems that are related to social (code of conduct) per-
formance linked between MNE and supplier levels, and how do they interact?

As is clear from the above questions, the focus of the research was on management sys-
tems for CSR and codes of conduct. Looking to one of the leading theorists in terms of
organisations, such systems are those ‘responsible for directing and coordinating the
other subsystems of the organisation. In addition, these systems are responsible for
developing organisation structure and directing tasks within each [of the other various
organisational] subsystems’ (Daft 1995). It is important to recognise that management
systems, addressing things such as vision setting—for example the development of a
code of conduct—or the allocation of resources to support compliance or establishing
reporting and monitoring approaches, stretch beyond the involvement of managers,
and in most cases directly and indirectly concern the actions of and the impacts on
workers. While managers in suppliers and brand/buyer companies may have a greater
direct role in, and impact on, many of these systems, the ILO in general promotes the
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importance of establishing and maintaining a role for workers. Such a role, we heard
repeatedly, is central to meeting code elements in general as well as boosting the
productivity of the firms concerned. At the same time, as becomes clear in this book,
management systems are those that determine how firms comply with labour law, both
at the international and the national level, and establish labour norms in the workplace
as well as implementing the social commitments reflected in CSR and voluntary codes
of conduct.

3. Scope of research

This research focused on MNE/buyer and developing country/supplier inputs to
address the issues identified above, and the research scope in general. The footwear
sector was chosen for the pilot phase of research because the policies and management
systems in this sector are well developed and labour issues have generated considerable
interest and debate. Given the involvement of a number of leading MNE footwear
brands in the apparel sector, there appeared to be useful synergies to be gained by
focusing on this sector in the next stage of our research. Prior to a conclusive decision
being achieved on this point, a research trip was undertaken to a number of apparel
supplier factories based in Turkey, supplying to both well-known apparel brands and
sports footwear brands.

This visit revealed that many of the issues that emerged through the research on the
footwear sector are replicated in the apparel industry. However, our discussions there
confirmed our background research, indicating that there were marked differences in
the evolution of the management systems used to implement codes of conduct, both at
the supplier and MNE level, that merited further study in this sector. Finally, after
considerable background research and preliminary findings from the apparel sector, a
decision was made to include the retail sector as the third sector of focus. However, due
to time constraints and the vastness of this sector, it was decided the focus would be
limited to a specific set of retailers, namely large diversified retailers who carry both
‘soft’ (apparel) and ‘hard’ (non-apparel) line products. The rationale for this decision
was the desire to examine the different approaches MNEs take when implementing
their codes of conduct with respect to different product areas.

As with the research into the footwear sector, the focus of attention in the apparel
and retail sectors was on several MNEs and their commercial partners in the supply
chain. Particular attention was paid to the extent to which, and the manner in which,
the management systems were applied or transferred to all relevant firms in the supply
chain. Research on the three sectors was conducted in a sequential, yet overlapping,
manner, so that the lessons learned from the first sector could be applied to the other
sectors, while also compressing the time required for the study.

The findings from the pilot phase of the research have been aggregated with the
results of research into other sectors, allowing a cross-sectoral analysis and providing
an overview of different practices adopted. For all three sectors extensive co-operation
was received from MNEs and suppliers, workers, worker representatives at the factory
level, government representatives and local trade unions.
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4. Methodology

The research carried out has been one of inductive theory building based on multiple
case studies.! In this approach, the research process involved the use of multiple data
sources—particularly interviews and the collection of documents made available by
firms—to develop findings within cases, and between cases within the sectors
reviewed. A qualitative research approach was adopted based on our aim to develop
rich explanations of the processes under study and on the explanatory nature of the
research (Glaser and Strauss 1967; McGrath 1982). Our desire was to provide well-
developed theories that could then be tested in the future.

Interviews with managers and workers within MNEs and suppliers, as well as a
limited number of other interested parties, were the primary data source. Attention
was focused on supplier firms as well as MNEs. Initial contact with MNE representatives
occurred through existing contact lists at ILO headquarters and through numerous
networking opportunities: for instance, attending various code-related conferences. To
the extent possible, a deliberate attempt was made to include a cross sample of MNEs
from both the United States and Europe with a view to examining whether there were
differences in approach based on geographical location. Introductions to supplier
factories were facilitated by the MNEs under study in order to help us with the objective
of understanding code of conduct implementation across MNE supply chains. In some
instances, assistance was sought via ILO constituents, who contacted local employer
and trade union organisations and suggested particular local firms that might be
willing to participate in the study.

In many of the factories a regional or local compliance manager from an MNE, who
was usually one of the factory’s major customers, introduced us. Several criteria for
selection of the factories existed:

* Geographical location: due to time restrictions, an attempt was made to
organise interviews in clusters of factories located within a two-hour driving
proximity of each other

e Product: production of items falling within the product categories of the
three sectors under study

e Size: in order to gain an understanding of the challenges involved with code
implementation, the size of supplier factories visited ranged from 200 employ-
ees to 10,000 employees

* Requirement to adhere to a code of conduct

Further details of the supplier firms studied are included in the individual sectoral
reports. As Table 1 reveals, MNEs that participated in our study range from small, for
example in the apparel sector, to relatively large, for example in the retail sector.

At the MNE level, interviews were conducted with a range of senior and middle
managers involved in the compliance process including: compliance, purchasing, legal,
information technology, communications, logistics and human resource managers. A

1 For a more in-depth discussion of this methodological approach, see Eisenhardt 1989: 532-50. See
also Yin 1994.
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Footwear Apparel Retail

No. of MNEs interviewed 3 11 8

Range in no. of employees 2,400-25,000 200-150,000 24,000-400,000

Median no. of employees 15,000 12,300 127,500

Revenue range (US$ million) 1,100-12,000 50-16,000 2,800-72,000

Median revenue (US$ million) 8,000 3,500 18,500

Average revenue (US$ million) 7,000 4,000 28,800

Product categories Primarily footwear; Footwear, apparel and Hard and soft lines
also apparel and sporting goods including apparel,
accessories footwear, accessories,

home-furnishings, etc.

TABLE1 DATA ON COMPANIES REVIEWED

total of 107 interviews were conducted with MNE representatives. Interviews at the
supplier level were focused on production, compliance, health and safety, and human
resource managerial level. In many instances, directors and/or owners of the supplier
factory were also interviewed. A total of 135 interviews were conducted with supplier
factory representatives. In most instances, interviews were conducted one-on-one with
the respective interviewee and our research team, so that, for example, within one
factory, three or four interviews may have been held. As there is no set heuristic as to
the number of interviews needed to reach saturation, we did not determine the total
number of interviews to be conducted a priori. Instead, we continued with our inter-
views until we reached a point of saturation or ‘redundancy’ in each of the research
questions under consideration (Patton 1990; Marshall and Rossman 1995).

We employed a semi-structured interview approach, based on questions displayed in
Appendix 2. The 1LO developed these questions but it should be noted that, as the
research progressed and discrepancies between the sectors emerged, the focus of our
questions was refined. It should also be noted that the original interview questions
were targeted broadly at the notion of social performance objectives. As we conducted
the pilot phase of the research it became apparent that there was a need to focus our
questions specifically to the issues relevant to code of conduct implementation. Also,
additional areas for exploration were provided by each of the participating experts.
Interviewees were not provided with a copy of the interview questions prior to the
interview and interviews were conducted face to face.

MNE interviews generally commenced with the compliance manager and then pro-
gressed to other functional areas depending on the structure of the organisation.
Interview length was dependent on the knowledge of the interviewee and their role in
the compliance process, with variations of length from 45 minutes to four hours. The
typical interview lasted one hour. Supplier factory interviews were carried out sequen-
tially, commencing with general questions regarding the history of the factory and
current management strategy and later addressing specific code-related issues in more
detail. The supplier factory interviews usually lasted between one and one-and-a-half
hours. In most instances, hand-written notes were taken with the exception of some
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research conducted in China and Thailand where notes were directly transcribed onto
a computer. Additionally, a limited amount of documentary data was collected such as
organisational charts, copies of codes of conduct, and other related code data and
reports. Where there was less formality, greater use was made of interviews and
observation. The role of upstream suppliers was emphasised.

Interviewee Footwear Apparel Retail
Agent 5 1
Employers’ 4

organisation

Government 2 1

representatives

Multinational 47 40 20
enterprise

Multi-stakeholder 4 2
initiative

NGO 4 1
Supplier 30 70 47
Third-party auditor 10 1
Trade association 10

Trade union 1 27 0
Other 2

TABLE2 INTERVIEWS CONDUCTED

As shown in Table 2, interviews were also conducted with others involved or active
in the compliance process, including government representatives as well as those from
trade unions, employers’ organisations, trade organisations and NGOs. This was done
in a deliberate attempt to obtain as broad an understanding and range of perceptions
as possible regarding the systems used to implement codes of conduct. Where possible,
independent documentation or reports regarding the companies under study were
obtained. It was our hope that this documentation and these external interviews would
aid in triangulation with the interviewees’ verbal responses (Silverman 1993).

We did not create coding for data in advance of the interviews, adopting instead a
more grounded approach of developing coding that represented the data as we con-
ducted our research. Similarly, we did not utilise any specific qualitative data analysis
software, opting instead to develop our own ‘matrix of findings’. The initial version of
this matrix was created on completion of our pilot phase of research into the footwear
sector. Based on our findings in this sector, we created specific coding for findings
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pertaining to the systems used by MNEs and their supplier factories. This coding is
represented in this book in the following style, for example: FMNE 1, CSR Director.
The following table provides a synopsis of the coding used throughout this book:

Interviewee Coding Numbering system
Example F MNE 1
Agent Agent
Expert report E
Industry 1A
association
Multinational F  Footwear MNE
enterprise A Apparel
R Retail
NGO NGO
Supplier factory CA Cambodia S Number based on number of

MNEs, suppliers, agents,
NGOs, third-party auditors,
trade unions and industry
associations interviewed

CH China

G Guatemala

H Honduras

SL Srilanka

TH Thailand

TU Turkey

UK United Kingdom

USA United States of America

VI Viet Nam
Third-party TPA
auditor
Trade union U
Other 0

TABLE 3 INTERVIEW CODING

As the research progressed, there were several iterations of our matrix, until, at the
conclusion, it became an invaluable tool with more than 9oo pages that linked all of
the interviews together to create meaningful thematic links and enable higher-level
analyses.?

The results from our interviews are reported in Chapters IV-VI utilising a framework
explained in Chapter III consisting of the following broad elements:

2 This is a common phenomenon that results with all approaches to the coding of qualitative data.
Often as new understandings and insights into the data emerge or as codes become decayed or too
general, new codes will be developed. For further details see Lincoln and Guba 1985 and Miles and
Huberman 1994.
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* Creating a shared vision

* Developing understanding and ability

e Implementing the code in operations

* Feedback, improvement and remediation

This framework is introduced with the goal of both mapping out the findings for the
two research questions under consideration and providing an outline to help guide
future research endeavours in this area. Further, adoption of this framework facilitates
comparison across and between the sectors studied.

Staff from the Job Creation and Enterprise Department and the Management and
Corporate Citizenship Programme of the ILO carried out the research. The pilot phase
of the research was conducted solely by ILO officials with helpful comments and
suggestions being obtained on completion of the research from:

e Jill Murray, Lecturer, Melbourne University, Australia

* Bennett Freeman, Principal, Sustainable Investment Strategies, former US
Deputy Assistant Secretary of State for Democracy, Human Rights and Labor

Interviews in the apparel and retail sectors were predominantly carried out in con-
junction with leading academic experts experienced in code-of-conduct issues and the
sectors under review. Participating academics in the research were:

e Mark Barenberg, Professor of Law, Columbia University, USA

* Stephen Frenkel, Professor of Organisation and Employment Relations, Australian
Graduate School of Management, UNSW, Australia

e Jan Hammond, Unit Head, Technology and Operations Management Unit,
UPS Professor of Business Logistics, Harvard Business School, USA

e Alyson Warhurst, Professor and Chair of Strategy and International Develop-
ment, Director, Corporate Citizenship Unit, Warwick University, UK

Input was also obtained from the following:

* Liu Kaiming, Director, Institute for Contemporary Observation, China

These experts provided valuable and insightful inputs into this research: guiding the
research questions and focus, providing detailed reports after each of the field visits
and verifying the findings contained herein. Support was also provided by a number of
external consultants including several for language assistance/translation services at
the supplier level. The research team was further assisted by participation of labour
ministry and productivity centre personnel in some of the developing countries visited.
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5. A note on the presentation of data/transcriptions

The research team believes that it would be particularly useful for practitioners to see
and ‘hear’ the voice of the managers, workers and government representatives inter-
viewed during this project, rather than just having a summary of their comments. For
that reason, many of the more interesting and useful quotations are provided here. At
the same time, a number of comments on these quotes need to be made.

Due to interviewee concerns and with the goal of maintaining an open dialogue, the
research team did not record the interviews. Transcriptions were made as accurately as
possible. An attempt was made to capture both the content and tone of comments
made. Between the companies some of the common terminology varied and has been
standardised here for easier understanding. As one example, the organisations’ social
performance objectives, referred to by different names in the different companies, have
all been standardised to the terms ‘codes’ or ‘codes of conduct’ in this book. Similarly,
while the core groups responsible for implementing these codes are referred to in
different ways, here this has been standardised to the CSR (corporate social respon-
sibility) group.

As mentioned elsewhere in this book and made clear to all participants at the start
of their involvement in the research project, the inclusion of firms in the project should
not be seen as recognition of their overall good practice. Along these same lines, a
comment or example of problems described should not be seen as an indication of poor
overall performance. The MNE sports footwear brands, their suppliers and their man-
agers and workers have extensive experience—relative to other sectors—in developing
and implementing codes across their supply chains and therefore were considered a
good starting point for the pilot phase of this project. As mentioned above, to focus on
the apparel and retail sectors after conducting this initial review seemed like a logical
extension of our study.

In writing this book, an attempt was made to ensure the non-disclosure of the
identities of the participating firms as well as of the interviewees. Mutual non-
disclosure was agreed on by the ILO and the participating companies prior to the start
of the field research. As such, some of the comments that referred to management
systems or approaches used to implement social objectives, approaches that could by
those in the industry be linked to specific participating companies, have been modified,
giving generic names to the practices in question. Similarly, dates, locations or other
items that would identify the company or the individual interviewed have been
modified where it appeared necessary to avoid identification. In each of these cases,
the basic content of the comments made has been retained.

6. Limitations

As with any piece of research, there are some limitations worth noting.

1. Scope. We were limited in the scope of our research by the research questions
themselves. We aimed to obtain an understanding of the code implementa-
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tion process and the management systems used therein by reasonably well-
known MNEs. We were not seeking a representative sample, choosing instead
to focus on those MNEs and supplier factories familiar with codes. Our objec-
tive in this exercise was primarily to understand how codes were being imple-
mented and what systems were being introduced or used by management
rather than focusing on how codes were received by workers. The effect of
codes was also of concern to us, so this was included in our inquiry, as is
explained in this chapter; however, it was not a central objective, as looking
into such effects would have required a different set of research questions and
methodology.

2. MNE and factory selection. As indicated above, we were limited to a fairly
small sample size of MNEs and their supplier factories based on our desire to
study firms with a reputation for being experienced in the code implemen-
tation process. Furthermore, the selection of supplier factories was a matter
beyond our control, often left in the hands of the MNE albeit according to
criteria requested by us. This biases our sample in the direction of better prac-
tice. While it is important to take into account any possible bias in analysing
research of this nature, we contend that the effect of this bias is limited due to
our desire to obtain an understanding of the good practices that are adopted
in the implementation process.

3. Research process. Due to the lack of detailed documentary information and
the proprietary nature of some documentation requested, we did not always
obtain enough information to enable the comparison of one supplier factory
against another on every single point in our matrix of findings. In an effort to
compensate for this, we increased our sample size and broadened our geo-
graphical coverage. Additionally, in some countries we experienced multiple
tiers of translation, which may have resulted in the loss of some detail and
nuances of information being conveyed.
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Review of the environment
and content of codes

1. Context

Today’s realm of globalisation and trade liberalisation has led to a constantly changing
and unstable scene of international business operations. Individual corporations now
command budgets and organisational systems that far surpass those of many indi-
vidual nation states. How to manage the behaviour of these entities has become a
serious concern of global stakeholders. The purpose of this chapter is to set the context
of codes of conduct against the current conditions of the world business environment.

According to data published by the United Nations Conference on Trade and
Development (UNCTAD), world foreign direct investment (FDI) inflows in 2001 declined
to US$735 billion, which is half of what it was in 2000. In 2002, FDI declined by
approximately 27% to about US$651 billion, continuing a downward trend from a peak
in the late 1990s of nearly US$1.5 trillion.

Interestingly, FDI has slowed more significantly in developed countries, while con-
tinuing to remain strong in the developing countries of the world. Worth noting is the
fact that UNCTAD predicts China may soon overtake the United States to become the
largest FDI host country in the world.3

Regarding control and distribution of FDI, the role of MNEs is significant. One
hundred of the world’s largest multinationals make up approximately one-third of FDI
(Kyloh and Murray 1998: 16). Such investment takes many forms: that of joint ventures,
often in minority positions; subcontracting and production sharing; and non-equity
arrangements, for example turnkey operations and long-term contracting. These
statistics highlight the dramatically increasing global reach of firms, the lengthening of
supply chains and the outsourcing and disaggregation of multinationals’ operations.

There have been several driving factors in the move of many firms’ operations to
developing countries, including lower production costs and significantly lower labour
rates for both high- and low-skilled workers. Considering the information technology
sector, at the low end of the educational/skill spectrum, in 1994 computer typing
contract rates in the Philippines were US$0.50 per 10,000 characters, while in China

3 Personal communication from Masataka Fujita, Officer-in-Charge, Investment Trends Section,
Division on Investment, Technology and Enterprise Development, United Nations Conference on
Trade and Development (UNCTAD).
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they were only US$o.20 for the same amount (White and Munger 1998: 103). At the
other end of the educational spectrum, an Indian PhD in computer science can be hired
for Us$9,000 a year or less to write software code, with the results shipped back to the
United States or Europe by e-mail, over the Internet or through satellite links (The
Washington Post 1996).

In 2002 exports of Indian IT and software grew to US$6.9 billion, with McKinsey &
Co. estimating that the trade could reach US$so billion by 2008. The Indian software
industry is multi-faceted, providing everything from mundane data entry and
maintenance work to the management of increasingly complex projects for European
and Us-based multinationals. Infosys Technologies is an example of a software service
provider that allows these developed country firms to outsource operations at cut-rate
prices. Recruiting new hires at salaries in the US$400 to 500 range per month, while
having access to a huge and talented labour pool—in 1999 Infosys received over
183,000 applications for fewer than 3,000 open positions—this firm and companies
like it in India are mounting a growing challenge to firms such as EDS or IBM as regards
both price and quality.

Similar stories of the move of production and services to developing countries,
whether due to labour costs, differences in regulatory frameworks or access to markets,
are mirrored in a wide variety of industries. Most prominent are the consumer products
industries dominated by brand names, for example Reebok, Adidas, Levi, C&A, Nike,
The Gap and other footwear and apparel manufacturers. Less prominent but just as
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directly connected to global supply chains are other sectors, such as toy manufacturing
(Mattel and others) and retailing (examples include store chains such as Tkea, Wal-
Mart, Sainsbury’s and Carrefour). Similar reports of the impact of globalised value
chains and disaggregated supply chains could be made regarding a range of manu-
facturing operations and service industries, for example the software operations
discussed above or the increasingly international food service chains. The burgeoning
call centre industry in the Philippines is one example linking the trend of globalisation
with both a move into developing economies and developments in information and
communications technologies. Due to a large pool of English-speaking, well-educated
and computer-literate potential employees, as well as a liberal business environment
and decreasing telecommunication charges, call centre employment is increasing
rapidly. Specialist firms such as Sykes, one of the largest global call centre operators
with business in Africa, Canada, China, Europe, Latin America and the United States,
as well as other multinationals such as America Online, have already established large
operations in the country, with annual business growth in the sector estimated at over
50% (Villamor 2001: 1).

The shifts in value chains and trade patterns reflected by the growth in FDI also
reflect a fundamental shift in the relationships in and governance of corporate produc-
tion chains. As the nature of business relations changes, from the formerly dominant
model (rigidly hierarchical firms manufacturing goods within wholly owned facilities
in national operations for local markets) to transnational operations of alliances and
supplier-based manufacturing that serve a range of global markets, CSR is seeing a
related transformation. No longer is CSR the domain of the individual firm operating in
a local regulatory framework, with perhaps a localised single-enterprise-based code of
conduct governing operations. Increasingly, private voluntary social initiatives govern
the range of transactions that are encompassed by joint ventures, licensees and
disaggregated supply chains, with their varying degrees of attachment between busi-
ness partners and involvement of stakeholders.

2. Emergence of corporate initiatives

a. Background

In the context of the frenetic economic and trade activity of the last decade, the
emergence of corporate initiatives to address the voluntary labour, social and ethical
commitments embodied in codes of conduct grew increasingly important. Several
reasons are behind this trend. First of all, news media exposés and general public
awareness of labour and social issues heightened in the 1990s. In the first half of the
decade a number of United States firms received extensive negative coverage. This type
of news coverage, often documenting alleged supply chain-based infractions of
international labour standards, has continued. At the same time, communication
technologies have provided a further impetus to the rapid distribution of brand image-
damaging information. A variety of NGOs, workers’ representative organisations and
organisations supporting CSR initiatives have established websites, each of which can
quickly and easily distribute information or reports on the labour and social practices
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of companies.* These developments have taken place during a time of increasing
debate concerning the benefits and costs of globalisation, resulting in an unprece-
dented focus on the issues covered by CSR. Student protests in the United States con-
cerning labour practices in the manufacture of university-licensed sportswear, as well
as actions in Europe such as the Clean Clothes Campaign, have also added momentum
to the development of CSR initiatives.

Many firms have initiated voluntary, code-based programmes in part due to a desire
to limit such exposure as stated in a United States Department of Labor study of codes
of conduct, ‘companies adoption of codes of conduct serve to ease consumer con-
cerns—and their own—that they may be contributing to the exploitation of child
labour’. It is highly likely that they also ease concerns about other questionable
practices covered by codes (United States Department of Labor 1996: 8). The danger to
a company’s reputation, and the image held by consumers resulting from stories
covered nationally or internationally of child labour, abusive work practices or dan-
gerous workplaces, is clear. Branding has become a crucial element of competitiveness
in global economies (Ries and Trout 1997). Of course, the brand image of any firm
operating transnationally stretches far beyond the borders of its home country;
protecting it from damage is central to maintaining a competitive position. For some
firms, enhancing brand image through positive actions and linkage to best labour
practices is an emerging trend.

Other reasons also exist for firms implementing voluntary initiatives. Many organi-
sations have found that employees increasingly want to work for firms that are
considered ethical and that play a positive role in their communities. At the same time,
a growing number of researchers have documented the business case for social
responsibility (Hopkins 1999; Waddock 2001), highlighting the benefits to firms of
working closely with their communities, improving stakeholder dialogue and valuing
their employees. As this book shows, the development of codes of conduct forms part
of a range of initiatives that firms adopt in implementing their CSR objectives. It is
possible, however, to have a socially responsible firm which has not adopted a written
or formal code. Shorter delivery times and pressures to reduce costs, as well as an
increasing tendency towards transnational supply chains, are in part dependent on
maintaining good relations with supply chain partners, avoiding production disrup-
tions and speeding the ability to make improvements by empowering workers to
address problems at the source (Levy 1997). This research shows that labour disputes,
employee illness or government intervention can result in disruptions apart from other
ill-effects that would make lean production approaches difficult if not impossible.

At the individual company level, codes of conduct are a relatively new development
with, for example, the well-known apparel company code of conduct, that of Levi’s,
having only been adopted in 1991 (United States Department of Labor 1996: ii). Among
certain leading firms’ attempts have been made to operationalise codes of conduct
across MNE production chains rather than merely regarding them as a statement of
broad corporate principles. One writer in a United States Department of Labor study
shared the view that the most important developments today do not lie so much in

4 See International Labour Rights Fund, www.laborrights.org, International Confederation of Free
Trade Unions, www.icftu.org, and Business for Social Responsibility, www.bsr.org, as just three
examples.
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adopting codes that are already widespread, but in the ways companies are devising to
implement codes (United States Department of Labor 1996: 9). However, other experts
in this area have stated contradictorily that codes are in fact not widespread, but are
limited to a few proactive MNEs within a few specific sectors (Jenkins 2001: 12). We do
not seek to address this debate within this book but rather focus primarily on the
experiences of MNEs and suppliers in the implementation of CSR and code standards.

Increasingly, the implementation of codes is becoming an activity that is central to
the operations of the organisation, requiring an integrated approach that touches on
many areas, including communication, training, reward systems, reporting, purchas-
ing and logistics, and monitoring, to name a few. This last point has received particular
attention, linked as it is to the belief of diverse stakeholders in the effectiveness of
various corporate efforts; boosting transparency—and stakeholder support of moni-
toring—has become an objective of many firms. The general acceptance of this can be
seen in the comments of CEOs at the 2001 World Economic Forum’s annual meeting in
Davos, where the panel discussion addressing this issue stated that:

It would be difficult to overstate the consensus, almost the passion, among
these CEOs of the leading global companies [on the Davos panel] that the time
is at hand for transparency.’®

However, in our view, there is progress to be made, as in our experience companies do
not always embrace transparency if it conflicts with business goals. At a broader level,
companies are often opposed to government intervention.®

Increasingly, another form of initiative is evolving, this involving a range of actors,
sometimes including stakeholders other than the firms themselves, with a more gen-
eralised set of principles or social performance objectives. These hybrid associations
may involve NGOs, workers’ organisations, student groups and investors as well as
enterprises. Examples would include the UK-based Ethical Trading Initiative (ETI), an
alliance of companies, unions and NGOs that has established a programme of indepen-
dent verification, and carried out numerous studies to determine best practices for
implementing codes, and the US-based Fair Labor Association (FLA), an initiative
initially created with the support of President Clinton with the participation of manu-
facturers, consumer groups, labour and human rights organisations, and universities.
The Global Compact, a more recent and broader effort initiated by the United Nations,
is centred on ten principles addressing human rights, labour conditions, the environ-
ment and anti-corruption. While not a code, the Compact does set expectations for
firms that need to be included in their strategic objectives
if they are to meet its requirements. The Global Compact, a more recent

The complexity of these issues, the varying goals of and broader effort initiated by the
initiatives and the range of actors and viewpoints, makesa U\ is centred on ten principles
short review difficult. From the ILO perspective, a primary LS Gy (L7

s . . conditions, the environment and
objective would be that firms act in ways that support core anti-corruption.
labour standards and, with regard to codes of conduct, that

5 Summary of 2001 WEF panel ‘The Corporation and the Public: Open For Inspection’. This can be
found by searching the title at the WEF website: www.weforum.org.

6 In the view of Nobel prize-winning economist Milton Friedman ‘there is only one social respon-
sibility of business . . . to increase its profits so long as it stays within the rules of the game’
(Friedman 1970).
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these codes support such action. At the same time, core labour standards are part of
some of the more prominent initiatives, with overlap existing between the Global Com-
pact, the Organisation for Economic Co-operation and Development (OECD) Guidelines
for Multinational Enterprises, and ETI, each calling for firms to respect and implement
the ILO’s Declaration on Fundamental Principles and Rights at Work. It should also be
recognised that some initiatives, including those of the ILO that are based on tripartite
consensus between governments, workers’ organisations and employers’ organisa-
tions, have more weight than others. For example, the OECD Guidelines, which were
developed with input from the Business and Advisory Committee to the OECD (BIAC)
and the Trade Union Advisory Committee to the OECD (TUAC), have an important status
as recommendations made by OECD Governments to MNEs, while the ILO Tripartite
Declaration of Principles concerning Multinational Enterprises and Social Policy,
which references the 1.0’s Fundamental Principles and goes beyond these Principles in
its recommendations, is a universal instrument offering guidelines to MNEs, govern-
ments, and employers’ and workers’ organisations.

Considering the nature of voluntary private initiatives, the content of corporate
social performance objectives and codes of conduct, the means of implementing these
codes and of verifying the efficacy of approach chosen all have led to a lively debate. In
particular, the process of globalisation and the blurring of corporate boundaries,
together with the shifting expectations of national publics concerning responsibility for
supply chains that stretch into developing countries, have proved confusing for many
companies. According to a leading columnist in The Guardian newspaper, ‘many busi-
ness leaders warn of “market confusion”, with a blizzard of new ethical, social and
environmental standards’ (Elkington 2001). The challenge for those working on these
issues is how to achieve the objectives of these various codes, alliances and schemes in
the most effective and efficient manner—typically to ensure decent work for employees
while meeting needs of various stakeholders—without getting overwhelmed by the
plethora of possible approaches.

b. Role of international frameworks

Our research revealed that there is extensive documentation, research and analysis
that exists which continues to provide a foundation for initiatives related to codes of
conduct. Studies and research have occurred on the international, national and local
levels, and have included analysis and evaluation by public, private and non-profit
sector organisations representing the full spectrum of diverse stakeholders. Some of
the most authoritative information exists within international organisations such as
the ILO, the OECD and the United Nations.

A search of the ‘Business and Social Incentives’ database’ of the ILO (BASI) turned up
no less than 400 Web-based resources related to codes of conduct. The existence of
general as well as authoritative resources may be used to counter criticism that parties
developing codes are drawing on inconsistent or disparate resources for content. While
the actual intent of a code, or the rationale for inclusion or exclusion of specific
provisions of a code, may be the subject of debate or speculation, the fact remains that
vast amounts of literature exist to assist in defining the aims and objectives of all

7 Business and Social Incentives (BASI); see www.ilo.org/basi.
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aspects of codes of conduct. This supports the ILO contention that codes, including the
broad content of codes, have not been developed in a vacuum.

The following sections summarise pertinent provisions of key international organi-
sation documents related to codes of conduct. This material includes frameworks for
the development of codes, systems and procedure related to the activities of MNEs that
are or may be incorporated into individual codes of conduct. The provisions referenced
in this section are embodied in public international law that may include a ratified
treaty or convention, or the express provisions contained therein. Accordingly, the ILO,
OECD and UN provide a historical basis and authoritative source for negotiated language
that seeks to balance the divergent interests of governments, workers and employers.

A complete listing of applicable ILO and OECD documents related to labour standards
is contained in Appendix 1.

Labour provisions of the ILO

Tripartite Declaration

The primary document embodying the ILO’s labour principles for MNEs is the ‘Tripartite
Declaration of Principles Concerning Multinational Enterprises and Social Policy’
(hereinafter ‘Tripartite Declaration’).® In this document, the ILO lays out a basic
framework of labour principles, from which the intent for implementation may be
inferred, interpreted and debated. In the Tripartite Declaration, the ILO invites govern-
ments, employers, workers’ organisations and MNESs to observe its principles so as to
maximise the positive contributions of MNEs, particularly those related to economic
and social development. It calls for appropriate laws and policies, along with co-
operation between government and trade unions, and recommends the principles as a
guide to be observed on a voluntary basis by all parties.

All parties are admonished to respect the sovereign rights of states, obey national
laws and regulations, give due consideration to local practices and respect relevant
international standards. Specific mention is made of the United Nations Universal
Declaration of Human Rights (also covered in this section), international covenants
adopted by the UN, and the Constitution of the ILO, with special emphasis placed on the
freedom of expression and association.’

The Tripartite Declaration seeks to promote a consistent standard for both domestic
and international companies, calling for ‘good practices’ for conduct in general, and
social practices in particular. It states that national governments should promote good
social practice and have regard to ‘social and labour law, regulations and practices in
host countries as well as to relevant international standards’, including consultations
among all concerned parties, as appropriate.

Disputes under the ILO Tripartite Declaration
The 1.0 has established a system for resolving disputes or conflicts arising under the
terms or provisions of the Tripartite Declaration. Specifically, the 1LO provides for the

8 Adopted by the Governing Body of the International Labour Office at its 204th Session, Geneva,
November 1977, as amended at its 279th Session, Geneva, November 2000.
9 Ibid., Art. 8.
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‘examination of disputes’ arising from the application of the Tripartite Declaration by
means of a process of formal interpretation.’®

This provision states that ‘[t]he purpose of the procedure is to interpret the pro-
visions of the Declaration when needed to resolve a disagreement on their meaning,
arising from an actual situation, between parties to whom the Declaration is com-
mended.” The 1LO is careful to avoid duplication or conflicts with either national law
and practice, or existing ILO procedures, prohibiting the invocation of this interpretive
process when other dispute mechanisms are already provided for."!

Table 4 provides a listing of the specific labour-related activities of the General
Policies provisions of the Tripartite Declaration, along with the applicable ILO Conven-
tion and Recommendation referenced in the provision.

ILO Declaration on Fundamental Principles and Rights at Work

The Governing Body of the ILO at its 277th Session, Geneva, March 2000, adopted the
‘Declaration on Fundamental Principles and Rights at Work’ (which had been adopted
by the International Labour Conference in June 1998). This Declaration called for a
renewed ‘commitment to respect, promote and realise the following fundamental
principles and rights at work, namely:

a. Freedom of association and the effective recognition of the right to collective
bargaining;

b. The elimination of all forms of forced or compulsory labour;
c. The effective abolition of child labour; and
d. The elimination of discrimination in respect of employment and occupation.’

The Declaration makes clear that these four categories of fundamental rights and
principles are universal and apply to the entire tripartite membership, whether or not
member states have ratified the relevant ILO Conventions. Explicit mention is also
made to the contributions of MNEs as ‘an important element’ in attaining the Decla-
ration’s objective. Further, the Declaration states that these fundamental rights and
principles should be taken fully into account when interpreting and applying the
principles of the Tripartite Declaration. Consistent with avoiding prescriptive lan-
guage, the ILO reaffirms here the voluntary character and meaning of the Tripartite
Declaration.

10 Adopted by the Governing Body of the International Labour Office at its 232nd Session, Geneva,
March 1986.

11 For additional information, see the Official Bulletin, Vol. LXIX, Series A, No. 3, ILO, Geneva, 1986,
Pp- 196-97, and Official Bulletin, Vol. LXIV, Series A, No. 1, 1981, pp. 89-90.

12 Copies of ILO Conventions and Recommendations referred to in the Tripartite Declaration are
available on request from ILO Publications or at www.ilo.org.



Labour area

Labour activity

Applicable Convention

Applicable Recommendation

Conditions of
Work and Life

Age, Benefits and
Conditions of Work

No. 116: Reduction of Hours
of Work

No. 110: Conditions of
Plantation Workers

No. 110: Conditions of
Plantation Workers

No. 115: Workers” Housing

No. 69: Medical Care

No. 130: Medical Care
and Sickness Benefits

No. 134: Medical Care and
Sickness Benefits

Minimum Wage

No. 131: Minimum Wage

No. 135: Minimum Wage

Minimum Age

No. 138, Art. 1:
Minimum Age

No. 182, Art. 1: Child
Labour

Safety and Health

No. 119: Guarding of
Machinery

No. 118: Guarding of
Machinery

No. 115: Ionising
Radiation

No. 114: Ionising Radiation

No. 136: Benzene

No. 144: Benzene

No. 139: Occupational
Cancer

No. 147: Occupational Cancer

Guidance and Training

Employment Employment Promotion No. 122: Employment No. 122: Employment Policy
Policy
Equality of Opportunity No. 111: Discrimination No. 111: Discrimination
and Treatment
No. 100: Equal No. 90: Equal Remuneration
Remuneration
Security of Employment No. 119: Termination of
Employment
Industrial Freedom of Association No. 87: Freedom of
Relations and Right to Organise Association and Right to
Organise
No. 98: Principles of the
Right to Organise and
Bargain
Collective Bargaining No. 98: Principles of the
Right to Organise and
Bargain
No. 135: Workers”
Representatives
No. 129: Communications,
Management and Workers
Consultation No. 94: Consultation and Co-
operation
No. 129: Communications
Examination of No. 130: Examination of
Grievances Grievances
No. 29: Forced or
Compulsory Labour
No. 105: Abolition of
Forced Labour
No. 35: Indirect Compulsion of
Labour
Settlement of Industrial No. 92: Voluntary Conciliation
Disputes and Arbitration
Training Training No. 142: Vocational No. 150: Vocational Guidance

and Training

TABLE 4 APPLICABLE ILO CONVENTIONS AND RECOMMENDATIONS
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OECD Guidelines for Multinational Enterprises®?

The Guidelines for MNEs were adopted by the governments of the 29 member countries
of the OECD and Argentina, Brazil, Chile and the Slovak Republic at the OECD Minis-
terial Meeting on 27 June 2000.

The OECD Guidelines for MNEs are recommendations generated by governments that
provide voluntary principles and standards for responsible business conduct. The
Guidelines aim to ensure that the operations of MNEs make positive contributions to the
societies in which they operate. The Guidelines state that their aim is ‘to encourage the
positive contributions that multinational enterprises can make to economic, environ-
mental and social progress and to minimise the difficulties to which their various
operations may give rise’.

Key government action in this regard includes effective domestic policy frameworks;
stable macroeconomic policy; non-discriminatory treatment of firms; appropriate
regulation and prudential supervision; an impartial system of courts and law enforce-
ment; and efficient and honest public administration. In addition to referencing the
promotion of sustainable development, the Guidelines state, ‘Governments adhering to
the Guidelines are committed to continual improvement of both domestic and inter-
national policies with a view to improving the welfare and living standards of all
people.’

The general provisions enumerate various behavioural goals and objectives for MNEs,
including:

1. Economic, social and environmental progress

2. Respect of human rights

3. Local capacity building, and domestic and foreign market development

4. Human capital formation, including employment opportunities and training

5. Exemptions to environmental, health, safety, labour, taxation, financial
incentives, or other issues

6. Good corporate governance principles and practices

7. Self-regulatory practices and management systems

8. Awareness of, and compliance with, company policies

9. Action against employees who report practices that contravene the law

10. Business partners, suppliers and subcontractors compliance with the
Guidelines

11. Improper involvement in local politics

Unique to the OECD Guidelines, a meritorious attempt is made to address the issue of
bribery. Specifically, MNEs ‘should not, directly or indirectly, offer, promise, give, or
demand a bribe or other undue advantage to obtain or retain business or other
improper advantage. Nor should enterprises be solicited or expected to render a bribe

13 Text adapted from www.oecd.org.
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or other undue advantage’. The Guidelines include six sections that outline a variety of
steps, actions, behaviours and policies that should be undertaken by MNEs to discour-
age and fight bribery, extortion and corrupt practices.

National Contact Points (NCPs)

The OECD espouses a formal programme of promotion, management, interpretation
and dispute settlement arising from the Guidelines in the form of NCPs for each country
adhering to the Guidelines. Responsible for clarification of the Guidelines, this body is
empowered to seek advice from a variety of entities, including business and trade union
advisory committees, and in general is tasked with ensuring the effective functioning
of the Guidelines.

Explicit procedural guidance regarding NCPs is provided relating to the objectives of
‘visibility, accessibility, transparency and accountability’. These include such matters as
the appointment and organisation of NCPs, dissemination of information and promo-
tion of the Guidelines. Further, the detailed process for the handling and resolving of
issues arising under the Guidelines is outlined, along with the requirement that NCPs
submit annual reports.

United Nations

United Nations Universal Declaration of Human Rights
Adopted and proclaimed by the General Assembly of the United Nations, the Universal
Declaration of Human Rights calls upon all member countries to publicise the text of
the Declaration and ‘to cause it to be disseminated, displayed, read and expounded
principally in schools and other educational institutions, without distinction based on
the political status of countries or territories’.

For the purposes of this book, the operative articles of the UN Universal Declaration
of Human Rights applicable or related to issues of labour and employment include:

Article 7

All are equal before the law and are entitled without any discrimination to equal
protection of the law. All are entitled to equal protection against any discrimination in
violation of this Declaration and against any incitement to such discrimination.

Article 8
Everyone has the right to an effective remedy by the competent national tribunals for
acts violating the fundamental rights granted him by the constitution or by law.

Article 20
1. Everyone has the right to freedom of peaceful assembly and association.

2. No one may be compelled to belong to an association.

14 United Nations Universal Declaration of Human Rights, adopted by UN General Assembly
resolution 217 A (III) of 10 December 1948. For full text see www.un.org.
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Article 22

Everyone, as a member of society, has the right to social security and is entitled to
realisation, through national effort and international co-operation and in accordance
with the organisation and resources of each State, of the economic, social and cultural
rights indispensable for his dignity and the free development of his personality.

Article 23

1. Everyone has the right to work, to free choice of employment, to just and
favourable conditions of work and to protection against unemployment.

2. Everyone, without any discrimination, has the right to equal pay for equal
work.

3. Everyone who works has the right to just and favourable remuneration
ensuring for himself and his family an existence worthy of human dignity, and
supplemented, if necessary, by other means of social protection.

4. Everyone has the right to form and to join trade unions for the protection of
his interests.

Article 24
Everyone has the right to rest and leisure, including reasonable limitation of working
hours and periodic holidays with pay.

Article 25

1. Everyone has the right to a standard of living adequate for the health and well-
being of himself and of his family, including food, clothing, housing and
medical care and necessary social services, and the right to security in the
event of unemployment, sickness, disability, widowhood, old age or other lack
of livelihood in circumstances beyond his control.

United Nations Global Compact?®

The Global Compact is an initiative of the Secretary General that promotes CSR by
seeking to advance universal values. The Global Compact presents business with the
challenge to adopt and apply ten universal principles in the areas of human rights,
labour and the environment and to integrate these principles into daily practices and
management systems.

The underlying objective of the Global Compact is to enhance economic progress,
foster corporate responsibility, global citizenship and institutional learning in address-
ing a variety of present-day issues. By its efforts, the Global Compact creates a common
forum for enterprises, labour and civil-society organisations with the aim of expanding
the benefits of economic development as well as limiting their negative impacts.

The universal document upon which the ten principles of the Global Compact are
based include the UN Universal Declaration of Human Rights, the 1L.0’s Declaration on
Fundamental Principles of Rights at Work, and the Rio Principles on Environment and

15 For further information see www.unglobalcompact.org.
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Development. The organisational partners involved with dissemination and implemen-
tation of the provisions of the Global Compact include the UN Secretary General, UN
Environment Programme (UNEP), the ILO and the UN High Commissioner for Human
Rights.

Other international frameworks

Other related international initiatives include the United Nations Subcommission on
the Promotion and Protection of Human Rights, which has drafted a document entitled
‘Human rights principles and responsibilities for transnational corporations and other
business enterprises’, which explicitly incorporates the principles of 1.0 Conventions. ¢
The International Finance Committee (IFC), a division of the World Bank, has estab-
lished a corporate citizenship facility to assist in demonstrating the business case for
good corporate behaviour. The IFC also has a framework for measuring the sustain-
ability of private-sector investments, which includes an assessment of the health, safety
and welfare of the labour force (ILO 2003: 12).

3. Distinguishing features of codes

In this section, we review a variety of factors that influ-
enced the initial development as well as the continued
evolution of codes. Foundational issues relating to code d s .

. ... . rafted by individual companies
development include definition and scope of the subject . by groups of them, whether
matter to be managed, the specific legal parameters within  jndependently monitored
which the entity seeks to operate, as well as the initial mechanisms or useless pieces of
motivations for establishing a code. Further, the breadth of = paper—are not democratically
stakeholders involved in the creation of a respective code is ~ controlled laws. Not even the
a significant factor for its acceptance and credibility. toughest self-imposed code can

. put the multinationals in the

Corporate codes of conduct are not mandated by legis- e T e

lation. By and large, they are voluntary initiatives under- co|ective outside authority. ®
taken by the private sector to address a variety of opera-  (Klein 2002: 437)
tional and social issues, including labour standards. They
may be developed with or without input from diverse stakeholders such as employees,
trade unions, NGOs and governments. In many respects, codes of conduct have evolved
in response to a lack of (or enforcement of) national regulatory schemes to manage
global corporate behaviour. Within this context, it is noteworthy that great emphasis
has been placed on the implicit shortcomings of non-governmental regulatory pro-
grammes: ‘the bottom line is that corporate codes of conduct—whether drafted by
individual companies or by groups of them, whether independently monitored mecha-
nisms or useless pieces of paper—are not democratically controlled laws. Not even the
toughest self-imposed code can put the multinationals in the position of submitting to
collective outside authority’ (Klein 2002: 437).

¢ The bottom line is that corporate
codes of conduct—whether

16 For more information see www.unhcr.ch.
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Historically, companies have relied on national laws and regulations to guide them
in the development of operational procedures and management systems, the purpose
of which was to meet the required standards prescribed by the legislation. The
common-law and civil-code traditions under which the majority of MNEs were created
and operate provided the measure for corporate behaviour. The challenge that codes
typically seek to address is the voluntary application of prescriptive standards from the
home countries of MNEs to the overseas operations of suppliers, subcontractors and
other business partners where standards may be non-existent, incomplete, not
enforced or ignored.

In the absence of highly developed regulatory structures, codes reflect an attempt to
address the operational challenges of globalisation and extend accountable MNE
behaviour overseas. Codes attempt to define and apply a performance standard to a
complex web of foreign supply chains, inexperienced workforces, differing local cus-
tom and cultural values, conflicting legislation and inconsistent enforcement. Moti-
vated initially by public pressure to real and perceived abuses in overseas operations,
some MNEs developed codes in an attempt to address or resolve these concerns.
However, the lack of express standards developed and overseen by an appropriate
governmental authority has led to often-acrimonious relations among diverse stake-
holders. Conflict arises in attempting to balance competing interests related to code
content and the practical implementation thereof, with the need for meaningful,
effective and verifiable results.

Generally, any voluntary limitation to corporate power occurs only when the value
proposition shows a return or benefit. Uniquely, codes present the paradoxical position
of limiting the power of the entity that creates it. Essentially a form of self-regulation,
codes derive from the interaction of normally competing interests of various work-
place, community and regulatory forces.

a. Definition and development

Codes of conduct do not have a fixed definition. They include a broad array of goals,
formulations, benchmarks and approaches to implementation. They address a wide
range of issues, including relations between MNEs in the world market, labour matters
such as terms and conditions of work and equality, environmental standards, and
health and safety issues related to individual products. In the most general sense, a
code of conduct may be understood as a statement of business principles defining a set
of relationships on a range of topics between an entity and its stakeholders (ILO 2002a:
ch. 1). Codes are largely voluntary, though some trade and industry organisations make
adoption of a code a precondition for membership.

The first formal corporate code of The first formal corporate code of conduct, authored by
conduct, authored by the the International Chamber of Commerce (ICC) in 1937, was
International Chamber of created to restrict competition between companies and to

help prevent competition from damaging the environment
or society in locations where members of the ICC operated
(ILO 2002a: 3). During the late 1960s and 1970s, the public

damaging the environment or drive to eliminate unethical business practices led several
society. international organisations and national governments to

adopt ethical codes addressing corporate conduct. The
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most significant of these are the OECD Declaration on International Investment and
Multinational Enterprises, issued in 1976, and the ILO Tripartite Declaration, issued in
1977.

These declarations have been pivotal in promoting responsible labour practices,
primarily because they provide clear, precise and broadly applicable definitions and
standards. Representing the only internationally agreed principles on the operations of
MNEs and their implications for labour rights, they have played a prominent role in the
development of CSR and codes of conduct. Since the late 1980s, the majority of code
development has been on the part of individual companies. As systems of global
production have replaced trade as the principal international economic interaction and
questions about the internal and external regulation of MNEs continue to gain promi-
nence, companies have responded by formulating their own codes to address issues
such as labour practices and the environment.

b. Factors influencing codes

Many factors contribute to the development of a code. The
motivation of an MNE to create or adopt a code varies
greatly. Further, the specific methodology employed in
developing, selecting and implementing a code greatly
influences the effectiveness and credibility of the code
before diverse stakeholders such as fellow industry mem-

Factors influencing codes include:
* Diversity of participants
involved
¢ Scope of issues
» Standards used to evaluate
corporate behaviour or

bers, trade unions, consumers and governments. Factors performance

that influence a code include diversity of participants  « Level of detail in substantive
involved, scope of issues, standards used to evaluate corpo- provisions

rate behaviour or performance, level of detail in substan- e Effective implementation and
tive provisions, effective implementation and ongoing man- ongoing management
agement, resources devoted to training, monitoring and =~ * Resources devoted to
enforcement; transparency and disclosure, real or antici- training, monitoring and

enforcement
» Transparency and disclosure
* Costs of compliance
¢ Public relations factors

pated costs of compliance and public relations factors.

Soliciting input from a broad range of stakeholders in
drafting the code is often interpreted as demonstrating a
strong commitment to a company’s social obligations. Just
criticism can be directed at codes developed with no or
minimum input from stakeholders. While MNEs are arguably free to establish their own
internal governance and are primarily responsible to employees and shareholders, our
research indicates that it is highly beneficial to consult widely in making policy
decisions directed towards the larger community.' Given that many factories affected
by code commitments do not have functioning union representation, soliciting input
from sources such as the Global Union Federations (GUFs) may provide useful infor-
mation regarding practices and pressures affecting workers in similar factories.
Similarly, governmental departments, labour rights NGOs, and organisations such as
the OECD and the ILO can provide valuable insight into the internal and external factors
affecting MNE operations, and can help in the creation of a code that is both appropriate
and effective to their circumstances.

17  This topic is dealt with later in this book, in Chapters IV, V and VI.
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A variety of factors may give expression to a code. For example, our findings
highlight that a public commitment to the code by the chief executive and the involve-
ment of upper-level management in all required departments suggests a thorough
integration of the code. Adoption of international labour standards also may enhance
the credibility of a code as such provisions enjoy unparalleled international legitimacy.
Perhaps the most important issues relate to the specific provisions and the resources
dedicated to code implementation. The more clear, concise and specific the code is
regarding key aspects such as training, compliance verification, supplier behaviour,
working conditions and labour practices, the more legitimate the code appears. Finally,
the transparency of the code is critical, and is a function of the extent to which code
commitments, means of implementation, ongoing management systems, performance
records and reports, and compliance verification are publicly available.

c. Codes specific to a sector or issue

Codes have been developed to address both narrow and broad purposes, specific
industry sectors and specific types of work. For example, the adoption of the Sullivan
Principles in 1977 was intended to promote equal opportunity in then-segregated South
Africa. Other examples include initiatives begun by the Fédération Internationale de
Football (FIFA), the ILO and others, to implement a programme to eliminate child labour
in the production of soccer balls in Pakistan (ILO 2002a: 7). However, corporate codes
most often address a range of labour and environmental issues and are meant to apply
broadly to all company operations.
A variety of drivers may motivate an MNE to develop a code. Jill Murray notes:

One set of reasons may be to do with internal management, particular across
geographically far-flung sites: a code of conduct provides a framework for
consistent managerial conduct and is thus a useful tool of internal gover-
nance. Another set of reasons may have to do with the benefits which would
accrue to an organisation (or industry grouping) through the proper applica-
tion of fair labour practices. Ethical reasons may form the basis of the code,
reflecting management’s desire to be, or portray itself as, a good corporate
citizen. A firm may want to use a code of conduct to extend or protect its
reputation, which in some industries will be an important asset (Murray
1998: 12).

Since the late 1980s, some MNEs in the footwear, apparel and retail sectors have come
under increased scrutiny because of scandals in their supplier factories involving child
labour, excessive working hours, low wages, harassment and abuse, denial of the right
to organise, and other violations of international labour standards. As the importance
of brand reputation is especially acute in these industry sectors, these companies were
among the first to adopt codes addressing the practices of their suppliers. Since the
inception of codes, ‘available information suggests that the world’s largest multi-
national enterprises, and in particular Us-based multinational enterprises in the textile,
apparel, footwear, and related commerce sectors, have led the trend towards the usage
of codes as a means of responsible sourcing’ (Urminsky 2001: 16). Businesses in these
industries have also developed a larger number of codes in conjunction with industry
organisations, labour unions, and NGOs, than in other sectors.
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Supplier codes are of primary interest in the debate on
codes, as they represent a fundamental shift in the func- Perhaps the greatest conceptual

tion of codes. As Jill Murray observes in her discussion on ~innovation of modern codes is
these codes: their expansion to include

employees of suppliers and
subcontractors who are not direct
hires of the company authoring
the code.

Most codes developed before this period were directed
atinternal company behaviour, and as such were largely
‘inappropriate to the diverse cross-cultural demands of
the international marketplace’. Those codes which were
externally directed were ‘aimed primarily at social critics, the government,
and the media,” and lacked ‘operations specificity or credibility’ (Murray
1998: 3).

In contrast to internally directed codes, this current trend is fundamentally different in
several important ways. Codes are largely formulated and applied unilaterally. In most
cases MNEs cite their own internal standards rather than directly applying recognised
international guidelines such as those outlined by the ILO or OECD. Similarly, moni-
toring and remediation efforts conducted by the company are not necessarily co-
ordinated with their counterparts in the existing state regulatory systems (United
States Department of Labor 2002). Further, the purpose of these codes is not to protect
the sovereignty of governments, as was the case with international agreements in the
1970s. Instead, modern codes have been adopted in response to gaps and shortcomings
of existing regulatory systems. Perhaps the greatest conceptual innovation of modern
codes is their expansion to include employees of suppliers and subcontractors who are
not direct hires of the company authoring the code.

These innovations may imply recognition by MNEs of the inherent responsibilities
created by the realities of a global business operation. The complexity of these produc-
tion systems has challenged the jurisdiction and efficacy of existing national and
international regulatory schemes. In economic and political environments that do not
provide a strong external and independent system of regulation, codes may provide a
significant means for workers to secure treatment no less favourable than those
stipulated in the legislation of MNE home countries and international labour agree-
ments.

Importantly, it must be emphasised that corporate codes of conduct cannot be con-
sidered an adequate substitute for effective national labour regulation. Groups as
disparate as the International Organisation of Employers (IOE) and the International
Confederation of Free Trade Unions (ICFTU), as well as numerous labour rights
theorists, maintain that private codes can complement, but never replace, adequate
national provisions. Thus, the point is strongly emphasised that ‘codes of conduct
should be seen as an area of political contestation, rather than as a solution to the
problems created by the globalisation of economic activity’ (Jenkins 2002b: 70).

4. Language used in a code

In this section, we evaluate the importance of selecting appropriate language for a code
of conduct, as a variety of challenges are posed in developing a code for application in
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diverse localities across the globe. Given the broad aims and objectives of the code,
along with the various audiences to which it is to be communicated, language and
message arise as critical concerns. Specific code language is not a reliable indication of
actual practice. It is possible for companies without codes to work to ensure that their
suppliers act in accordance with applicable legal, labour, social or ethical standards.
Nevertheless, codes do represent a discernable demonstration of a company’s commit-
ment to certain business practices, and an examination of the specific language used in
a code provides useful insight into the attitudes and motivations underlying it.

a. Ambiguity and clarity

The substantive content of a code has two primary linguistic parts. The first is the
expression of the standard to be complied with. The second is the expression of how
strictly the MNE holds itself or its supplier to that standard. The utility of a statement in
implementing standards functions on a scale. At one end is an absolute and unqualified
commitment to abide by the standard, thereby setting a mandatory obligation for itself
and its suppliers. At the other end of the scale is the promotion of a standard, which
leaves a firm definition and clear implementation measures to the discretion of sup-
pliers.

Standards that provide little or no definition of their terms and reference no external
body of practice are problematic. The following is an example from our research of an
unclear standard regarding wage levels:

We believe in the betterment of wage and benefit levels that address the basic
needs of workers and their families, so far as possible and appropriate, in light
of national practices and conditions. We will seek suppliers who share this
commitment.

This statement has several components that inhibit effective implementation. Though
the statement endorses wage levels, it provides no definition of the key term ‘basic
needs’, and no guidance for establishing a definition. In this case, an explicit reference
to national or regional minimum-wage laws would provide clarity, since minimum-
wage levels are established in part through the thorough examination of the goods and
services that constitute ‘basic needs’. In addition, by framing wage levels ‘in light of
national practices and conditions’ rather than with respect to national labour laws, the
statement creates a potential conflict between the code and national legislation.
Finally, the inclusion of the clause ‘so far as possible and appropriate’ effectively limits
the standard, providing a caveat through which even wages that do not meet ‘basic
needs’ of workers may be deemed acceptable by the language of the statement. A more
effective code element addressing wage levels might be:

In all cases, wages must equal or exceed the minimum wage or the prevailing
industry wage, whichever is higher, and legally mandated benefits shall also
be provided.

This statement makes a clear commitment to adequate wage and benefit levels by
aligning each with national labour laws. The language of the standard itself is absolute,
and does not allow for interpretations regarding the authority of the national
legislation cited. However, the statement does not define ‘prevailing industry wage’,
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which leaves discretion to the company in making its own determination as to what is
‘prevailing’ in this industry. Further, the utility of national labour law in setting code
standards extends to other labour issues. For example, the following health and safety
standard would be considered unclear due to its lack of any independently verifiable
benchmark:

We believe that factories should be safe and that the risk of harm from
dangerous activities should be minimised through the provision of safety
equipment, training, and a safe factory infrastructure.

Though the statement does detail several factors impacting workplace health and
safety, it provides no definitions or examples for evaluating these influences. Its ambi-
guity is further compounded by its lack of reference to any body of knowledge, such as
national law or 1.0 Convention that could clarify its meaning. A better statement might
read:

Suppliers must ensure that they abide by all local laws relating to health and
safety in the workplace and residentially where facilities are provided.

This statement is equally concise, but by framing workplace health and safety in the
context of national laws, this provision references a larger body of explicit practices
that can be invoked as measurements of a factory’s progress.

b. Hard and soft language

In addition to its impact on standards, the language chosen in drafting a code can
suggest the level of responsibility taken on by an MNE regarding the degree to which
the provisions will be enforced. ‘Hard’ code language is specific, precise, fully-defined,
and provides a high level of commitment to the standard. ‘Soft’ code language is
general, broad, loosely defined, and displays a low level of commitment.’®

As has been noted, MNEs have often drafted codes in response to the increased
scrutiny of their global production systems by consumers, investors and advocacy
groups. The concerns and perceptions of domestic audiences in turn influence the
expression of various labour issues. With emotional issues such as child labour, the
language of code statements seems more likely to be strong and unambiguous and
include potential consequences for code violations. Examples include:

18 The terms ‘hard’ and ‘soft’ are used in two instances in this book. The first is with reference to the
language used in codes of conduct, as outlined in this section. The second usage is to distinguish
between product categories in the retail sector. It should be noted, however, that within those
involved in the compliance industry there is a further, third application of the two terms.
Sometimes auditors and academics use the term ‘hard’ to refer to technical issues encapsulated in
a code, such as EHS, which have clear and easily measurable performance criteria. The term ‘soft’
is then left to describe those aspects of the code, such as discrimination and freedom of asso-
ciation, which cannot be measured empirically but instead require in-depth probing through
various avenues, including face-to-face interviews with workers. The term ‘soft’ is used in this
instance to describe the skills that the interviewer requires to obtain the requisite information and
originates from terminology commonly used in the field of human resources. It does not refer to
the standards themselves.
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We will not work with partners who use the labour of children. We define
‘child’ as younger than 15 years of age (or 14 where the local law allows) or
younger than the compulsory age for school attendance.

We will not work with business partners that use child labour. The term ‘child’
generally refers to a person who is younger than 15 (or 14 where the law of the
country of manufacture allows) or younger than the age for completing com-
pulsory education in the country of manufacture where such age is higher
than 15.

Business partners shall not employ children who are less than 15 years old, or
who are younger than the age for completing compulsory education in the
country of manufacture where such age is higher than 1s.

The strength of these statements resides in the explicit definition of terms such as
‘child’, and the explicit reference to both an internal standard and national education
laws. Similarly, by opening with the phrase ‘we will not work with . . .” the first two
statements make adherence to the provision a condition for a business relationship.
The language of the third statement, though equally unambiguous, allows greater
leeway in determining a response to a violation of the standard. Nevertheless, all of
these statements exemplify the manner in which hard language can facilitate the clear
interpretation and implementation of a given standard.

Child labour is a vivid and widely publicised labour problem, and so it is not sur-
prising that a strong stance has been taken by enterprises towards its elimination. For
less visible or more complex labour issues, however, codes seem more likely to use less
specific wording and to distance the company from direct responsibility. For example,
by prefacing code provisions with statements such as ‘the company will never know-
ingly purchase from a supplier who’ or ‘the company will seek vendors who’, an
enterprise can effectively shift the responsibility for compliance, and associated guilt,
to the supplier, which may be the aim or intent of the language selection. Similarly, by
qualifying standards with statements such as ‘so far as is possible and feasible’ or ‘in
light of accepted custom or regional practice’, a company’s stated commitment may be
limited, intentionally or otherwise.

c. Language nuances

For effective code implementation, it is important to determine the appropriate infor-
mation and form of communication required to reach the necessary audiences. For
example, our research indicated that the CEO message announcing the code might on
its own be inadequate to communicate the specific duties to the overseas supplier. The
detailed procedures that guide plant managers in implementing code provisions may
also be inadequate for overseas workers to make a determination regarding their spe-
cific rights and responsibilities under a new code. Overly legalistic boilerplate language
drafted in the office of the General Counsel in the home country may understandably
address legal concerns, but is probably inappropriate or ineffective for communicating
responsibilities to domestic or international technical staff. Our field research supports
such claims. In our research, we learned from worker representatives that, in some
overseas operations, workers simply do not understand the code.



II. REVIEW OF THE ENVIRONMENT AND CONTENT OF CODES 43

Further, sensitivity to cultural norms, nuances and biases is required. Translation
that takes into consideration regional and local dialects, the awareness of unwritten
social norms regarding communication, and the actual levels of education and reading
ability in the workforce are practical and necessary considerations for effective com-
munication. The clear communication of the code’s meaning and specific requirements
to suppliers and their employees is arguably the single greatest challenge to code
implementation.

5. Types of code of conduct

This section provides a brief introduction to the most prominent types of initiative
related to codes of conduct. Additional detail is offered in following sections regarding
those initiatives of most pertinence to the footwear, apparel and retail sectors, in
particular the multi-stakeholder initiatives (MSIs).

a. Company codes

Company codes refer to those voluntary initiatives adopted unilaterally by individual
corporations. Motivated in part by extreme public pressure directed at them for real
and perceived abuses in overseas operations, some of the first MNEs to develop their
own company codes were Levi’s and Nike. Often developed with minimal, if any,
participation from other stakeholders, company codes generally relate to their own
operations. Increasingly, our research shows that these codes have evolved over time
to apply specifically to the operations of MNE suppliers, subcontractors and other
business partners. Representing the majority of codes that exist, much attention is
placed on company codes due to the fact that MNEs generally have unparalleled tech-
nical, financial and human resources to deal with the labour, social and ethical issues
sought to be addressed in codes. Further details regarding the functionality of company
codes will be provided in ensuing chapters.

b. Multi-stakeholder initiatives (MSIs)

Some of the most innovative and highly studied developments related to codes are
MSIs, which will be covered in much greater detail later in this chapter. Uniquely, MSIs
are adopted through a process of negotiation among a variety of stakeholders, thereby
providing a forum within which a significantly broad range of issues and concerns may
be raised and addressed. While not increasing as rapidly as individual corporate codes
of conduct, important inroads and developments continue to occur within the realm of
Msls. Developed through the co-ordination of diverse stakeholders including NGOs,
trade unions, companies or industry associations and on occasion governmental
bodies, these codes often represent a more progressive approach to addressing con-
cerns such as independent monitoring and the overall effectiveness of codes. The
inclusion of often-divergent interests in the development of these codes leads to a level
of credibility not necessarily found in other codes.
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A noteworthy example of an MSI is the London-based ETI, an alliance comprising
companies, NGOs and trade unions working to identify and promote good corporate
practices. ETI does not certify performance or conduct audits, but rather focuses on
information exchange related to the experiences of companies in implementing labour
standards throughout diverse supply chains. Companies that commit to ETI standards
must adopt the ETI Base Code and submit annual reports on their experience (ILO 2003:
4).

Another example of an MSI is Social Accountability International (SAI), which has
developed and continues to refine its SA8ooo standard for evaluating workplaces
across a broad spectrum of industry sectors. Highly developed with a significant level
of detail, SAI accredits monitors to audit factories and certify their compliance with the
SA8000 standard. It also publishes a list of certified companies on its website. Modelled
after the International Organisation for Standardisation (ISO) system, SAI considers
itself a certification system for all industries, not just apparel or textile.’®

c. Intergovernmental codes

Intergovernmental codes generally fall within the purview of public international law
as negotiated instruments developed and adopted by national governments. These
codes originated during the 1970s with the OECD’s Guidelines for Multinational
Enterprises and the ILO’s Tripartite Declaration of Principles Concerning Multinational
Enterprises. With no binding effect on the domestic or global behaviour of MNEs,
intergovernmental codes exist as a body of documentation founded on internationally
recognised and accepted principles applicable to, among other things, labour and
workforce activities. A critical debate currently exists regarding the evolution of these
international agreements into a body of standards that can form the basis for defining
and verifying accepted corporate conduct and practice. For greater detail on these legal
instruments, refer to the previous section of this chapter entitled ‘Role of international
frameworks’ (p. 28).

d. Framework agreements

The key players in the development of framework agreements are MNEs and GUFs. Some
20 framework agreements were signed between 1999 and 2001, and represent the
natural progression of industrial relations within the
context of global operations. Specific reference to inter-
Some 20 framework agreements ional lab dard i f K
were signed between 1999 and national labour standards occurs in framework agree-
2001, and represent the natural ments more than any other type of code (ILO 2002b).

progression of industrial relations Similar to MSIs in their reference to monitoring and
within the context of global accreditation procedures, framework agreements are sig-
operations. nificant and differ from corporate codes in some instances

by their incorporation of signatory GUFs in follow-up pro-

19 Though SAI aspires to make SA8000 a pan-industry standard, the majority of factories that have
implemented the standard and sought certification are producers in apparel, footwear and toy
industries. Interest in SAl is reportedly growing in agriculture and electronics. See McIntosh et al.
2002: 26.
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cedures such as complaints procedures and awareness-raising activities. Formalised
review and follow-up mechanisms include requiring senior executives, management
and worker representatives to work together in the implementation of the agreement,
as well as outlining specific action that must be taken towards implementation. In some
cases this action extends to the holding of regular meetings and the establishment of
channels for urgent communication between the MNE and signatory GUF when needed
(ILO 2002b: 4).

The involvement and reach of employer, employee and the union representative can
be seen in those framework agreements that call for company-wide dissemination and
translation of the agreement; the development of joint training programmes; and the
monitoring of the agreement by local management, workers and their representatives.
Further, it is also common for agreements to include mechanisms to deal with
problems that cannot be solved at the local level (1LO 2003: 6).

Framework agreements have been reached in a wide range of sectors ranging from
minerals and mining to retailing, telecommunications and manufacturing. In the retail
sector, framework agreements have been signed between the Union Network
International (UNI) and Carrefour as well as between the International Federation of
Building and Wood Workers (IFBWW) and IKEA. Interestingly, this latter agreement has
been renegotiated to include specific standards applicable to IKEA suppliers, along with
joint monitoring to be conducted by international worker representatives and company
management (IFBWW-IKEA 2001).

Along with the other types of code of conduct outlined in this chapter, framework
agreements need to be considered in the context in which they are being created. As
Anita Normark, Secretary General of the IFBWW, notes, while ‘the verification of the
efforts of the company to live up to international standards can be facilitated through
the use of a global union network . . . it is also important for governments to provide a
legal framework for the implementation of global ILO and OECD standards’ (ILO 2002b:

5).

6. Selection of code content

a. Scope

The scope of labour issues covered by a code can vary . . .

. . Labour issues included in codes
:/Vldely I?emegn sectors and between enterprises. Further, ¢ o & o e
labour issues included in codes of conduct often appear to  the nature of publicised labour
reflect the nature of publicised labour problems in the problems in the various industry
various industry and service sectors’ (Urminsky 2001: 21).  and service sectors.® (Urminsky
The shaping of a code by prevalent industry trends and ~2001: 21)
other external determinants is common, as companies
respond to the particular labour issues manifest in their manufacturing sectors.
Recognised labour problems in the textile, clothing and footwear sectors focus on child
and forced labour because these are primary areas of public outcry.

Comparatively, codes for the extractive industries such as mining and forestry more
often include provisions addressing environmental and community impact. Given its
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proposed impact on a company’s business practice, our research indicates that a code
should not be hastily cobbled together in response to publicised labour problems. Such
an approach promotes an uneven implementation of fundamental labour rights, both
within the company and across the global labour pool. Given the fundamental inter-
dependence of labour rights, piecemeal treatment could make it difficult to sustain
progress in one selected area while leaving others behind (Urminsky 2001: 22). For
example, disregard for the issues of working hours and overtime can adversely affect
the implementation of health and safety measures. Similarly, restrictions on workers’
rights to association and collective bargaining, sometimes exhibited by their lack of
inclusion in a code, could inhibit the reporting of worker harassment and abuse and
other violations.

In attempting to grasp the full breadth of labour and workplace standards, our
research suggests that any code, at a minimum, should include the four categories of
universal rights and principles at work. These include prohibitions against forced
labour (expressed in Conventions No. 29 and No. 105) and child labour (Conventions
No. 139 and No. 182), protection of the freedom of association and collective bargaining
(Conventions No. 87 and No. 98), and support of non-discrimination and equal
remuneration (Conventions No. 100 and No. 111). In addition to these core standards,
other provisions advocated by the ILO include those addressing health and safety,
minimum wages, job security, hours and overtime, benefits, training, and adherence to
national labour law. Sound economic and ethical reasons exist for extending codes to
include these other labour standards: in particular, the positive benefits of the
development of human resources are supported by standards in the areas of vocational
training, family leave, health and safety, industrial democracy, and so on (Murray 1998:
14).

b. Adoption of standards

Establishing the standards by which a code will be evaluated is a delicate task. The
substance of a standard must be both broad enough to be applicable to myriad labour
situations and precise enough to be useful in judging an
In order for a standard to be individual case. Given these requirements, it is crucial to
considered clear, specific and the success of a code that the standards cited are clear,
precise, it must consist of, or at specific and precise. These criteria ensure that a standard
IR lgastmclude RS can be enacted at the corporate level and tracked and
to, explicit labour and ., . 20
environmental practices whose measured throughout a corporation’s operations.?’ The
merits can be argued by the larger ~adoption of clear standards greatly facilitates training the
community of the company’s company’s supplier operations to effectively use the code
stakeholders. and helps create a corporate atmosphere conducive to the
implementation of the code’s principles. In order for a
standard to be considered clear, specific and precise, it must consist of, or at the very
least include references to, explicit labour and environmental practices whose merits
can be argued by the larger community of the company’s stakeholders.

20 ILO 2002a: Chapter 1, section entitled ‘The ILO Tripartite Declaration, ILO standards and their
relevance for codes’.
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Generally speaking, the explicit labour and environmental practices needed to
establish the standards of a code may be drawn from a number of sources, including
national legislation, international labour standards and industry benchmarks. They
may also be determined internally by the company itself. It has been suggested that
codes are increasingly basing their standards on international references. Groups such
as the United States Council for International Business (USCIB) have argued that, in
most cases, the ‘internal policies, guidelines, and practices established by [individual
enterprises’ codes of conduct] are consistent with . . . international multilateral guide-
lines’ (USCIB 1998). However, there are several reasons why explicit references to inter-
national conventions are more useful than internal standards merely ‘consistent’ with
these instruments in establishing labour practice goals. The first benefit is widely
recognised legitimacy. In particular, ILO Conventions and Recommendations that con-
stitute the body of international labour standards are unparalleled in their inter-
national legitimacy among the ILO’s tripartite membership, and provide a sound
foundation for any code. Explicit reference to national and
international standards also allows individual companies . .

. . The US Council for International
to draw on the experience of governments and organi- g cnace (USCIB) has argued that,
sations such as the ILO in interpreting and implementing iy most cases, the ‘internal
complex labour rights. The body of jurisprudence that policies, guidelines, and practices
accompanies ILO Conventions helps ensure that the defi- ~established by [individual
nition, meaning and expression of this labour terminology ~enterprises’ codes of conduct] are
are clear, credible and defensible. consistent with . .. int,ernational

Adopting widely recognised labour standards also helps R e LIRS
MNES counter criticism voiced by union activists that there
is a danger of codes becoming substitutes for national legislation, thereby impinging on
the sovereignty of states (ICFTU 2001). Finally, evidence from our research suggests that
the management of supplier factories often view code standards as an imposition of
values and not as an expression of locally accepted standards.

Given the benefits of referencing national legislation and international standards in
setting standards, it is somewhat distressing that our research indicated that these
resources in code formulation appear limited. Organisations and standards that are
cited in codes vary widely. These included such diverse sources as the United Nations
Charter, Chapter IX, Article 55, governing international economic and social co-
operation; the SA8ooo standards created by SAI, which make extensive references to ILO
and UN Conventions; and guidelines from the UN, OECD and Amnesty International.
Explicit reference to Conventions adopted by the 1.0, which is made up of a tripartite
constituency of more than 170 member states, may facilitate code implementation by
increasing the legitimacy of a company’s code in the eyes of its suppliers.

Also, regular reference is made to the adherence to national law, which is often
granted primacy over corporate standards or the code in the event of conflict or incon-
sistency. Some have argued that the provision to adhere to national laws is essentially
meaningless, as it is already the minimum obligation of any legitimate enterprise
(Justice 2000). However, the infrastructure for the enforcement of labour laws and the
resources devoted to the monitoring of factories in many supplier countries are often
extremely limited, creating the possibility for local manufacturers to operate largely
without regulation. Thus while critics have quite reasonably argued against developing
CSR as a ‘privatisation of national labour regulation’, such provisions are useful as a
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reinforcement of existing legislation, and would seem most useful as an addition to a
set of clearly defined internal provisions based on widely recognised international
instruments (ICFTU 2001).

c. Problems with unclear standards

The practice of inconsistent or random selection of code provisions from a diversity of
sources is partially a reflection of the process of ad-hoc negotiation that drove the
formulation of many of the first codes of conduct, particularly in the footwear, apparel
and retail sectors. Such selective citation creates significant obstacles to code
implementation. Multiple sources make interpretation of standards more laborious for
suppliers and increase the possibility of gaps and conflicts between requirements of the
code, as well as between the code and national law. Our research indicated that these
problems in turn make effective and uniform implementation more difficult. As
fundamental labour rights are interdependent both in scope and degree, holding
suppliers to a lesser standard in one area likely inhibits the implementation of
standards in other areas.
One of the primary impediments to effective code imple-
The application of the concept of mentation is the attempt to apply performance criteria
‘continuous improvement’ to from one area of operation to another. Difficulties arise
labour, social and ethical when a quantitative or objective measure is attempted to
standards falls short of providing ¢ applied to an area that requires qualitative or subjective
LRI bis e analysis; to wit, the code standard ‘continuous improve-
clear and fixed standards s . . ..
provided by international ment’. This term designates one of the central organising
organisations and national principles of contemporary globalisation, and originated in
legislation. company production guidelines for quality control and
environmental practices. Some companies, pursuing a
‘triple bottom line’ approach to business that emphasises
financial, environmental and labour responsibility, have extended the use of this phrase
to the sphere of labour rights. Some companies maintained that it is a useful means of
distinguishing between ‘what was possible and what they felt was only aspirational in
codes’, and some NGOs have argued that the phrase could be used to forge ongoing
relationships with MNES (ICFTU 2001). Indeed, this phrase is arguably appropriate to the
quality of a product and the industrial practices used in its manufacture, both of which
partially depend on technologies that are constantly advancing. However, the
application of the concept of ‘continuous improvement’ to labour, social and ethical
standards falls short of providing a meaningful substitute for the clear and fixed
standards provided by international organisations and national legislation.

7. Specific standards

This section elaborates on specific performance standards commonly incorporated into
codes of conduct. Code standards can broadly address issues as diverse as meals,
housing, transportation, health, environment and safety. This section also provides
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detail regarding the primary labour standards espoused by private and public initia-
tives attempting to redress the more serious concerns facing workplace conditions
throughout the MNE supply chain.

a. Forced labour

Along with child labour, statements against forced labour rank among the most
common code provisions. However, many codes are characterised by self-definition,
primarily by prohibiting ‘forced labour’ without any further definition of the term
(Urminsky 2001: 25). The importance of clearly defining this term is observed when
considering that ‘forced labour’ can broadly be defined to include such things as prison,
indentured, involuntary, compulsory, bonded, or any labour that is the result of politi-
cal coercion or punishment for peacefully holding and expressing political views.

Those codes that best addressed the full scope of forced labour included a clear
definition of forced labour, and included examples of practices that may constitute
forced labour, such as the withholding of personal identification documents for the
duration of an employee’s contract. Further, research has shown that issues of worker
harassment and abuse are often included in the provisions of forced-labour statements
(Urminsky 2001: 25).

b. Freedom of association and collective bargaining

There is a relatively high incidence of reference to the right to freedom of association
and collective bargaining. Some codes make ‘soft’ commitments, such as stating that
the company ‘will seek business partners who share its commitment’ to these rights,
while other codes state that the MNE partners with suppliers dedicated to ‘continuous
improvement in management practices . . . [including] the freedom of association and
collective bargaining’. Nuances in language may in effect function to absolve a company
from responsibility for a violation of rights, or merely hold a company to a standard of
‘improvement’ with no specific benchmark. Most codes make provisions along the
following lines:

Our business partners must recognise and respect the right of workers to form
and join associations of their own choosing, and to bargain collectively.

Codes may further stipulate that management must not discriminate against, penalise
or interfere with workers or their representatives involved in union activity. Some
codes also place a proactive obligation on the management of supplier factories to
allow alternative means of worker representation in those countries that restrict the
freedom of association and collective bargaining:

Where law specifically restricts the right to freedom of association and
collective bargaining, the employer must not obstruct alternative and legal
means for independent and free association and bargaining.

In those situations in which workers’ right to freedom of association and
collective bargaining is restricted under law, our business partners will facili-
tate and not hinder the development of parallel means for independent and
free association and bargaining.
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In the realm of labour rights, the right to freedom of association and the right to
collective bargaining are more abstract than an employer’s obligations in some other
areas: for example, wage rates and health and safety measures. Such rights, being more
conceptual, are more likely to be expressed as a prohibition from interfering or
restricting workers from pursuing means of collective representation. However, the
absence of restriction or intimidation is difficult to quantify, making the protection of
the freedom of association and of collective bargaining, along with other topics such as
harassment and abuse, more problematic to implement and evaluate.

As noted in the example above, some codes make reference to ‘parallel means’ of
worker representation. In some instances where national law does not permit the
establishment of independent trade unions, a number of codes demand that companies
establish alternative means or some other structure that may give some voice to the
workers. According to Neil Kearney, General Secretary of the International Textile,
Garment and Leather Workers’ Federation, ‘the parallel means provision is designed to
encourage nascent forms of worker self-representation, such as the election of worker
representatives to join health and safety committees, in countries such as China where
independent unions are prohibited’. Examples of these other structures include the
establishment of workers’ councils, welfare committees, complaints resolution commit-
tees and basic-needs wage committees.

The concept of parallel means has existed for some time, encompassing situations
such as the recognition of what were considered illegal trade unions of black workers
in South Africa. However, it should be noted that the use of the concept is heavily
criticised by some groups. It is sometimes used in countries that have legislation
upholding the right to freedom of association but where in practice such rights are not
upheld. There are also instances where parallel structures are used to undermine
existing legal trade unions. Moreover, as the term is often broadly defined, it is not
clear exactly what qualifies as an effective non-union means of representation, nor how
independent of management these means might be. Often little guidance is provided
by codes on this matter.

It must be remembered that the right to freedom of association is a core labour
standard enshrined in the ILO’s Constitution, which governments, employers’ and
workers’ organisations of all its member states are bound to uphold and respect. As
such, all parties need to exercise care and due diligence to ensure the application of
freedom of association and not to promote the concept of parallel means in situations
at the workplace or enterprise level. Otherwise, as workers’ organisations point out,
there is the potential for disempowerment of workers as a direct consequence of having
been given so-called parallel-means representation but without the safeguards that
they would be given if they were to have a legitimate voice through the fully fledged
exercise of their right to associate freely.

c. Discrimination and equal remuneration

Provisions against discrimination are common in codes, though are most often formu-
lated as self-definitions with no reference to international conventions (Urminsky
2001: 24). In the codes of the MNEs that participated in this study, many contained
statements addressing discrimination. Some stated a weak adherence to the standard,
promising only to ‘seek business partners’ who do not discriminate in their hiring and
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employment practices. Others contain strong commitments to non-discrimination, but
include varying explanations about the term itself. Still others may best be charac-
terised as general statements requiring that suppliers ‘respect human rights and
dignity’.

Many codes enumerate various grounds of discrimination, such as race, national
origin, gender, religion, age, disability, marital status, membership of associations,
sexual orientation or political opinion. Most did not include all of the grounds for
discrimination embodied in ILO instruments. As found throughout most codes, this
limited scope is problematic, as an incomplete catalogue of the grounds may cause
confusion among suppliers about appropriate behaviour and code violations. Providing
examples of unacceptable discriminatory grounds is important, but it must be
recognised that these grounds evolve and develop over time.

Another distinction our research revealed pertained to code provisions calling for
equal remuneration regardless of gender. Further, some codes that mention discrimi-
nation also include specific reference to equal remuneration, either by stating some
form of the ‘equal work for equal pay’ principle, or by prohibiting discrimination in
compensation based on a range of characteristics, including gender.

d. Health and safety

Health and safety provisions are the most common references found in corporate codes
of conduct. However, there are significant differences in specificity and commitments
to compliance, with some codes simply stating only that they ‘will seek business
partners’ who will adhere to their standard. There is also great variation within
substantive content of the standard itself. Codes may use general self-definitions that
make no reference to national legislation or international standards, and include, by
example:

The supplier will provide a safe and hygienic working environment, and
occupational health and safety practices shall be promoted.

We will seek business partners who strive to assure employees a safe and
healthy workplace and who make a significant effort toward continuous
improvement of that environment.

While relatively few codes cite national law as a basis for their health and safety
standards, some go into great detail regarding specific practices to be targeted for
improvement. Further, inclusion of examples of related fire safety, adequate lighting
and ventilation standards is significant in that it helps clarify to factory management
the goals of a given MNE code. Code statements may also require that the health and
safety standards applied in the factory be extended to any dormitory facilities main-
tained by the factory. While in theory the pertinence of such a stipulation may depend
on the particular supply chain, the increased use of foreign contract labour in factories
around the world makes specific recognition of this labour trend an important part of
responsible sourcing.
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e. Harassment and abuse

Specific reference to harassment and abuse is sometimes found in forced labour
provisions or it may be addressed separately. MNE codes usually demonstrate a strong
commitment to the standard. While relatively common, these provisions were not
generally as well defined as other topics. When included, harassment in the workplace
includes reference to ‘words or actions by an individual or group towards another that
bothers, troubles, or annoys, or action that prevents or interferes with a person per-
forming their duties in the workplace’. Abuse is often defined as ‘words or actions used
by an individual or group towards another with the intent to attack, injure, or damage
another person’. Both concepts may be considered as violations of the victim’s dignity,
and may occur physically, verbally, psychologically or sexually. Harassment and abuse
are two of the most difficult labour violations to track in supply chains, particularly
since definitions of these terms vary widely between countries and cultures. A code
that seeks to adequately address these problems must clearly define unacceptable
practices, as well as establish a verifiable system to address and resolve matters in an
appropriate manner.

f. Minimum wage

Codes commonly refer to a minimum wage for workers and demonstrate a strong com-
mitment to the standard. The majority of codes include statements similar to the
following:

The supplier must pay each employee at least the legal minimum wage, or the
prevailing industry wage, whichever is higher.

Other codes contain nuances that specify or stipulate certain pay practices. These
include such provisions as the compensation of workers for overtime in compliance
with local laws; forbidding deductions from wages as a disciplinary practice; requiring
suppliers to provide clear and accurate pay slips to employees for each pay period;
prohibiting pay deductions not stipulated by law or agreed to by the worker; and
requiring that workers be allowed to check themselves in and out of work. Another
aspect of pay practices is the provision of legally mandated benefits.

Further, it is important to acknowledge the heated debate regarding the adequacy of
a legislatively prescribed minimum wage. The underlying issue is whether the mini-
mum wage is adequate. The reality of substandard living conditions and quality of life
found in many developing economies where vast numbers of MNE suppliers operate is
well documented. In response, many advocacy groups are advancing an agenda that
includes a variety of concepts to establish a social safety net and ensure the funda-
mental needs of workers, particularly in developing economies, are met. These include
the following:

* ‘Living wage’: a wage that meets basic requirements related to food, health,
social, leisure and familial needs and obligations

* ‘Prevailing wage’: the average rate paid to workers in a particular sector,
which is often higher than the minimum wage given that specialised skills
may be required
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* ‘Fair wage’: similar in intent to ‘living wage’, developed in response to what is
perceived as unrealistically low minimum wage levels and taking into consid-
eration the realities of daily life

* A wage that allows workers to meet their ‘basic needs’—again, similar in its
intent to provide for minimum requirements of an individual’s life

g. Hours

Code language referencing hours of work is quite common. Many code statements
reflect the aims and objectives of the following, though varying slightly in their
adherence to the standard set:

Employees shall not be required to work more than 48 hours of regular work
and 12 hours of overtime per week. Employees shall have at least one day off
in every seven-day period, and shall receive paid annual and sick leave.

This sample code statement includes some of the primary issues that should be covered
in a provision on hours, such as clear limits on regular and overtime hours, the
requirement of a day of rest a week, and the inclusion of
paid annual and sick leave. Some codes also specify that ~Both suppliers and trade unions
overtime work must always be voluntary unless the wor- fhave noted that the
ker’s contract clearly stipulates some amount of mandatory 1mpl?"?entat1°n of.lab?ur

. . provisions addressing ‘hours of
overtime. The most comprehensive of the codes also | oo it e voe oo de more
require employers to provide maternity leave and nursing gifficult by the ‘just-in-time’
breaks for female employees. In drafting a code, all of these  production methodology of many
provisions would be important additions to a thorough and ~ supplier factories.
inclusive CSR programme.

Both suppliers and trade unions have noted that the implementation of labour
provisions addressing ‘hours of work’ and ‘overtime’ is made more difficult by the ust-
in-time’ production methodology of many supplier factories. Our research indicated
that it is quite common for factory workers to, at times, work excessive hours to meet
production deadlines (ILO 2002a: Chapter 11, Introduction). This practice is implicitly
recognised in several codes by the inclusion of clauses that state that the limit on
working hours must be respected ‘except in extraordinary circumstances’ or that limits
on hours must not be exceeded ‘on a regular basis’. It is important to note that such code
provisions attempt to address the realities of the global production systems. In the
absence of accepted industry-wide standards, it is important to have clear definitions
and explicit examples, so as to remove ambiguity and limit inconsistent implementa-
tion. As is the case with many labour principles outlined in codes, it is incumbent on
MNEs to work with suppliers to incorporate social goals into the company’s business
methodology.

h. Other standards

In addition to labour and workplace standards, such as those outlined in the preceding
section, a variety of other issues and subjects may be addressed within a code. The most
common of these areas include:
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* Environmental stewardship
* Disclosure of information

* Competition

* Taxation

* Bribery and corruption

* Science and technology

* Consumer protection

Other than labour standards, the most frequent reference in codes is to environmental
standards and performance, referred to as ‘environmental stewardship’. Provisions
contained under this category may be as diverse as employee education, awareness and
training related to the subject matter, incorporating environmental performance into
the production process or product itself, programmes to heighten community or public
awareness, and performance obligations for suppliers, subcontractors and other
business partners.

8. Implementing guidelines

Beyond the general parameters required for effective implementation of the standards
outlined in codes of conduct, this section reviews the critical component of the
supplemental material necessary to establish the systems for implementing, managing
and ensuring compliance with the code. This is especially critical within the context of
extension of the code to suppliers, subcontractors and other business partners. Usually
necessitating great detail and the consideration of myriad scenarios of operation, these
are referred to as ‘implementing guidelines’. Basically, implementing guidelines repre-
sent what could be referred to as the ‘standard operating procedures’ (SOPs) for code
implementation. It is common practice across most industry sectors to have sops for
financial reporting and record-keeping, as well as for the treatment, storage and
disposal of regulated wastes in manufacturing operations. By analogy, implementing
guidelines attempt to standardise the procedures required to fulfil the objectives of the
code.

The extent to which guidelines are offered by the parent
company vary widely. Both MNEs and business associations

The trend among the more
progressive MNEs has been to
develop and refine guidelines so
as to efficiently work with
suppliers, subcontractors and
other business partners who are
expected to fulfil the terms of the
code.

have issued instruction manuals, audit checklists and other
documentation that map out procedures for code imple-
mentation and follow up (OECD 2000: 26). However, the
trend among the more progressive MNEs has been to
develop and refine guidelines so as to efficiently work with
suppliers, subcontractors and other business partners who
are expected to fulfil the terms of the code. MNE motivation
comes in part from the fact that they are increasingly being
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held accountable for the actions of overseas suppliers, regardless of the arm’s-length
contractual relationship.

The complexities of code implementation require a level of detail that takes into
consideration different types of procedures and activities as diverse as product alter-
ations, significant changes in the volume of production, equipment failures, and other
issues that both directly and indirectly affect labour practices and the workforce.
Finally, some would argue that the MNE, given its depth of financial, management and
organisational resources, is in the best position to bear the burden and responsibility of
effective implementation.

An example of an implementing guideline comes from a major retailer. In a provision
that seeks to limit the labour hours of its suppliers, it provides a maximum limit on the
number of hours to be worked. However, an exception is provided for instances of ‘peak
periods’. Importantly, the implementing guideline goes on to explicitly define and
explain ‘peak periods’, thereby providing key guidance to the supplier regarding the
specific parameters of this obligation. Further, this provides guidance to regional
managers and auditors tasked with making a determination as to overall compliance
with code provisions.

a. Confidentiality and transparency

A significant issue surrounding implementing guidelines has to do with the fact that
they are largely internally developed documents and procedures, and the level of detail
required for effective implementation may reflect proprietary systems and procedures.
Often, they are conceived as instructional handbooks for supplier management and the
company’s own internal compliance officers, explaining in detail the requirements of
the code to vendors and outlining the obligations of compliance officers in enforcing
those requirements. As such, many MNEs argue these to be privileged communications,
confidential business information or trade secrets, or as providing a competitive
advantage, and therefore should not be disclosed.

Accordingly, many codes refer to accompanying guidance that may or may not be
available to the larger community of stakeholders. This lack of transparency surround-
ing implementing guidelines, regardless of how legitimate, makes a quantitative com-
parison of current measures largely impossible.

b. Practicalities

As a supplement to a more general code, implementing guidelines should ideally be a
handy reference tool for those internal and external individuals responsible for imple-
mentation. Some may restate relevant code provisions and provide additional expla-
nations of the requirements of those provisions. For example, in a section on dis-
crimination, this might include a comprehensive list of the prohibited grounds for
discrimination, as well as specific examples and scenarios of prohibitions.

Several guidelines examined provided lists of common practices that violate the
standard and management practices that facilitate compliance with the standard. For
example, a section on wages and benefits listed ‘falsified pay records’, ‘late payment of
wages’ and ‘unauthorised wage deductions’ as common violations. Good management



56 IMPLEMENTING CODES OF CONDUCT

practices might include ‘provision for comprehensive pay stubs clearly detailing wage
calculations and applicable deductions’ and ‘installation of automated time clocks for
which workers swipe their own cards’. In addition to these examples, implementation
guidelines may also include case studies that present sample labour situations accom-
panied by their interpretation under the requirements of the code of conduct. These
methods are especially useful for training MNE and supplier staff on the application of
the code because they help those involved view the code and guidelines as more than
abstract concepts.

c. Paths toward implementation

A variety of paths forward exists for effective implementation. Some companies,
particularly large, highly visible brands, have chosen to develop internal compliance
departments devoted to pursuing the social goals of the enterprise. Other companies
have chosen to incorporate labour practice goals into already existing corporate struc-
tures devoted to quality control or purchasing. Others have chosen to partner with
accredited semi-independent third-party auditors, union officials or other inter-
national multi-stakeholder initiatives. Specific details regarding the management
systems used to implement codes are provided in Chapters IV, V and VI.

9. Regulatory conflicts

This section focuses on the legal nuances that arise when companies and private
entities attempt to prescribe and measure corporate behaviour. As the parameters and
reach of codes of conduct increasingly extend to suppliers, subcontractors and other
business partners not formally integrated into the legal structure of an MNE, legal
implications and conflicts invariably arise. While voluntary, it is recognised in legal
practice that public admissions regarding standards for corporate behaviour may have
significant repercussions. As noted:

By their very nature, voluntary codes contain commitments often made in
response to market incentives with no legal or regulatory compulsion. How-
ever, as public statements, codes usually are considered to have legal implica-
tions (Urminsky 2001: 13).

Our research indicates that a significant number of labour issues encompassed in a
code are covered to some degree by the labour law of a given country. However, the
reality in many instances is that there is generally little regulation or training by
government bodies regarding the enforcement of labour standards. In the absence of a
strong national regulatory framework, the implementation of a code really does
become a proactive measure borne by a private enterprise. Given the substantive
overlap between obligatory labour laws and voluntary labour codes, a debate has
developed about the responsibility of the MNE in ensuring labour rights. Given this
somewhat precarious position, MNEs often seek to distinguish between promoting a set
of standards to their suppliers and holding themselves responsible for the practices of
those suppliers.
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In a position paper on codes of conduct, the IOE empha-
sises the facultative character of corporate codes for sup- The International Organisation of
pliers, and argues that while companies can be criticised ~Employers (I0E) emphasises the
for the substandard practices of parties in their supply X e PR U

. . . codes for suppliers, and argues
chain, they ultimately cannot be held responsible (ICFTU 4+ ihile companies can be
2001: 25). Some NGO and advocacy groups counter that the  riticised for the substandard
overwhelming power of MNEs to influence labour trends practices of parties in their supply
makes them responsible for the social and environmental chain, they ultimately cannot be
effects of their operations. Union groups warn that any sort ~ held responsible.
of privatisation of labour regulation sets a dangerous
precedent, removing the last vestiges of government control from the operations of
global business. However, most stakeholders seem to agree that codes, if implemented
in good faith with adequate accountability to the global community, could provide a
useful complement to existing state regulatory systems.

Despite the substantial overlap between codes and national legislation, there are
cases in which these public and private measures will either be in conflict or place
different requirements on suppliers. Supporting alternative representation in countries
that either do not respect the right to organise or that tightly control the channels of
such representation may put suppliers in difficult positions. Factory management may
resist paying an ‘industry’ or ‘prevailing’ wage that is higher than the legal minimum
wage, arguing that industry benchmarks are too capricious. For cases such as these,
some codes specify that the supplier should defer to the highest standard. Other codes
provide no guidance whatsoever surrounding such conflicts. Fundamentally, MNEs
must work with suppliers to find solutions to conflicting requirements inherent in the
adoption of diverse, foreign or incomplete workplace standards.

10. Assuring compliance

A variety of mechanisms, policies and procedures exist that can assist in verifying
compliance with the performance standards of a corporate code of conduct. This
section reviews what we were told are some of the more common items used both
internally and externally, including a variety of procedures for monitoring, reporting
and disclosure of information, along with inspection, auditing and corrective action.

a. Monitoring, reporting and disclosure

Internal monitoring systems are used primarily to ensure consistency in the ongoing
management of implemented code provisions. Our research suggests that many of the
existing internal structures for managing or measuring other operational activities,
such as quality control, human resources and production throughputs, may lend them-
selves to adaptation for monitoring of the labour and social commitments embodied in
a code. A key distinction is the monitoring of those elements of the code that are
quantitatively measurable and those that are qualitatively measurable. The workplace
activities addressed in labour standards are often a function of dynamic interpersonal
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processes, thereby posing the challenge to objectively measure subjective human inter-
actions.

External
A
External report by Public MSI report

third-party auditor
paid by MNE +*

Internal _ External

use use

+
%  Report published on

Internal audit of website
supplier

\
Internal

FIGURE2 INTERNAL AND EXTERNAL REPORTING MECHANISMS

The degree to which information obtained from internal monitoring does or does not
make its way into the public domain is the subject of much debate. As shown in Figure
2, there are varying uses of internal and external reporting mechanisms. Finding the
balance between important conflicting principles such as confidential business
information, transparency and meaningful disclosure, leads the debate on what is
appropriate. Disclosure of information usually falls within three domains: product
information, financial, and code commitments. Additionally, target audiences for
disclosure may vary and include an internal audience, the general public, other vetted
stakeholders or the government.

In the formal reporting arena, the trend has been for MNEs to report on the environ-
mental and social impacts of their operations, to the point where many corporations,
both domestic and international, now produce ‘sustainability reports’ as a standard
industry practice. However, the inclusion of labour and employment information
continues to be rather weak.

One particular initiative worth noting is the UN Global Reporting Initiative (GRI),
which is ‘an international multi-stakeholder effort to create a common framework for
voluntary reporting of the economic, environmental and social impact of organisa-
tional-level activity’.?* Demonstrative of the overall need for established, consistent and
accepted criteria to measure performance, the GRI seeks to improve the comparability

21 See www.unglobalreporting.org.
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and credibility of sustainability reporting, and has integrated the input of a broad
sector of stakeholders in the private sector, and human rights, environmental, labour
and governmental organisations. While meritorious in its approach, the GRI has yet to
eliminate criticism regarding application of consistent criteria for reporting and their
mandatory application, which would, in the view of employers’ organisations, take it
outside the domain of voluntary private initiatives.

b. Inspection, auditing and corrective action

A growing trend watched with great interest is the development of external verification
services. Global auditing firms were some of the first to branch into this new market of
non-financial verification, along with specialised technical monitoring and consulting
firms, as well as a number of NGOs.?2

Akeyi regarding in tions an iting relates t . - .
the in?i};;zEZezﬁz c()if tlgle iilliieif/i;u;aorde?fty ugeretlaisinz A key1ss'u'e regarding inspections

and auditing relates to the
the task. Also significant is whether the inspection or audit  jndependence of the individual or
is done internally or externally, or under the direct or entity undertaking the task.
indirect supervision of the MNE. For example, the MNE may
conduct its own audits, and simply turn over the information to an independent third-
party auditor for review. This is a common practice in financial auditing, though a
critical difference is that established accounting standards have been around for
decades. Further, even if an independent third-party auditing entity conducts the
inspection, there may be an inherent conflict of interest if it is dependent on the MNE
for payment. Supporting this concern, our research has revealed that auditors may
hesitate to present truly damaging information, based on a desire to maintain good
business relations and receive future work from the client. Further, the question of the
competence and qualification of the auditor is a critical issue.

A primary purpose of an auditing standard is to remove discretion from the auditor
so as to increase the credibility and effectiveness of the audit. According to the OECD,
‘This means that, after undertaking standard steps to verify pre-agreed aspects of a
firm’s management procedures and of the information it proposes to publish, the
auditor makes standardised statements about the adherence (or lack thereof) of these
procedures and information to a given quality standard’ (OECD 2001: 11). Accordingly,
the development of generally accepted standards and a system for legitimate and
independent verification is a critical phase of development for codes. This requires
participation from stakeholders representing the employer, the employee and national
governments. It is logical that existing OECD and ILO guidelines applicable to labour and
social standards form the foundation from which to proceed.

The effectiveness of a code is also influenced by the steps taken to address inade-
quate performance with respect to code requirements. Our research indicated that,
generally, there are three courses of action undertaken by MNEs:

*  Work internally or with the business partner to correct the non-complying
conduct

22 For additional information on the design and implementation of social responsibility programmes,
see ‘Business for Social Responsibility’, www.bsr.org.
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* Terminate the contract or business relationship

e Other measures including internal disciplinary actions such as employee
dismissal, legal remedies, fines, expulsions or suspensions from membership
in associations

Further, ‘corrective action’ often occurs as a mechanism that allows MNEs to work with
suppliers or other business partners to make improvements necessary to meet code
standards. However, in the absence of specific remedies for non-compliance, the effect
of a code is relegated to voluntary self-obligation with no provision to deal with non-
compliance (OECD 1999: 18). Many codes seek to address the performance issues of
suppliers, subcontractors and other business partners. This may take the form of
requiring them to sign a statement of understanding that contains language to the
effect that sanctions are possible if the standard is not adhered to. However, many
codes state that prior to enforcement of sanctions, remedial action may be allowed for
in correcting the error and achieving compliance (OECD 2000: 13).

11. Multi-stakeholder initiatives (MSIs)

Within the context of corporate codes of conduct, this

Primary MSIs that have appeared ~ section of our report elaborates on the significant develop-

in the past decade: ment of MSIs. While private voluntary codes continue to
* Clean Clothes Campaign represent the vast majority of initiatives in place, MSIs have
* Ethical Trading Initiative emerged as a response to the specific concerns of trade
* Fair Labor Association unions, employee activists and consumer groups, as well as
* Forest Stewardship Council MNEs genuinely concerned about workplace conditions or
* Global Compact brand image. A significant number of the firms that partici-
* Global Reporting Initiative pated in this research are participating in MsIs. This has
* Marine Stewardship Council partly to do with the fact that a number of the MNEs and
* Social Accountability their supplier factories in the footwear, apparel and retail
International

sectors were the subject of vociferous criticism due to alle-
gations of poor factory and workplace conditions. MSIs
evolved as a response from a collection of stakeholders to

Workers’ Rights Consortium

address these issues.

Primary criticism of private voluntary codes has tended to focus on such issues as the
lack of independent systems to verify or monitor compliance with the code.? Further,
the existence of so many codes espoused by different companies makes it difficult for
consumers to keep track of code provisions, code commitments and claims of compli-
ance. As aresult, various stakeholders, including human rights organisations and much
of the public, suspected that many codes were mere public relations tools that would

23 ‘AUS Department of Labor study of the codes of 42 companies found that “most of the codes . . . do
not contain detailed provisions for monitoring and implementation, and many of the companies
do not have a reliable monitoring system in place”. The same study found that many corporate
respondents “did not know whether workers were aware of the existence of their codes”’ (Connor
2004).
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not produce tangible improvements in working conditions. As a result of this mistrust,
a new approach to improve and police workplace conditions developed in the form of

the MSI.

a. Development of MSIs

MSIs are not-for-profit organisations comprising coalitions
of companies, unions and NGOs that have developed spe-
cific standards for workplace conduct. Each MSI advances
its specific code among MNEs or industry sectors, with the
express purpose of bringing the factories, subcontractors
and related business partners along the MNE supply chain
into compliance with the performance standards of the
code.

MsIs have attempted to address some of the perceived
weaknesses in unilaterally adopted corporate codes. Re-
search indicates that the performance standards to which

The OECD Inventory of Codes of
Corporate Conduct shows that a
far higher percentage of MSI
codes than corporate codes
incorporate the ILO’s fundamental
labour standards: freedom of
association, right to collective
bargaining, freedom from forced
labour and discrimination, equal
remuneration and minimum age.

MSIs require compliance are consistently more stringent than those of corporate codes.
The OECD Inventory of Codes of Corporate Conduct shows that a far higher percentage
of MSI codes than corporate codes incorporate the ILO’s core labour standards: freedom
of association, right to collective bargaining, freedom from forced labour and discrim-
ination, equal remuneration and minimum age. The Inventory also shows that the most
frequently included standard in MSI codes is freedom of association and collective
bargaining, while this has been found to be the least included standard in company
codes (Jenkins 2002a: 18-20). A detailed chart summarising MSI codes of conduct is

given in Appendix 4.

While many MSIs share a number of advances over traditional corporate codes, our
research indicates that there are still differences and inconsistencies among MSIs:

* Some MSIs significantly involve unions and workers at many stages in their
process,? while others are largely driven by companies.?

* Some MSIs monitor one industry or a few industries, while others monitor

many industries.

* The codes adopted by some MSIs go beyond incorporating the ILO core labour

standards, while others incorporate little else.

Further, other MSI requirements are more vague:

24 As Peter Utting points out, however, union participation needs to be interpreted with care. It may
not mean that unions unreservedly and fully endorse the MSI, but rather that they wish to be
‘critically engaged’ and to have an opportunity to interact more directly with the senior
management of the companies that employ their members (Utting 2002: 95).

25 See Jenkins 2002a for a detailed explication of the widely divergent goals of the various stake-
holders (large corporations, unions, individual workers, exporters, NGOs, shareholders and inves-
tors, and institutional and individual consumers) who participate in these MSIs. Because the
interests of the stakeholders are so far from each other, the balance struck among stakeholders in

the governance of MSIs makes a significant difference.
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e Some MSIs allow factories seeking certification to choose the monitor which
will audit them, while others assign monitors to companies who have sought
certification.

* Some MSIs certify individual factories, while others certify entire brands based
on audits of a sampling of the factories that produce goods for those brands.

* Some MsIs disclose the results of audits or investigations (including the names
of factories involved in this process), while others do not.

b. Accreditation and certification

Some MSIs have developed programmes through which they accredit independent
monitors to audit factories and ‘certify’ that conditions at the factory comply with the
requirements of the MSI code. ‘Certified’ factories can then advertise certification and
thereby promote themselves as ethical or socially conscious to investors and con-
sumers. A surprisingly large number of MSIs (and consequently CSR auditing firms)
have sprouted up in the past five years and many companies have elected to be certified
by not just one but by many of them (Rohitratana 2002: 8; Cestre 2002).

In practical terms, an MSI establishes a system that ‘accredits’ a monitoring or audit-
ing entity to undertake audits to inspect facilities and make a determination as to
whether the facility is in compliance with the performance standards of the MSI. A
facility, such as a supplier factory, subcontractor or related business partner, upon
successfully passing an audit, is awarded ‘certification’, thereby purporting to demon-
strate that the facility is operating within the performance standards outlined by the
MSI.

Our research indicates that, generally, certification is perceived to mean more when
it comes from MsI-accredited independent monitors than when it comes from the
company itself and is not independently verified. The degree to which MSI monitoring
and certification is truly independent varies, but in most cases the monitors are entities
that are not on the regular payroll of the companies whose factories they are auditing.
This alone is a departure from the corporate code system.

Regarding the types of entity undertaking monitoring and auditing, almost all MSIs
include provisions that ‘invite’ NGOs and unions to apply for accreditation to be
monitors. While all MSIs claim to require certain core skills in monitors, our research
indicates that a great deal of the monitoring is done by traditional financial auditing
firms such as PricewaterhouseCoopers.2°

Specific examples of accreditation and certification programmes include the FLA and
SAI, which focus entirely on labour standards. Others, such as the Worldwide Respon-
sible Apparel Production Program (WRAP) principles, integrate other concerns such as
customs compliance and drug interdiction together with labour standards. The most
common methods used for verification of compliance are on-site inspections, docu-
ment review and interviews with a variety of stakeholders including employees, man-
agement and NGOs. Criticism of these programmes usually is directed at conflicting or

26 PricewaterhouseCoopers has become the world’s largest private monitor of labour and environ-
mental practices (O’Rourke 2002: 196).



MSI Industries Stakeholder What is Monitoring and Public disclosure
covered representation certified certification
ccc Apparel Coalitions of Does not Five pilot CCC gathers
www.cleanclothes.org industry consumers, trade certify projectsin information
unions, human monitoring and about workplace
and women’s verification from a variety of
rights under way sources (factory
organisations, workers,
researchers, independent
solidarity groups research, media)
and activists and makes it
public
ETI Allindustries Companies; Does not Pilot projects ETI ‘support[s]
www.ethicaltrade.org including unions; NGOs; certify complete and the principle of
apparel, food, observer from the several under public disclosure
beverage, Department for way. Each pilot as a long-term
horticulture International project operates goal’, but does
Development according toa not require
(UK) different model companies to
of internal or make ETI annual
external reports public
monitors of
academics,
unions and NGOs
FLA Apparel Industry; NGOs; Brands, Monitors FLAissues an
www.fairlabor.org industry; colleges and colleges and accredited and annual public
college and universities; universities selected by FLA report on
university former US conduct compliance
licensees Secretary of announced and record of each
Labor Glickman unannounced affiliated
audits of 30% of company. Names
a company’s of individual
supplier factories | factories and full
(chosen by FLA monitor reports
staff) during not disclosed
initial three-year
participation
SAI Allindustries NGOs; trade Individual Monitors SAI publishes
Www.cepaa.org unions; ‘socially factories accredited and certified
responsible selected by SAI facilities,
investors’ and perform locations on its
government; certification website, list of
industry audits of complaints,
factories; corrective action,
certification lasts | monthly
for three years newsletter
WRAP Apparel Non-apparel- Individual Factories choose None. Audit
www.wrapapparel.org industry industry-related factories a monitor and reports given
individuals; top schedule an audit | only to factories
apparelindustry in advance. WRAP | and WRAP board
executives board decides on | which do not
unannounced disclose certified
audits. factories or
Certification lasts | factories that fail
one year
WRC College and Colleges, Does not WRC itself WRC makes
www.workersrights.org university universities; certify investigates results of all
licensees labour rights factories about investigations
experts which it receives public; maintains
(academics, union complaints. web database of
officials, NGOs); Investigations college and
students conducted by university
collaborative affiliates; names
investigative and locations of
team of local factories
labour NGOs, producing goods
academic experts | bearing logos
and staff

TABLE5 MSI PROGRAMMES
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confidential methodologies used, the specificities of interviews and inspections, and
the expertise, size and composition of the audit team.

12. Challenges facing MSIs

While much attention is currently being placed on MSIs as the next wave of non-
governmental regulation of global MNEs, a number of challenges exist. Concerns
include the fact that, as with some private corporate codes, by participating in MSIs,
MNEs may themselves be creating conditions that make it nearly impossible for their
suppliers to comply with the performance standards the companies are asking them to
adopt. Our research showed that the apparel industry, for example, is characterised by
flexibility, intensity, short-term employment and production cycles, competition and
insecurity. This situation often results in the lengthening of supply chains and the
further subcontracting of labour to the informal economy. Some critics argue that it is
unrealistic to demand compliance with proper working hours standards and workplace
conditions standards when simultaneously creating a situation in which workers have
no choice but to put in intense periods of overtime and managers have no choice but to
subcontract (see, for instance, Shaw and Hale 2002: 108; Utting 2002: 100).

Moreover, under both a corporate code system and an MSI system, contractors are
usually asked to pay the costs necessary to implement measures that will bring a
factory into compliance with a code. Contractors in the apparel industry are in intense
competition with each other to produce at the lowest cost and win the largest contracts
from MNEs and buyers. When market forces demand that contractors produce at the
lowest cost, some would argue that it is unrealistic to expect contractors to bring wage
levels and health and safety measures up to international standards (see, for instance,
Shaw and Hale 2002: 108).

Additionally, some complain that MsIs have developed their codes in a top-down
manner without any attempt to solicit the input of ordinary workers in producer
countries. MSI codes and certification programmes are given credit for being legitimate
in a way that corporate codes are not because non-industry groups such as NGOs and
unions have participated in their development. These worker-friendly groups, it is
argued, are still working at a distance from the factory floor, and are not necessarily in
touch with the needs and desires of workers in producer countries,?’ or prepared to
conceive of workers as agents of their own empowerment rather than as ‘victims’
(Utting 2002: 96, 103-107). Some have even warned that MSI efforts do not necessarily
bolster workers’ attempts to organise, pointing out that codes may be implemented by
companies in conjunction with efforts to prevent workers from joining unions, and that

27 According to Shaw and Hale (2002: 104), ‘Codes of conduct are typically introduced on behalf of
workers, without their knowledge or consent. It is simply assumed that workers will see these
initiatives as being in their interests.” Similarly, Utting (2002: 96-97) cites many case studies that
conclude that the primary concerns of workers in, for example, Bangladesh and India, are not
reflected in the standards developed by SAT and ETI.
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auditing by outside monitors could even come to be seen by workers themselves as a
substitute for self-organisation.?®

Other critics have argued that MSI codes do not reach far enough down the supply
chain, pointing out that most of them make no mention of homeworkers or workers in
the informal economy despite the fact that these workers participate regularly in global
supply chains as subcontractors (Barrientos 2002: 68). Further, the goal-oriented
mind-set of certification programmes may work to the detriment of workers because
rather than working with factory management to improve inadequate conditions, some
companies might be tempted to abandon factories where working conditions are poor
and move elsewhere, opting for a ‘quick fix’ that will leave thousands of workers jobless
(ETI 2000: 5).

A final significant concern has to do with what some perceive to be the privatisation
of a function that should rightfully be performed by government. One perspective of
government is that the non-state, market-driven MSI system may be attractive as it can
take up some of the demands placed on state agencies. Nevertheless, privatised
regulators will by necessity always lack many of the powers that government regulators
have. For example, because participation in MSIs is voluntary, management at factories
are not under the same legal pressure to disclose facts to private monitors. Private
monitors, unlike government, have no subpoena power, and there is no legal penalty
for perjury or withholding information.

Naomi Klein, journalist and well-known critic of globalisation, writes,

The bottom line is that corporate codes of conduct—whether drafted by
individual companies or by groups of them, whether independently moni-
tored mechanisms or useless pieces of paper—are not democratically con-
trolled laws. Not even the toughest self-imposed code can put the multi-
nationals in the position of submitting to collective outside authority (Klein
2002: 437).

Finally, some feel that there are legitimacy problems with a system that is powered
primarily by consumer preferences. Many companies may be persuaded to participate
in the MSI system because of the threat of consumer boycott. Research indicates that,
currently, over 80% of consumers polled in the United States of America are willing to
pay more for products that are made under ‘good’ conditions, and 51% of Americans
reported ‘punishing’ a firm for bad social practices (O’'Rourke 2003: 7).

28 Wick (2001: 84) states: ‘One of the more dangerous aspects of the “independent monitoring” way
of thinking is that, because monitoring needs to be an ongoing process, “independent monitoring”
arrangements will introduce outside organisations into the workplace on a permanent basis with
the effect of discouraging or preventing workers from joining or forming their own organisations.’



Background and
framework of the report

1. Background

As stated, the objective of this research was to gain a better understanding of the
management systems used by MNEs in the implementation of CSR and corporate codes
of conduct across three sectors: footwear, apparel and retail. Before delving into our
substantive findings regarding management systems, it would be useful to consider the
nature of operations in the context of the sectors studied. In the following chapters we
address each sector separately and offer a more detailed introduction regarding the
historical development of the sector, along with the context for emerging commitments
related to labour, social and ethical behaviour in that sector.

Increasingly, MNEs are engaged in a model of production where they must be flexible
to address rapidly changing demands of the consumer and to compete on a global level.
Typical of this model is a reliance on outsourcing of production to keep labour and
material costs low. For the most part, MNEs based in the industrialised world no longer
manufacture products such as footwear, apparel or retail goods such as jewellery, toys
and gifts, but rather concentrate on core competences such as design, marketing and
merchandising. Production is left to an increasingly complicated network of contrac-
tors, agents, vendors, suppliers and subcontractors in the developing world. The end
result is that the brand-name manufacturers often find it challenging to identify where
and by whom their products are produced. This can have serious repercussions for
labour, social and ethical practices throughout the global production process. Our
research indicated similarities in the industries of apparel, often called the ‘stepping-
stone’ to industrial development; sports footwear, which has distinguished itself as
having the leanest supply chains; and retail, which we define here as the manufacture
of hard lines, specifically products other than garments and shoes, such as toys,
jewellery and housewares, sold in leading discount or mass-merchandise chains. Also,
due to its size and importance as a world exporter of consumer products, China will
frequently be cited as an example. It should be noted that the focus of this chapter is
the similarities across the three sectors. Matters of specific significance to individual
sectors are discussed in greater depth in each of the sector reports in the ensuing
chapters.
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a. Evolution of global manufacturing operations

Originally, footwear, apparel and retail were primarily locally based manufacturing
operations, created on what is referred to as the ‘Fordist’ business model of production.
This term originated from fully vertically integrated enterprises such as the Ford Motor
Company, which manufactured every aspect of the automobile from the tyres to the
steering wheel. Fordism is presently being replaced by ‘Post-Fordist’ production, which
is characterised by outsourcing production to ensure ‘more flexible and “leaner”
production (fewer workers) and the fabrication of small lots with greater product
variety to meet the needs of different consumer groups’ (Boje and Prieto 2000: section
IL, p. 1). In Post-Fordist production, also called ‘Toyotaism’,?° the emphasis is on con-
tinuous improvement processes such as total quality management (TQM), shorter cycle
times and just-in-time (JIT) inventory systems (Boje and Prieto 2000). Post-Fordist
firms are characterised by flexibility to meet the changing demand of consumers and
to capitalise on opportunities created by global labour-cost differentials. This has
resulted in changes in supply chain management and the shifting of labour pools to
overseas, often developing, markets.

b. Overseas production

Until the end of World War II the US and Europe dominated the world economy and
controlled most industrial production, while lesser-developed countries tended to
produce raw materials and agricultural products. Domestically, US companies were
constantly in search of less expensive labour and the early 2oth century witnessed
many apparel companies moving from the relatively high wage, unionised northeast to
the low wage, non-unionised south (Bonacich and Appelbaum 2000: 54). The offshore
production of goods, notably apparel and textile products, began in earnest after World
War II when financial and technical assistance from American aid programmes was
provided to Japan and subsequently to the East Asian economies of the Republic of
Korea, Hong Kong, China and Taiwan, China. As a result of these programmes, garment
production flourished in these ‘new’ economies, while American and European compa-
nies and consumers benefited from an abundant supply of inexpensive labour that,
even when coupled with international transportation expenses, kept costs low
throughout the industry. These low labour costs were not lost to manufacturers of other
products and soon a variety of industries such as sports footwear and retail goods were
sourcing production abroad. By the 1970s the countries of the Republic of Korea, Japan,
Hong Kong, China, and Taiwan, China, had massive trade surpluses with the US. By the
1980s these countries, called newly industrialised economies (NIEs),3* were moving
from being labour-intensive manufacturers to producers of capital-intensive, high-
technology goods.

In the late 1980s, sourcing locations began to change. Taiwan, China, and the
Republic of Korea suffered declining international competitiveness based on labour
shortages that resulted in rising wages, international protectionism and competition
from other developing countries. China’s ‘open-door policy’, which began in 1978,

29 So named after the production practices of the Japanese auto manufacturer, Toyota.
30 At present, these countries are also referred to as first-tier NIEs to distinguish them as pace-setters
in development.
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relaxed controls on foreign investment, which led companies based in Taiwan, China,
and the Republic of Korea to move hundreds of production lines to mainland China and
South-East Asia where labour and production costs were considerably lower. This
foreign direct investment (FDI) in China took the form of wholly owned factories, joint
ventures and outward processing plants (Lau and Chan 1994: 115). Thus the supply
chain became even broader, as a European or American-based brand-name manufac-
turer would contract production with a supplier in Hong Kong, China, the Republic of
Korea or Taiwan, China, only to have the order fulfilled in mainland China.

Today, MNEs in the footwear, apparel and retail sectors operate within a fluid global
structure of supplier facilities. These can range from less than a dozen supplier fac-
tories, in the case of a footwear brand, to literally thousands of supplier factories in the
case of a major retail chain.

¢. The sweatshop issue

Perhaps no issue is as critical to the sectors of apparel, footwear and retail goods pro-
duction as is the sweatshop issue. Indeed, hardly a month passes without allegations
accusing suppliers of brand-name products as violators of human rights in the
developing world. Historically, the word ‘sweatshop’ originated in the 19th century to
describe a subcontracting system in which the middlemen earned profits from the
margin between the amount they received for a contract and the amount they paid to
workers. Workers, who received minimal wages for excessive hours worked under
unsanitary conditions, were said to have ‘sweated’ this margin. Today, social activists,
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the media, NGOs and a myriad of watchdog organisations cite long working hours,
inadequate factory working conditions and housing facilities, low wages, the lack of
freedom of association and collective bargaining, and the use of forced and child labour
as evidence of exploitation of workers in exchange for corporate profits. The US General
Accounting Office has developed a working definition of a sweatshop as ‘an employer
that violates more than one federal or state labour, industrial homework, occupational
safety and health, worker’s compensation or industry registration law’.

There are several factors that influence the possibility of labour conditions that do
not meet international labour standards in the developing economies of Asia and Latin
America. First, as discussed, leading retail firms and brand-name manufacturers no
longer own the means of production. Product manufacture occurs far from company
headquarters, often under networks of contractors and subcontractors. ‘These net-
works obstruct accountability as much by their flux as by their intricacy. Manufacturers
of products such as garments regularly switch countries, or even continents as they
switch suppliers’ (Sabel et al. 2000: 3). Consequently, MNEs may be unaware of actual
factory working conditions. Second, developing countries often lack trade unions or
enforceable labour laws, therefore leaving the working population vulnerable to
inadequate working conditions. Third, the pressure of JIT inventory practices has
forced suppliers to take on more of the risk of inventory planning and control. As
inventories on hand are costly, this may adversely affect the way in which suppliers
handle production planning, which if left to the last minute may result in longer hours
and less time off for workers. An example of how such a situation can arise was given
to us by a vice-president of production at a large multinational retail enterprise.

We drive time-lines that force our vendors to work overtime. Therefore it is
my responsibility to control this. I will sign up to assist them (the vendors) to
manage their time-lines, and where it is our responsibility we extend our
time-lines. Convenient denial is more the state people live in and so produc-
tion and international offices try to discipline what is occurring. The end
result should be on time delivery to the stores. Production sets the entire
calendar. You would be amazed by what we do. Imagine having 15 million
pairs of pants all with the same label. So we try to build contingency plan-
ning, but most people know that we factor this in. You have to then expect the
human factor and add that too. Finally, you have to have air and shipping
deadline extensions (AMNE 4, Manager).

Contractors responding to the fluctuating need of buyers must manage their labour
force based on a set of surmised conditions: for example, the actual demand for a
particular product in season. If poorly forecast, this demand can have serious impli-
cations for the number of hours worked by employees and the retention of factory
workers. Fourth, the tremendous competition among retailers in the developed world
to offer a wider spectrum of products at increasingly lower prices means that in many
instances suppliers are selected on the basis of price alone ignoring, perhaps, the actual
conditions under which products are produced.

d. Future of the apparel, footwear and retail sectors

Given the rapid spread of global production and supply chains, and the current
attention focusing on the alleged inequities produced by the workplace conditions of
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various footwear, apparel and retail operations, increased pressure may be placed on
MNEs to adopt CSR and voluntary private initiatives such as codes of conduct as
standard parts of their business operations. Many already have. This book explores in
greater detail the experience of some MNEs and related supplier factories in adjusting
their management structures to incorporate CSR and code-of-conduct commitments
across the full spectrum of production. What remains to be seen, however, is the degree
to which MNEs and their business partners are able to upgrade production to the next
level, manufacturing more sophisticated products not only for export but also even-
tually for domestic demand. Indeed, global retailers such as Wal-Mart, Carrefour and
Metro are already betting on the future of the market in China and are achieving good
results. Similarly, companies such as J.C. Penney, Dillards and Sears are putting great
emphasis on production in Mexico. As leading retailers relocate globally they may well
find incentives to establish or strengthen local supplier networks for buyer-driven
commodity chains (Gereffi and Hempel 1996: 8). Recognising that workers may one
day be customers could prove influential in the manner in which retailers and brand
manufacturers oversee production, and ensure, hopefully, a better work environment
for all.

2. Report framework

For the obligations of CSR and
codes of conduct to be imple-
mented effectively, our research
indicates that such management
systems require that appropriate

Creating a
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knowledge, responsibility, author-
ity, resources and motivation be
distributed throughout the com-
pany in a manner that provides for
the fulfilment of this objective.?!
From our investigations, we
learned that no single template
exists that is applicable to all
MNEs, and ‘firms tend to tailor
implementation measures to the

31 While the focus of this book is on understanding the management systems and processes used in
implementing codes, it is important to consider the workers’ perspective on this issue. This could
also include that: the code content, and the process by which it was developed and implemented,
includes and empowers the workers to whom it is directed; the code reflects local needs of workers
and as a minimum guarantees the core standards of the ILO; the company adopting the code is
genuinely committed to its implementation and provides adequate resources, training, monitoring
and reporting mechanisms; and that the company’s behaviour is transparent with regard to its
treatment of employees and those in the employment of suppliers, contractors and subcontractors.
For further details, see Murray 1998: 2.
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type of commitment and to their own circumstances’ (OECD 2001: 8). Within the
context of code implementation, MNEs usually consider a variety of factors. The general
methodology is to balance the available mechanisms for implementation against cost,
effectiveness and implications for failure to comply with public commitments, in
particular any legal, financial or public relations impacts.

We found that firms in the footwear, apparel and retail sectors utilised a great
diversity of approaches to implement systems for the management of CSR and code
requirements. As we organised the data generated from interviews conducted, factory
visits, trips to headquarters and reviews of various reports and tools used by the
participating companies, an attempt was made to find some common structure among
the various approaches.

Our research suggested that a general framework existed for the presentation of
findings as well as to guide those interested in the implementation of social policy
across supply chains. The framework that we have adopted is presented in the diagram
above. We have used this framework as the basis for analysis of all three sectors covered
by the research. It should be noted that, in adopting this approach, we are not contend-
ing that all of the firms studied actually used this approach. Rather, the framework
emerged with some consistency out of the data we gathered and provides a useful tool
for the presentation of our findings.

a. Creating a shared vision

The commitment to labour, social and ethical standards begins with the creation of the
individual code of conduct, namely the vision that is to be integrated throughout the
MNE and its supply chain. We were repeatedly told that this is a task that is not
accomplished in a vacuum but rather is the product of sustained effort by the MNE
borrowing from the vast amount of information and research undertaken in part by
international organisations such as the ILO and the United Nations. Further, MNEs draw
on the experience and expertise of management and workers as well as, increasingly,
the involvement of society at large.

One of the first steps undertaken by an MNE is to incorporate the commitments of CSR
and the voluntary obligations of codes of conduct into their internal policies, strategies
and operational processes. For this reason, the top management must be committed to
the development of a coherent message and a thorough understanding of the business
rationale behind the contents of the code. This helps to explain why one of the leading
suggestions made by those interviewed was the need to change a corporation’s view of
itself and how it works with its supply chain partners; in short, the creation of a shared
vision for the organisation that travels throughout the supply chain.

We are ‘an innovation-oriented company targeting developing leading edge
products for sports’. Now, the CEO says we don’t just want to be the best sports
and fitness company, we are going to be the best company, period. Part of that
is the [triple-bottom-line approach]. This means a lot of things. And that can’t
be just with regard to our core operations but must also apply to our supply
chain, for all products we buy. It also stretches to consumers, colleges,
athletes, suppliers, all our stakeholders (FMNE 2, Marketing Manager, Head-
quarters).
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As our findings clearly demonstrate, the code of conduct must be integrated into the
strategic direction of the organisation if it is to be successful.

b. Developing understanding and ability

In order to integrate the vision throughout the organisation and its supply chains, a
process of communication and education needs to take place, and has to continue on
an ongoing basis. In fact, taking the step of recognising the multiplicity of audiences to
whom the code is addressed allows the challenge of adequate and appropriate
communication to be addressed. Multiple layers of communication and training are
required for domestic and foreign audiences. Both communication and training must
occur at a level of sophistication and technicality that is appropriate for the recipient.
With a code in place and the organisation committed to its implementation, one of
the challenges that must be addressed, we were told, is helping employees and others
throughout the supply chain understand the purpose of the code and its implications
for those areas under their responsibility. The following provide a good overview of the
process, from developing new objectives to training managers and staff at all levels.

Communication is huge. What is needed is, first, get a code and communicate
what it is. You've got to work top down—with training programmes. In
Indonesia we had a week-long training programme—with set time limits and
deadlines. You've got to give some idea of where you are heading (FMNE 2,
Manager).

We [in the CSR group] have done training for country managers, presenta-
tions, and we have built a broader base of support. If it is only [a few dozen]
people supporting this you will never have a success. You have to at least have
understanding and support (FMNE 1, CSR Manager, Headquarters).

In the context of overseas operations, our research highlights the importance of
undertaking communication and training with sensitivity towards regional or local
dialects, non-verbal expressions, traditions of interpersonal communication, and the
nuances associated with translation and interpretation as well as gender, age, religion
or tribal customs. Language proficiencies must be taken into consideration, as it is
common to have low levels of reading functionality and literacy in some overseas
localities. A process to review, test or verify that those to whom the code is directed
understand the information, along with their specific responsibilities and obligations,
is essential.

Yet this process of developing commitment and understanding does not come easily,
if at all, it would appear. A number of people interviewed highlighted the apparent lack
of understanding and support, both by those within the MNEs and in particular those
affected beyond the firm. As such, the process of developing understanding and
commitment needs to be seen as continuous and long term if it is to succeed.

¢. Implementing the code in operations

A broad range of management systems is used by MNEs in implementing the objectives
of their codes of conduct and incorporating them throughout the firm as a whole. As
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outlined earlier in this book, one of the key responsibilities of a managerial system is
the setting of organisational structure. In fact, one of the very first questions to consider
when implementing a code into an organisation’s operations and its supply chains is
that of structure. In terms of assigning code-of-conduct responsibilities, various
approaches have been adopted with either the establishment of new departments or
the assignment of responsibilities to existing departments. Some illuminating exam-
ples are provided in the ensuing chapters.
Other processes utilised in the integration process include:

* Integration of code-of-conduct responsibilities into annual performance
appraisals for the in-factory manufacturing managers of the MNEs

* Linkage to the decision-making processes of purchasing

* Incorporation into the job descriptions of quality inspectors and others
involved in the implementation process

* Integration of code-related responsibilities into the policies and procedures of
operating manuals

* Assimilation into human resource practices including training

» Streamlining with existing legal procedures

At the start it is a bit of work to implement code requirements; you have to
put more effort into monitoring, partner selection. But it gets easier over
time; you have some best practices in place; you set up mentors for the
suppliers (FMNE 2, CSR Manager, Headquarters).

Multinationals need to consider that a code or compliance policy can reach
way past their audit or compliance team. Training is needed for your QC and
purchasing, who will have to provide crucial support to the code. You may
have to consider your product design and the sampling process and what they
can do to OSH or overtime at the supplier level. And, before you go anywhere,
your top management has to understand the implications and support what
needs to be done. If they send mixed messages about compliance versus low
costs, then you might as well just walk away (0 17).

The integration of all of these processes, when it occurred in the firms studied, took
many months, even years, and in almost all cases it remains an ongoing process.
Furthermore, we were told that important decisions need to be made regarding the
establishment of enabling mechanisms within an organisation to ensure successful
integration and implementation. These can include the establishment of internal
and/or external monitoring systems, which are discussed in the following section.

d. Feedback, improvement and remediation

Finally, we were told repeatedly that a process of monitoring, improvement or remedia-
tion should be in place, so that problems that are discovered are fed back to those
managers or others who can adjust practice or take appropriate action to address prob-
lem areas. The internal/external distinction in monitoring approaches was discussed
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earlier in this chapter.?? Understanding that the information and feedback obtained
either internally or externally can be used either internally within a corporation or
externally, for example, with its supply chain, is critical to the presentation of our find-
ings. The management systems that support codes of conduct in the firms studied are
dependent on several other processes; these include those that provide information,
feedback and accountability for results. These systems appear to be focused internally,
providing individual managers with results on their performance in carrying out their
code-related activities and, externally, providing stakeholders with feedback on how
the MNE and its suppliers are performing with respect to the objectives outlined in the
code. However, it must be remembered that many of the code elements are difficult to
measure due to their intangibility and subjectivity.

A number of the firms studied stated that internal monitoring systems are required
primarily to ensure consistency in the ongoing management of implemented code
provisions. It is suggested that many of the existing internal structures for managing or
measuring other operational activities, such as quality control, human resources and
production throughputs, may lend themselves to adaptation for monitoring of the
labour and social commitments embodied in a code. A key distinction is the monitoring
of those elements of the code that are quantitatively measurable and those that are
qualitatively measurable. The workplace activities addressed in labour standards are
often a function of dynamic interpersonal processes, thereby posing the challenge to
objectively measure subjective human interactions. These were also found to be those
elements of codes that are least amenable to monitoring by, for example, quality-
control inspectors.

A growing trend exhibited by some of the firms studied is the development of exter-
nal verification services. Global auditing firms have been some of the first enterprises
to branch into this new market of non-financial verification, along with specialised
technical monitoring and consulting firms, as well as a number of NGOs.?* We were told
of a number of approaches adopted in external monitoring and verification, details of
which are provided in the subsequent chapters.

A key issue regarding inspections and auditing relates to the independence of the
individual or entity undertaking the task. Also significant is whether the inspection or
audit is done internally or externally, or under the direct or indirect supervision of the
MNE. For example, the MNE may conduct its own audits, and simply turn over the infor-
mation to an independent third-party auditor for review. This is a common practice in
financial auditing, though a critical difference is that established accounting standards
have been around for decades. Further, even if an independent third-party auditing
entity conducts the inspection, there may be an inherent conflict of interest if they are
dependent on the MNE for payment. Supporting this concern, our research has revealed
that auditors may hesitate to present truly damaging information, based on a desire to
maintain good business relations and receive future work from the client. Further, the
question of the competence and qualification of the auditor is a significant issue.

32 Also, for further details on independent monitoring, see ‘Almost everything you always wanted to
know about independent monitoring’, Clean Clothes Campaign, www.cleanclothes.org/codes/
monitoring-long.htm.

33 For additional information on the design and implementation of social responsibility programmes,
see Business for Social Responsibility (BSR) at www.bsr.org.
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A primary purpose of an auditing standard is to remove discretion from the auditor
in order to increase the credibility and effectiveness of the audit. This means that, after
undertaking standard steps to verify pre-agreed aspects of a firm’s management
procedures and of the information it proposes to publish, the auditor makes stan-
dardised statements about the adherence (or lack thereof) of these procedures and
information to a given quality standard (OECD 2001: 11). Accordingly, the development
of generally accepted standards and a system for legitimate and independent verific-
ation would appear to be a critically important development for codes. This requires
participation from stakeholders representing the employer, the employee and national
governments. It is logical that existing OECD and ILO guidelines applicable to labour and
social standards form the foundation from which to proceed.

The degree to which information obtained from internal monitoring does or does not
make its way into the public domain is the subject of much debate. Finding the balance
between important conflicting principles such as confidential business information,
transparency and meaningful disclosure is a challenge for many companies. Disclosure
of information usually falls within three domains: product information, financial and
code commitments. Additionally, we were told that target audiences for disclosure
might vary and include an internal audience, the general public, other vetted stake-
holders or the government.

In the formal reporting arena, the trend has been for MNEs to increasingly report on
the environmental and social impacts of their operations, to the point where many
corporations, both domestic and international, now produce ‘sustainability reports’ as
a standard industry practice. However, as we will see, the inclusion of labour and
employment information continues to be rather weak. Further elaboration of these
systems and processes will be made as appropriate in the following chapters.

Each of these sets of activities—namely the creation of a shared vision, the develop-
ment of understanding and ability, integration of the code into operations, and feed-
back, improvement and monitoring—take place at both the supplier and MNE/buyer
levels. Our findings show that, just as a buyer company may develop a code and
establish it as the vision for the organisation, a supplier also needs to incorporate this
code into its own vision of how it operates and what top management wants in the
future. Without this reciprocity from suppliers, we were told that the code will not be
fully implemented. Similarly, suppliers need to communicate the new vision, educate
managers and implement the code into their various managerial systems. They also
need the feedback and improvement systems in place in order to meet the rising
standards to which they will be held accountable along with MNEs.

Finally, there are two other elements to the framework that are integral for presenting
our findings.

e. Dialogue with employees, unions, workers’ representatives and
other stakeholders

It appears that an ongoing process of dialogue is central to the successful implemen-
tation of CSR and code commitments. At one level communication is essential between
workers and their representatives. Workers are closest to operations and are best
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equipped to spot areas for improvement, whether this has to do with productivity or
code compliance. The quality movement has long accepted the important, active role
of the worker on the assembly line. The same is true of the worker when we consider
meeting code requirements. Open channels of communication as well as support of the
right to freedom of association and collective bargaining are essential for workers to be
able to exercise their legal rights and point out any abuse, discrimination or pay
problems. At the same time, a firm needs to maintain open channels of communication
with other stakeholders in order to better understand their concerns, their challenges
and their expectations—and then make decisions accordingly.

f. Interrelation and integration of elements

The final element is that of integration of CSR and code management requirements into
the total operational structure of a firm. It was clear that integration was a theme
running through all our interviews, from the factory floor of the supplier to the
headquarters of the MNEs. Code objectives need to be integrated at the earliest stage of
business planning, into strategic objectives of the firm, throughout human resource
and training programmes and management systems and embedded as performance
targets. The objectives of labour, social and ethical behaviour need to be fully inte-
grated into all management systems and threaded throughout the entire organisation.
As is evident from Figure 4, outlining some of the functional areas involved in the
management of supply chains can be very complex. An issue explored by this research
was where, within this web of functions and activities, the issues of compliance with
code are addressed.

R&D Planning
</
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Order A
management _
Sales
Inbound
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distribution logistics
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Susil e Customer

FIGURE 4 MAP OF FIRM INTERNAL SUPPLY CHAIN-RELATED SYSTEMS: WHERE DOES
COMPLIANCE FIT?

Source: Alber and Walker 1997
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Collectively, these elements provide the framework from which we will present our
findings, summaries and conclusions from our research conducted in the footwear,
apparel and retail sectors. The ensuing chapters will provide further details and prac-
tical examples of each of these elements as they pertain to the specific sector addressed.



IV

Review of the
footwear sector

1. Background

Thirty years ago most production, distribution and sales of sports footwear were
located in North America and Western Europe. In contrast, Asia now produces 99% of
branded athletic footwear. Sports shoe production is a highly labour-intensive industry,
involving 150 different stages or more in the manufacture of a single shoe. Enormous
attention is devoted to product innovation and the crafting of a marketable image. In
2002, the top-selling five footwear manufacturers in the US (based on market share in
dollars) were Nike (38.97%), Reebok (11.9%), New Balance (11.62%), Adidas (9.72%)
and K-Swiss (3.18%). In the same year, these companies had annual turnover of almost
Us$8 billion, an increase of 4.47% from the previous year (Sporting Goods Intelligence
2003).

We found this high concentration of market share within a handful of brands to be
particular to the footwear sector. This has led to interesting approaches by this sector
to the management of its supply chain. The purpose of this section is to present our
findings regarding how the footwear sector has evolved in its response to demands for
CSR and voluntary commitments for labour, social and ethical behaviour. Fundamen-
tally, evidence from our research visits suggests that the footwear sector outpaces the
apparel and retail sectors in meeting such obligations, and offers significant lessons
learned and best practices for application across other sectors. This can be attributed
to historical reasons such as greater investment in this sector, a more stable supply
base, greater leverage by MNEs due to an increased presence within the factories and
intense public scrutiny due to alleged violations of workers’ rights in overseas
operations supplying MNEs.

a. Outsourcing

As shoe production involves high-volume and labour-intensive manufacturing, produc-
tion is increasingly subcontracted to factories in the developing world, leaving firms to
focus on what they consider their core competences. Footwear MNEs are consequently
leaving, to a large degree, their subcontractors to decide the details of building and
running factories, managing workplaces and workers, and dealing with local govern-
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ments. On the other hand, in order to meet appropriate delivery standards, ensure high
quality, and maintain international labour standards, MNEs often have their own manu-
facturing personnel on-site working closely with the subcontractor. These personnel
may include staff from the departments of costing, planning, materials, development
and quality who are present to monitor and assist the factories. In view of this delicate
balance between complete autonomy and direct influence, some of the challenges
associated with outsourcing are more than offset by low labour costs, less regulation
and the possibility of focusing on core competences. Additionally, there is also some
flexibility in placing orders in that some factories specialise in certain types of shoe,
while others produce different kinds. Production bottlenecks at one facility or unan-
ticipated growth in one type of shoe mean that the MNE can seek greater production at
another factory.

At present, some research and development (R&D) is beginning to move to China and
the Republic of Korea. For example, Hwaseung Ltd, a Republic of Korea company that
first started as an original equipment manufacturer (OEM) for Nike, has captured 20%
of the export market and has a dominant share domestically with its LECAF brand.
Similarly, Li-Ning Sports Goods Co. in China (which is owned by three-times gym-
nastics Olympic gold medallist, Li Ning), has opened its own R&D centre in Beijing and
is investing heavily in marketing and promotion in order to capture a share of the
projected US$2.5 billion market by the time the Olympics come to Beijing in 2008 (Kahn
2003).

In the sports footwear sector, until the late 1980s, a great deal of the production
occurred in Taiwan, China, and in the Republic of Korea. At this point, manufacturing
practices in the sector began to change. As a result of the relaxation of controls on
Taiwanese investments in the late 1980s and a sharp depreciation of the Taiwan dollar,
as well as rising labour and production costs, companies began to move hundreds of
production lines to mainland China and South-East Asia where such costs are
considerably lower. By 1990, footwear exports from Taiwan, China, had fallen by 50%
from 1988 to US$1.8 billion (Mooney 1991).

Similarly, in the Republic of Korea the footwear industry also succumbed to declin-
ing international competitiveness. By 1989, the Korean market share of the leather
sports shoes market in the US fell to 45.7% from a high of 64.5% while at the same time
China’s share of the market rose to 18.9% from 5.5%. Today, the large footwear compa-
nies contract out only a negligible percentage of their total sports shoe production to
the Republic of Korea and Taiwan, China. Sports shoes are now produced in China,
Indonesia, Thailand, the Philippines, Viet Nam and India, admittedly by many Korean
and Taiwanese suppliers. Along with the relocation of production facilities to low-wage
countries has come associated labour, social and ethical behaviour issues that are
complicated by such factors as a migrant workforce, high worker turnover, lack of
training, lack of clear legal and regulatory programmes and levels of enforcement.

Of particular significance was the massive transfer of companies from Taiwan,
China, to the mainland of China in the early 1990s. The Taiwanese footwear industry
association estimates that by the end of 1991 about 400 of the network’s 891 members
had set up factories in China, employing approximately 100,000 workers (Abegglen
1994). The Taiwanese firms have tended to cluster in a few geographic areas (for
example, Guangzhou and Shenzhen in Guangdong province and Xiamen and Fuzhou
in Fujian province) (Chen 1999). Since then, this process has continued. The basis of
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this conglomeration results from a number of factors. Firstly, low labour costs, due to
the availability of workers from other parts of the country, combined with proximity to
shipping routes, acceptable infrastructure and the availability of land. Moreover, all the
factors are made highly accessible by kin or ‘guanxi’ ties, similar language and customs
which bind the two sides of the Taiwan Strait to make this area particularly attractive
to the NIE-based, primarily Taiwanese, footwear suppliers who have set up operations
in the area (Abegglen 1994).

b. Production process

The development of a sports shoe is a long process, taking between 12 and 16 months,
followed by the relatively rapid manufacturing, distribution and sale of the product.
The production process includes the development of the concept, design, testing of the
concept, development of the construction and materials, engineering, agreement on
design and production, and, finally, marketing, distribution and sale. Generally, the
conceptual development and marketing decisions occur in the developed country base
of the brand company, whereas those phases involving the actual manufacture of the
shoe occur in suppliers’ factories in the developing world. Increasingly, however, there
is close communication between the global firms and the factories as regards the
development of the shoe. In fact, a new shoe may be prototyped and costed through
iteration between headquarters of the MNE and the factory’s development department
or section. We heard from some shoe designers who, after visiting assembly lines of
overseas factories, were motivated to design new product lines that eliminated steps
involving interaction with hazardous substances such as solvents or other chemicals.
This closer interaction between the designer and supplier has led to some positive
developments in health and safety. As such, interaction of this nature should be
encouraged.

Offshore processing has become a profitable means of doing business for companies
in the NIEs of South-East Asia, capitalising on the wage differentials between the NIEs
and developing countries (Spinanger 1992). Companies use offshore processing to
reduce costs and become more competitive in world markets. This approach cross-
subsidises high-cost domestic activities and employment in the home countries of
suppliers. Conversely, benefits from offshore processing for developing countries stem
from gains in direct employment (something that must be considered from both a
quality and quantity perspective), foreign direct investment and increased demand for
intermediate inputs from the domestic market (Asia Research Centre, Murdoch
University 1992). Another advantage is that local firms learn from MNEs, not only in
terms of the technical aspects of production but also in terms of more tacit elements
such as how to analyse markets and production, and the value placed on quality, on-
time delivery and cost.

The production of athletic footwear is a labour-intensive process best considered as
a vast sewing operation together with a number of supporting manufacturing systems.
For example, a Chinese factory that we visited employed 6,000 people from 26
provinces, outputting between 500,000 and 600,000 shoes per month. The workers in
these factories create shoes almost from scratch as the factories mainly purchase raw
materials for further processing (tanned leather, rubber, adhesives, etc.), which exit a
short while later as finished products.
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FIGURE5 GLOBAL SUPPLY CHAIN: SPORTS FOOTWEAR IN SOUTHERN CHINA
Source: Adapted from Frenkel 2001

While shoe production involves a variety of processes, such as rubber operations
required in the construction of soles, in the factory mentioned above the majority of
workers worked on eight double-sided stitching lines. In this process, skilled metal
workers create moulds that bake the three-dimensional outsoles, workers in the
chemical plant stretch and flatten quantities of raw rubber on heavy-duty rollers and
cutters, then trim sheets of nylon, leather and other fabric for the uppers. Stitchers then
sew cut pieces into a single upper, and the line workers attach the soles to these stitched
uppers. Finally, workers lace and package the shoes. The development and production
process is centred on three seasons, with a resulting swing in production, as demand
rises and falls. The following comments provide a review of what and who is involved
in production and development, as well as the challenges faced.

In the development process, there are three seasons: fall, holiday and spring.
We send several people from [the MNE] and factories back to our head-
quarters. They grab the technical package and bring it back here; we spend
eight months developing a test run. There are lots of modifications. Then,
once designers, developers and manufacturing are happy with the product, it
moves to RFC, ready for commercialisation. That is when we prepare it for the
move to production. Here in [this factory] we do everything from concept
through to putting it in the box and shipping. I wear two hats here. As [the
person responsible for the sports category] I do concept to RFC; then as
manufacturing manager I handle commercialisation and production. I try to
bring as much of the manufacturing into the pre-RFC phase, so that we won’t
have any surprises. We’ve had a lot of problems in the past due to a lack of
communication between design and manufacturing (FMNE 2, Manufacturing
Manager).

We have horrible swings in production, which makes it very hard. For local
labour law they allow 84 hours of work. And I as the factory manager don’t
want to pay lots of overtime. But for the peak season we need to do something
(THS 1, Factory Manager).

In general, purchasing begins with marketing: purchasers determine what items will
be needed in each of the product ranges that each marketing group handles. The
headquarters-based marketing team responsible for product ranges makes these
decisions based on their work with the national marketing team, who provide input on
future market needs. The marketing managers work with the sourcing team to
determine how many of each item need to be made and where. These needs are then
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conveyed to country managers, generally with the sourcing manager making selections
or suggestions as to the factory to be employed. The sourcing manager handling the
factory chosen then negotiates the contract with this factory. Such a disparate structure
highlights the need for better integration of CSR and voluntary commitments embraced
in corporate codes of conduct across all functional areas within an MNE and its supply
chain.

c. Costs of production

Breakdown of costs of
production— factory price:
US$19.50 Materials (65%)
US$4.50 Labour (15%)
US$4.50 Overhead (15%)
US$1.50  Profit (5%)

Production costs are dependent on the model of the shoe,
the availability and price of raw materials and the skill of
workers; for example, the efficiency of leather cutters.
Generally, the largest part of the cost of production of the
shoe (that is, the cost to the supplier of athletic shoes) is
made up by the cost of materials (65 to 75%), while
overheads, including labour, and factory profits contribute

US$30.00 Total production cost ¢, the remainder of the price of the shoe. The cost break-

US$42.00 Delivery to retailer

U tRlLIE down presented here was provided as an illustrative exam-

ple by an FMNE representative that we interviewed. Such a

cost for the MNE . ;
breakdown can vary depending on a variety of factors.

Average retail price: US$65.00

d. Worker base

While thousands of workers are managed directly under the umbrella of the major
sports shoe brands, hundreds of thousands more work for their suppliers on the often-
dedicated manufacture of their products. The ILO visited six factories in China and five
factories in Viet Nam. The following data represents a summary of worker information
provided by factory management, as shown in Table 6. This information could not,
given the constraints of the research and the requirement for confidentiality, be
independently verified.

In China, the average factory visited had nearly 10,000 workers. At each factory
these workers were mainly female migrants generally from the provinces of Hunan,
Sichuan and Guangdong, or from central China. On average, labour turnover was 3%
per month or 36% per year. Employees worked an average of eight-and-a-half hours a
day, six days a week and were entitled to anywhere from five to fifteen days off per year.
Wage payments were typically on a monthly basis and averaged 60o RMB per month as
a basic wage. Workers in five of the six factories visited were entitled to productivity
bonuses, typically calculated by piece-rate production. In some factories, higher-skilled
workers such as jumpers3* were paid as much as 1,000 RMB per month.

In Viet Nam, in the five factories visited there were, on average, approximately 4,000
workers per factory. As in China, workers were typically female migrant workers from
Central and North Viet Nam. Labour turnover was reportedly quite low, averaging 1-2%

34 The term §jumper’ refers to workers who are so named because they have the ability to perform
several different tasks and may jump from task to task as needed or jump in’ in case of worker
absence.
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Note: The information in this table was provided by factory management and could not be independently verified.

US$1 was approximately equal to 121 Chinese RMB at the time of this research.

* Hukous, symbolic of China's two-tiered (urban-rural) society are personal identification booklets issued for all Chinese and

areinscribed to identify the carrier as a rural or urban resident. Each urban administrative entity issues its own hukou, which

entitles only registered inhabitants of that entity full access to social services, such as education.

TABLE 6 FOOTWEAR FACTORIES VISITED IN CHINA AND VIET NAM (continued over)
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per month. In general, management stated that employees worked eight hours per day
six days a week and were entitled to 12 days off per year. Salaries were, on average,
760,000 VND per month plus productivity bonuses.

e. The industryin 2005

Closer ties between brand-name MNEs and suppliers are increasingly characterising the
sports footwear industry. This is generally due to a global firm strategy that has the
express goal of working more closely with the better factories and is enabled by
improved and less expensive information and communications technology as well as
the relatively low cost and efficiency of transportation. Similarly, the technical nature
of production relative to the apparel sector and the enormous size of footwear factories
make it difficult for firms to change location quickly. Hence MNEs, as previously noted,
have often installed compliance or quality control managers on-site and tend to be
reducing the number of suppliers and staying longer in existing supplier relationships.
Such consolidation has had positive effects on the practice of CSR as it has led to better
relationships with footwear factory managers and a much greater ability to influence
supply chain management (as compared with other industries, such as the apparel
industry for example, where small factory size and the practice of producing for several
brands simultaneously makes closer ties with a particular brand more difficult). In the
view of one FMNE manager, ‘In footwear, we are moving away from being policemen
towards being advisors.’ It is exactly this kind of relationship that can be held up as an
example for other industries to follow, in that it allows for the more effective implemen-
tation of the labour, social and ethical standards of CSR.

2. Creating a shared vision

In Chapter III we outlined the
framework for the presentation of
our findings based on the data
generated in interviews we con-
ducted. We found that one of the
first steps in implementing a code
of conduct was the creation of a
shared vision. The following sec-
tions outline the various elements
that may contribute to the crea-
tion of that vision. They explore
the issues of top-management com-
mitment to code development and Feedback,

its implementation, communication improvement and
of the message and the potential remediation
for establishing a business case for

code implementation.

Creating a
shared vision

Dialogue with
employees, unions
and workers’

Developing representatives

understanding
and ability

Implementing
the codein
operations

Dialogue with

other stakeholders

Interrelation and integration of elements
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a. Top-management commitment

Without the commitment of the organisation’s senior management, no major initiative
can be successfully implemented. Top management sends a signal each time it speaks
to stakeholders or communicates with its staff.

With the code, you need to have buy-in from top management. Knowing that
the president was behind it, it got into our performance objectives and made
us roll it out with our leadership partners [supplier managers]. We started
with the leadership partners. We had several people who travelled country to
country explaining the code and its impact (FMNE 2, Headquarters).

Importantly, this commitment needs to be continually reaffirmed after it has been
introduced. Implementing the objectives of a code can have extensive impact on the
organisation; it may change the way an organisation does business, requiring shifts in
priorities, management systems and stakeholder relations. As such, it depends on
broad-based support emanating from the top of the firm and also stretching down
through the organisation and out to business partners.

Our biggest problem is getting full support internally. The concept of who are
stakeholders, how do we deal with critics, and things like the NGO3, is really
new—we need a stakeholder rather than a shareholder philosophy (FMNE 1,
CSR Manager Headquarters).

[Following a discussion of the production pressures with a MNE CSR manager]
That is why, if we don’t get support from production and the [MNE country-
level general manager], then the supplier won’t care. We have to have their
support (FMNE 2, Country-Level General Manager).

The top level push has been very important to bring this about. With larger
footwear suppliers, we have had more direct top support and, as such, we
have been able to get work hours within the 60 we set in the code. But this
has not been possible in apparel, in part due to the nature of the industry. We
would have to change the industry (MNE, CSR Manager Headquarters).

It really helps to have an impassioned CEO. It [successfully integrating CSR
issues] depends on seeing competitive practices from a different viewpoint.
Our CEO said we need to move toward greater innovation . . . if he would have
said ‘sustainable innovation’ we would have seen a much greater impact
(FMNE 2, CSR Manager Headquarters).

Most of the senior management people, if you ask them what is the code, they
would not be able to quote you back these points [of the content of the code].
Child labour, of course, but not the rest (FMNE 1, Regional CSR Manager).

b. Development of the message on code

It is the responsibility of management to develop strategic plans and set corporate
objectives. In the views of those interviewed, if social considerations are not an integral
part of the company’s long-term strategy and included in its overall objectives then
impact of any CSR effort will be limited. Corporate codes of conduct can be an impor-
tant step in this process—providing a clear commitment to CSR objectives.
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The code is your constitution, your principles and the way you operate (FMNE
2, CSR Manager Headquarters).

You have to consciously make a decision about what your company values
are. Not just talk about them. They have to be strong enough to make
improvements in product, how you lead, and you have to demonstrate how
they impact on you (FMNE 2, Headquarters).

Firms can support their social responsibility objectives through the culture and
actions of management—setting clear ethical or social guidelines through a broad
range of initiatives, changes in reward systems and structures, and the promotion of
social issues. These, though, are dependent on a consistent strategy that typically needs
to be supported by a consistent message. The following comment demonstrates the
complexity of this process in the highly matrixed and dispersed sports footwear compa-
nies reviewed.

To understand the company’s approach, we first of all have a strategic plan.
These are the five or six things that we will focus on as a company, and each
group needs to know what these are to know what to focus on. Each region
and product category has its own strategic plan. And with each, profit feeds
into it. We have also a great deal more experience with fitting [environmental
issues] into the plan, but not so much with [the people issues] (FMNE 2,
Marketing Manager Headquarters).

One thing we heard from many managers was the need for broad applicability in the
development of the code. Yet such applicability has several challenges. First, the firms
themselves have many different market demands, varied product lines and various
locations of production. In the view of the managers of the FMNEs interviewed,
particularly those operating in the CSR teams that are typically responsible for both
developing the code and supporting its communication throughout the organisation, it
is difficult to balance the need for generality to make a code globally relevant and the
specificity needed to make it useful.

We want to make sure the code is globally relevant, the same from region to
region. Suppliers need to know where you are coming from. Also, it needs to
be a living document (FMNE 2, Headquarters).

What we are trying to develop is some sort of global consistency. This is of
course challenged by legal and cultural aspects. We have to have some leeway
to interpret the code. While guidelines help ensure consistency to the degree
possible, we are trying some different things to see what works. Asia has been
at the forefront, due to the size of the teams. The development of the guide-
lines has been a good reality check—our health and safety guidelines were a
very European viewpoint—fire extinguisher height was set, as one example,
far too high for an Asian woman. So we have to consider this as a guideline,
not a law (FMNE 1, Regional CSR Manager).

The law referred to above was not national but rather the companies’ own internal
‘law’. This complexity in interpretation of the code within the context of local or
national conditions is particularly challenging. As in the case mentioned above, there
are situations where the local law does not address issues covered by the code. In such
instances, guidelines that address meeting the content of the code, for example that
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workers be provided with a safe workplace, mean that flexibility has to be present to
allow adjustment to local realities, including in this case the height of workers.

Developing a code also requires its communication, outlining what the code means
for the firm and its supply chain, with some means of consistently presenting this
message to factories. Of course, the challenge thereafter is to ensure that there is
consistency between what is communicated and what is actually occurring within the
factories themselves. For example, some of the most challenging issues for businesses
investing in China include the right to freedom of association and the right to collective
bargaining. In particular, companies that back the ILO Declaration on Fundamental
Principles and Rights at Work and choose to invest in China may find themselves in a
dilemma. As discussed in Chapter II, some companies have opted to address the
dilemma by undertaking special proactive policies with respect to the rights of freedom
of association and collective bargaining. Under such policies, when the rights of
freedom of association and collective bargaining are restricted, these companies seek
to facilitate the development of parallel means for independent freedom of association
and collective bargaining. Concrete exchanges of experience with such innovations can
help build good management practice consistent with the universal values of freedom
of association and collective bargaining, even in these difficult situations. Nonetheless,
parallel means should not be seen as a substitute for the full respect for freedom of
association and collective bargaining rights for workers.

In some cases, the development of a coherent code message has meant that the MNE
manufacturing managers have had to be the final voice of authority on company CSR
issues. We heard that this responsibility entails avoiding telling supply chain partners
one thing and then later presenting different advice or requirements. It also means, as
the quote below indicates, leading by example.

Quality control people are sometimes too helpful; they may conflict with the
CSR people, which can confuse the factory. So we have to make sure the
factory hears one voice (FMNE 1, Regional CSR Manager).

We [management] weren’t leading by example—working every Saturday,
going home at nine or ten at night. Now we have changed, and the quality of
life here has improved. We know we have to finish by five-thirty; I kick them
all out by that time. We also have all the systems here, not just in Guangzhou.
It is good that [the senior manager at Headquarters] said that this would
happen—he gave us a year, we didn’t get it, so he said ‘OK, get your act
together, no working late.” And this allowed us to go to the factory and say
now you have to do the same (FMNE 2, Manufacturing Manager).

Those interviewed, both in supplier firms and the MNEs themselves, emphasised the
importance of involvement, of having those workers affected by codes take part in
developing the code and translating it into reality. Yet, as several managers (including
the last quoted here) indicated, in a diversified organisation, balancing varied
interests—including the added focus on CSR—and working out agreement on this can
be time-consuming.

In any good code, in developing it everybody wins a little and everybody
loses. In hammering it out, it needs to reflect a compromise document. It is
important that both sides feel they got something out of it (FMNE 2,
Headquarters).
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We developed a written code, and got some of our bigger partners back at
[headquarters] to get involved in the process (FMNE 2, Senior Manager).

Price and delivery are the concerns of one department in [the MNE]; quality
is the concern of another and social responsibility is the concern of a third.
That is why we have so many meetings (FMNE 2, Headquarters).

One issue that we heard repeatedly concerned the standardisation of codes. While
several managers made suggestions that related to the role of international bodies and
multi-company agreements, no consistent solution was presented. As the two excerpts
below indicate, this challenge is not only at the MNE level but stretches down to the
factory floor.

We have two factories, one making for [one large MNE brand] and the other
for [another MNE]. Since both of them have different codes, we are trying to
establish our own company standard that meets the needs of both (VIS 1, CSR
Manager).

A bigger question is ‘should there be a standardised code?’ I have seen
factories with codes wallpapering the entrance, so we have to wonder if this
is right (FMNE 1, Regional Manufacturing Manager).

Finally, from the perspective of business, in its November 2002 statement on CSR, the
USCIB advises that companies communicate their commitment to corporate responsi-
bility in a variety of ways, depending on the unique situation or requirements of each
firm. The statement highlights that while some firms within specific sectors have
chosen to collectively embrace a particular social initiative in a very public manner,
other firms have chosen to develop their policies and programmes internally without
making them widely available outside the company. As has been pointed out by some
critics, while such approaches respect the particular corporate personality, they do
little to standardise the requirements for labour, social and ethical criteria of CSR and
codes of conduct.

c. Make the business case

Managers at both MNEs and their suppliers are business people operating in a competi-
tive environment, dealing with conflicting and complex goals. For example, increasing
quality may require expenditures that may reduce profits, or implementing the prac-
tices required in a code may be seen to reduce flexibility. Yet quite a large number of
managers (although not all) supported the view that being socially responsible—in
large part by meeting the requirements of a code of conduct—can have long-term and
even short-term competitive advantages for MNEs and their suppliers.

The code is just a guideline; it is not the reason for doing these things. Doing
these things helps make everything work smoothly. And if we opened a new
factory tomorrow then we would do things the same way. I have to consider
myself one of the employees. When you tour our factory you will see that our
employees are shiny and bright, and that is good for business (VIS 5, Factory
Manager).

The companies realise at the end of the day that implementing the code is
good for their business. People are happy to work here. At first, they thought
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it would cost them a lot, but later they didn’t complain. There was a case of a
fire in the assembly area; some of the heating units sparked the solvent, and
because the guys had been trained they quickly put out the fire. The company
realised then how important it was (FMNE 1, Manufacturing Manager).

One of the other factories [a large supplier] loses 40% of their staff every
season. And you can see real quality differences with experienced stitchers
(FMNE 1, Product Designer).

Yet we also heard that the business case is not universally accepted, that implement-
ing codes is not always seen as being in the best interest of the company, a view
particularly held by suppliers.

Business has not embraced the triple-bottom-line approach (FMNE 2, Market-
ing Manager, Headquarters).

We [at the MNE] and our partners [the supplier firms] have seen the benefits
of these CSR components. But I can imagine that many other companies might
ask ‘what will be the cost of really implementing all these things in a code?
‘(FMNE 2, Manufacturing Manager).

If we stopped pushing the code tomorrow some of our factories would
continue doing it, continue following labour practices that meet the code.
And some would stop the same day (FMNE 1, Country Manager).

In seeking to generate support from suppliers in carrying through the requirements
of their codes, and in seeking to develop support internally to the firm introducing a
code, it was repeatedly suggested that the business case needs to figure more promi-
nently.

I always walk in and present ‘this is the business case and this is the environ-
ment case’. At the same time, I have to adjust our story to the interests of the
audience. So to a designer I push the opportunity [in supporting code] for
creativity; for legal I push the legal (FMNE 2, Marketing Manager, Headquar-
ters).

Show people not just with PowerPoint presentations but with real-world
experiences (FMNE 2, Marketing Manager, Headquarters).

Train top management [of suppliers] and make sure they all understand what
is the benefit, and in particular what is the benefit to [the supplier]. [The
MNE] has been like a professor at showing why to do this (CHS 9, Factory
Manager).

There are many drivers behind the business-case argument that are put forward. As
mentioned above, this is sometimes due to the fact that quality improvements and
greater worker commitment can result from code implementation—as can higher
productivity. The business case can also sometimes be made clear by the potential of
lost sales, both within the firm and with supplier relationships. However, notwith-
standing the need to make a business case, there are some fundamental human rights
in the workplace that must not be breached—no matter what the cost—namely those
highlighted in the 1L.O Declaration on Fundamental Principles and Rights at Work.
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For getting companies to realise the value of doing things the right way, top
management has to be made aware that eventually it will benefit the
company. Safe workplaces are more productive—and if you in the ILO can
show this then companies will start to do this without so much prodding from
the multinational. We improved the ventilation in the sole melt area and this
resulted in defects falling to 2% from 7 or 8%, while productivity went up 20%
(FMNE 2, Compliance Manager).

Doing the right thing reflects good business, not quarter to quarter but over
the lifetime of the company. And it has to be measured that way (FMNE 2,
Operations Manager, Headquarters).

We improved airflows, which resulted in a two-degree temperature drop.
This along with other changes resulted in, according to our estimate, an
increase in productivity of 1o to 15% while cutting defect rates by 75% (VIS 5,
Factory Manager).

Bottom line for us is if you don’t comply, we don’t do business with you (FMNE
2, Manager).

Linking productivity and excessive overtime

In supporting the business case, one manager gave the example of a 7,000-employee footwear factory,
which had workers putting in a 75-hour working week. With the code limiting working hours to 60 a
week, the company pressured the supplier management to cut back on the time put in. They did cut
back working hours by 12%, which resulted in a 5% drop in output. With better targeting of incentives,
and lower turnover due in part to the code, within a month output was back to previous levels.

The question the manager then posed was, while this may work in large operations where some
understanding can be developed with the managers, would it be more difficult in an industry such as
apparel? The obvious answer to those familiar with the industry, the manager suggested, was ‘yes, very
much so’. The manager suggested then that perhaps this indicates the need to work with companies’
head offices rather than with many small factories, but no clear answer seemed apparent. Again,
similar sentiments with regard to the possible difference between footwear and apparel were heard in
other discussions.

The important point is that from the MNE's perspective, integrating social responsibility into
operations can in many circumstances lead to greater profits rather than just higher costs and less
profit. We would suggest that at the individual firm level this type of real world example is useful in
presenting the argument for following codes throughout supply chains.

Similar real-world examples of business arguments for social responsibility should continue to be
developed by the ILO and others concerned with social responsibility. Of course, the business case is
not the only thing that needs to be considered given the ILO’s declarations and its support for
fundamental principles and rights at work. Other considerations including the firms’ desire to meet
local and national laws must also be taken into account.
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3. Developing understanding and ability

Apart from creating a shared
vision of a code, one of the most
critical elements of its implemen-
tation rests with the development
of understanding and ability. We
heard that in some cases this pro-
cess extends beyond the bounda-
ries of the MNE to encompass its
supplier factories. Important deci-
sions need to be made regarding
Dialogue with the prioritisation of capacity build-
ing, education and training in sup-
port of the message being com-
municated. Furthermore, issues
such as the internal capacity of
staff, costs and external resources
are often addressed as a result of attempting to develop understanding and ability. The
following sections outline in greater detail our findings on this aspect of code-of-
conduct implementation.

Creating a
shared vision

Dialogue with
employees, unions
and workers’
representatives

Developing
understanding
and ability

Implementing
the code in
operations

other stakeholders

Feedback,
improvement and
remediation

a. Make the code a priority throughout all components of the supply
chain

Effective code implementation depends on generating and sustaining commitment not
only from the MNE but also from suppliers, beginning at the senior-management level.
This theme is highlighted in the following remarks.

You have to have buy-off from senior management. If the GM here was not
serious about this then it would be a real battle. It makes it very easy to get
things done—and since many people don’t understand yet you need top
management to push it. Particularly the senior manager in the factory, since
if the owner overseas buys in but the factory manager doesn’t, it won’t work
(FMNE 2, Manufacturing Manager).

There is an impact of the top manager [at a factory] on the managers down
the chain of command (FMNE 2, CSR Manager).

You need the support of top management; without this you don’t have a
chance. Whether you are a big dominant buyer or not (FMNE 1, Manufacturing
Manager).

The first thing we noticed was the change in [the factory manager] himself;
he seems to care about the workers more (CHS 7, Workers’ Representative).

I'm sure at the top, with the general managers of the suppliers, there was
some give and take, but by the time it got to us it was ‘here is where we are
going’ (FMNE 2, Manager).
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When you enter a factory you can almost tell from the start whether their
managers believe in this (FMNE 2, CSR Inspector).

Key is to have the owner and senior management on your side; make sure that
they personally believe in this, rather than take this ‘when the cloud is
[going] to pass’ approach (FMNE 1, Regional Manager).

While a number of managers in both MNEs and suppliers highlighted the business
case for supplier firms as well as for the multinationals, in practice the business case
often started with the potential loss of contracts. This would indicate a challenge for
those sectors or firms that do not have buyer—supplier relationships where those
implementing a code can link compliance with retaining business.

The people at the top [for the supplier] at least see the code as a business
advantage. If you don’t master it, you don’t do business with us. You have to
hope that eventually they will see good in it (FMNE 2, Manufacturing
Manager).

The simple way for a company like one of these multinationals [to implement
a code] is to say, ‘vou don’t do it and we don’t do business’. The code is written
very clearly and it is a business decision (VIS 7, Factory Manager).

Last year we worked with a military factory and they refused to post our code
because they said they don’t have to, they have the Viet Nam Labour code. We
told them they post the code or we don’t do business with them—so they did
(FMNE 2, Labour Practices Inspector).

If the buyer has the power to force the company to do this, they might do it,
but I haven’t seen many factories that would do it for benevolent reasons
(FMNE 2, Manufacturing Manager).

At the same time, there were those managers who emphasised the power of making
a business case not only based on possible loss of business—the stick approach—but
also on the potential improvements in key factors such as productivity. Even so, it
appeared that a combination was often necessary. The stick would figure prominently
at the start, combined with the carrot of improved operations accompanied by clear
explanations of the reasons for the changes and the reality faced by the MNE in its
markets.

The first thing you have to do is educate the shareholder or general manager
at the factory of the benefits of the programme. [The MNE] brings top man-
agers and country managers here to see us, how we operate (CHS 7, Manager).

The bad publicity in the sector helped; it brought a sense of urgency to the
task (FMNE 2, CSR Manager, Headquarters).

In working with these suppliers, as could be expected, those with effective manage-
ment seem to be those most capable of adapting to code requirements. We feel that this
is an important point, highlighting the need for an integrated management system
together with managers who are truly committed to meeting CSR objectives.

Our top-performing factories are those that have good management sys-
tems—an owner and top management that believe this is good for them, at
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least from a business sense. If the top management believes it, it will work; if
they don’t then you will have a hard time getting it down through all levels
(FMNE 2, Senior Manager).

We have to spend much more time with those factories that think this will
eventually pass. This did cause some economic challenge for some of our
suppliers—some couldn’t adjust well, and the ones that ‘got it’ have adjusted
better (FMNE 2, Senior Manager).

A number of suggestions were made with regard to developing commitment to a
code of conduct throughout the supply chain. First, given the offshore nature of many
suppliers, it is important to make sure their corporate headquarters, which may be
located in the Republic of Korea or in Taiwan, China, are brought into the code and
support its implementation, for whatever reason—negative or positive.

Whatever we ask for here, they go up the ladder and check things with
Taiwan (FMNE 2, Manufacturing Manager).

Don’t expect that you will get approval with the factory for spending half a
million dollars for its improvement without the support of their headquarters
(FMNE 1, Country Manager).

Second, the challenges are best addressed when those throughout the MNE, partic-
ularly those who are recognised as being important to the business of the supplier,
communicate their commitment to the code. In any case, developing true commitment
to the spirit of the code may be a long-term challenge—both for the firm introducing a
code and its suppliers—particularly in those areas that require managers to adopt a
new world perspective.

[The MNE head of footwear sourcing] really cares very much about the code.
When he was here he didn’t check shoe quality, he just looked at EHS and code
things (VIS 3, CSR Team Member).

Unless we can address the drivers, nothing will happen. The most rapid
changes were those that required no structural changes, for example fire
extinguishers. The opposite would be that managers must change their view
of the world (FMNE 2, Headquarters).

b. Communicate the code and its impact

With regard to codes, we were told that employees tended to know about such activities
but that they, together with managers, often do not understand the intent and
requirement of the code of conduct. This is one of the primary challenges to carrying
out the code. It requires explaining to managers throughout the supply chain the
purpose of the code; that is, what is driving the changes the company is undertaking.

With our factories, they can do something when they focus on it. With this it
was the challenge to get them to see that this was a real challenge, a
permanent change in the landscape. Not just a case-by-case basis. We had to
make them see, that they understood. We were really insulating them and
taking the hits in the market. So it was communicating (FMNE 2, Senior Man-
ager).
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[The MNE] could give us more info on how the world is changing, with
environment, health and safety, with wTo [World Trade Organisation], what
is happening internationally. Also, how to fulfil labour law and, if not, what
to do (CHS 6, General Manager).

The major points of interest to managers and the issues that needed to be commu-
nicated to all levels include the following:

*  What the code and the CSR policy is, what it will do and what it will not do.
*  Why the code is important in today’s marketplace.

* What is the purpose and intent of the code in their particular location and its
function.

e What is senior management’s vision of and commitment to the objectives
embodied in the code.

The communication process is complicated by the multiple layers that exist in both
MNEs and supplier firms (some suppliers report ten or more levels within the factory
and with the MNEs matrixed across regions, product lines and sports sectors as well as
functional groupings). These structures, in our opinion, also pose a significant
challenge to ensuring that the necessary dialogue with workers takes place.

Our factories are very hierarchical. It’s a challenge to send a message down
to the floor level, even when top management is already on board. A related
issue is the improvement of communication and organisational structure
(FMNE 3, Regional Manager).

Our research indicates there are several approaches to communicating effectively
the message required by the introduction of a code of conduct. The first suggested by
the interviewees is clear guidelines, standards (as will be outlined in a later section)
and goals—as well as consistent views from all parts of the organisation. This last point
is covered later but merits emphasis here. Various MNE managers highlighted the chal-
lenge of mixed messages. A firm implementing a code needs to project a common voice.
Such clarity and consistency is necessary because suppliers may in some instances try
to go around a CSR compliance officer or even a manufacturing manager, to get what
are for them better—in other words, typically less costly—answers from sourcing or
other managers at the MNE.

Communicate clear standards. If you say one thing, then make sure it is right.
Hold off and double check (FMNE 1, Country Manager).

The factories know they can go back to headquarters and appeal, so the
headquarters has to back us up, there has to be consistent support. And that
requires educating our own people (FMNE 2, Senior Manager).

I don’t like the term ‘management system’ because it sounds too theoretical.
Tell them [suppliers] clearly what has to be done, and how. You have to guide
them so that they are clearly aware of our materials specifications. Since 1995
we are co-operating with an environmental consultancy and they have
helped tremendously (FMNE 1, EHS Manager, Headquarters).
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Another suggestion we heard was that the message and lessons need to be repeated
regularly at all levels, with the idea that repetition, combined with consistency, will
eventually lead to some level of understanding and acceptance.

We have found that you have to go over things again and again. Once is never
enough at any level (VIS 5, CSR Manager).

You have to keep training, constantly reinforcing the need to do these things.
But at the same time you have to keep things rather positive (FMNE 2, Manu-
facturing Manager).

Make sure everyone understands things the same. That is something that we
do regularly. We work with the EHS teams in the factories to make sure they
understand (FMNE 1, Country Manager).

Getting the understanding all the way down through the whole hierarchy is
a challenge. As long as we have a consistent and consistently repeated mes-
sage, then that can help push things down (FMNE 2, Senior Manager).

Communication stretches beyond management, of course, and should reach the
level of workers throughout the supply chain. Contrary to what the MNE managers
expected, many—though not most—of the workers interviewed knew about the code
in their particular factory and in some factories workers were even able to identify the
topics covered by the code. Workers associated the code items most often with a
reduction in working hours. When asked how they knew about the code, they
suggested that it was through training, posting of the code at various locations in the
factories, and through the distribution of cards listing code provisions.

Posting the code is very important because we receive comments from
workers that the factory is not complying. When some companies are doing
training they might do it over the loudspeaker, so having it written allows
workers to compare code with practice (FMNE 2, Labour Practices Inspector).

We pass out code-of-conduct cards for all workers (VIS 6, CSR Manager).

We attended a course done by the [supplier] CSR team, and received the little
book on code (CHS 10, Line Workers).

These examples highlight an issue that becomes particularly problematic outside of the
footwear sector, where many of the major brands require sole presence in the factories
they contract with. In other sectors, for example apparel, a variety of buyers may be
present in a single supplier factory leading to a range of codes and a diminishment of
the power of any single MNE to influence actual supplier practice.

Finally, as each of the firms studied had distinct CSR compliance teams, their role in
communication needs to be considered. CSR compliance teams, according to several
MNE managers, are the focal point of communication efforts, dealing with a variety of
stakeholders, both internal and external to the MNE, including workers, the public,
suppliers and field operations, as well as senior management. They are central to the
effort of presenting a consistent message and typically drive the process of compliance.

Our headquarters role [in the CSR group] is the education of people within
the organisation. Communication with the public, getting them educated on
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what we are doing. Getting support from headquarters if we want to adjust
orders or make some enforcement move (FMNE 2, Senior Manager).

¢. Education and training in support of codes

Building understanding and changing behaviours in a company requires a well-
communicated message, as well as education and training that meets the needs of
various levels of the organisation and across the supply chain.

A good set of standards is not enough. They should be accompanied by train-
ing and education of managers, supervisors and workers (THS 1, Deputy Gen-
eral Manager).

Training is the number one item to make a code work (FMNE 2, Manufacturing
Manager).

Education is the key to success. Our employees—everyone has to know that
this is an issue. They have to know what is the business case. What could be
the PR problems, what other drivers downstream could be. We want to avoid
getting legislated into doing this (FMNE 2, Headquarters).

Just having the equipment is not enough. You must have training so you can
understand [what the code requires] and equipment that will allow you to
carry out your objectives and work (FMNE 3, CSR Manager, Headquarters).

We were told that training must take place at all levels, in both the MNEs and the
suppliers. As the implementation of a code of conduct is particularly dependent on
senior-management commitment at various points in the supply chain, an initial invest-
ment must be made in top- and middle-management training. In some cases this was
done through bringing senior supplier managers back to headquarters for instruction
on the code. Within those MNEs implementing codes, managers dealing with the
factories must fully understand the social objectives covered by the code, the purpose
of integrating these into management systems and how to do so. They must understand
and support the standards and targets against which performance will be measured
and be able to coach their subordinates in the same areas. It appeared, though, that
training on the code for those staff not dealing with suppliers was minimal.

In 1997 we launched a mandatory training program on [our audit frame-
work], first of all for all employees [dealing with factories], and then for the
suppliers. Standards require an interactive approach; it is not enough to
create a set of good standards. It is important to educate people about them
and, then, to be able to reinforce them, if necessary (FMNE 2, CSR Manager,
Headquarters).

There was a design meeting a year and a half ago and they had everybody
together—there they gave an hour-and-a-half-long talk about labour issues,
pay scales, safety, PvCs, and so on. The thrust was that it [the changes being
produced within the MNE] was about people and how these changes would
impact on them. But in terms of training, there isn’t much for people who
don’t have contact with the factories, no training (FMNE 1, Product Designer).
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I attended nine workshops on the management system framework conducted
by [a UK-based training company which conducts courses on an integrated
approach to meeting code] (FMNE 2, Manufacturing Manager).

New designers get to go to shoe school. There they do teach about labour
issues (FMNE 2, Marketing Manager, Headquarters).

Again, the training methods used appeared to depend on the organisation’s struc-
ture, tradition and activities. Training varied from in-house to external, using lectures,
case studies or scenario building. In any case, the effectiveness of the training must be
evaluated in terms of the changes in behaviours and attitudes that it produces. With
regard to working with suppliers, there were variations from close involvement and
monitoring of the training programme to a relatively ‘hands-off’ approach, perhaps
providing some materials. The approach taken by the MNEs studied was to ensure that
code implementation across the supply chain was preceded by some form of intro-
duction by the MNE of the code programme to its suppliers.

With the roll-out we had people explain specifically what each code element
required (FMNE 2, Manager).

One element that was mentioned several times was the importance of making the
implementation of the code ‘real’. This was done through training, assisting those who
impact on the success of the code to understand its role and the benefits of its imple-
mentation. The question for us, still unanswered, would be how to make this under-
standing possible without requiring participants to travel to the distant factories to
understand implementation issues throughout the global supply chain.

The biggest eye opener for me was coming out this way [to Asia from the
corporate headquarters]. When they say that a thousand hands touch these
things before they reach the customer you don’t really understand that. But
coming out here you see this is like a city. Changing one line affects so many
people (FMNE 1, Product Designer).

With regard to developing the capacity of managers within supplier factories, several
training suggestions deserve mention. First, as one manager pointed out, training for
local managers can be on the job. For example, it can begin by simply observing how
the MNE manufacturing manager addresses the code elements during factory walk-
throughs. Second, several managers suggested doing training on a thematic basis. This
approach is related to the discussion on implementation discussed later in this chapter
and reinforces the view by managers that attempts need to be made not to try to do too
much at once but, rather, to take aboard projects in a phased manner. Finally, we also
heard about the need to build cultural awareness, in particular with expatriate man-
agers who may be less sensitive to local conditions.

You have code training through practice. Practice means walking through the
factory on a regular basis (FMNE 2, Manager).

We hold clinics on a regular basis explaining why certain things should be
done on their behalf—PPE [personal protective equipment], AIDS, food
hygiene even (FMNE 2, Manager).
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They have Vietnamese and Korean cultural training programmes for ex-pats
and workers. We have gotten a pretty good handle on this (VIS 5, CSR Man-
ager).

In implementing the code, the challenge was to get factories to focus on
something. Once they are, they get it done. We are telling them: ‘the market-
place has changed, consumers have changed—so, you, factory guys, have to
change your attitude’. The major challenge here is education. The code can
work only when factory management is on board. These guys [factory
management] are technical people; they do not have management skills.
They have to be educated on compensation, healthcare, environment, and so
on. It’s still an ongoing process (FMNE 1, Regional Manager).

Each of the factories discussed training of workers, although the actual level of train-
ing varied within the factories. In some cases, workers spent a day or two being taught
about the various code elements; in others, nothing had been done and the workers
had little or no knowledge about the code and its implications. In most cases, the real
situation lay somewhere in between, with some workers mentioning they received
training during short periods before the start of shifts or over the factory loudspeakers.

The company had to train all the workers on the code. They [the supplier]
had to send us [that is, the MNE] the training plan beforehand for our review.
And then all new workers have to be trained. We provide a CD-ROM that they
can use (FMNE 2, Labour Practices Inspector).

They [the factory] give two days of training on EHS and code for each new
employee and one day for each existing employee. They also have job-specific
safety training and management training on Viet Nam culture for the ex-pat
managers (FMNE 2, Manufacturing Manager).

From our experience, developing an understanding of the code appeared quite
challenging—the managers and supervisors of the supplier firms, typically the ones
providing the training, have only limited experience with the issues covered by the
code. Similarly, many workers have little direct experience with the code either. For
example, some issues such as the need for health and safety procedures would be much
simpler to convey to managers and workers than other issues such as the prohibition of
discrimination or the freedom of association.

Many employees don’t really believe in the code. What can help is to help the
supplier know how big the company [the MNE] is, why we have a code. Don’t
just teach the code. Teach them why we have a code (FMNE 2, CSR Manager).

In the past you used to go straight to work—now a worker is trained in factory
policies, safety practices. Their rights and benefits. Most workers like the
reduced hours, they want to work less but get more money (CHS 7, Line
Supervisor).

I have found the code very confusing, with the Viet Nam labour law. We don’t
really understand. [Interviewer question: Did you receive training?] No,
nothing; like the rest of the workers, I just received a copy of the written code
(vis 7, Union Head).



100 IMPLEMENTING CODES OF CONDUCT

Assuming this last comment is true, it would make carrying out his role as head of
the factory union extremely difficult. For his role is, according to him, ‘to strictly follow
the code and the Viet Nam labour law in terms of rights and benefits’.

Again, the role of CSR staff needs to be considered in the process of code implemen-
tation. CSR staff are responsible for a multitude of tasks including developing a com-
munication strategy, conducting and implementing training (including development of
training materials for use by suppliers, although this is sometimes done in co-operation
with field operations) and monitoring (usually done in co-operation with field
personnel). As is indicated by the last quote above, internal training is critical. It is
needed to develop understanding of the purpose of the code and the role that CSR
teams play in transforming it from mere words into something practical throughout the
supply chain.

For training we have a clear methodology. To train the CSR team staff we rely
on outside experts; consultants are training on how to comply with the code.
We bring the CSR people together in the regions. The CSR people themselves
train the suppliers’ technical managers, the same as [the MNE] is doing in
other areas, like QC [quality control] and production. We have a presentation
for EHS with lots of examples, and by December we hope to have one for social
as well as guidelines for social area as well (FMNE 1, CSR Team Member,
Headquarters).

Some people might say [about the CSR staff of the MNE] ‘what do you guys do,
just sitting around, not doing anything for production’. So you need to teach
them more about the company (FMNE 2, CSR Manager).

d. Internal capacity

It is quite critical for us to build capacity of the factories, so that we can
leverage resources (FMNE 3, Sourcing Manager).

Interviewees consistently highlighted the importance of increasing the capacity of both
those working for the MNE and suppliers in implementing the code. At the MNE level,
this in part depended on a development process, certainly related to the points we have
already made about building understanding through communication and training. In
one case, highlighted in the first comment below, an MNE attempted to build a core of
staff located around the world that understood the goals of social responsibility and
attempted to change the corporate culture and practice—yet the issue of management
commitment remains central to the success of the effort.

As part of our efforts to build CSR awareness around the world, we brought
60 to 80 people from our operations around the world to teach them sustain-
able business. Four times, for one week each, over a year. This changed the
way many people think—we need [to think about triple-bottom-line issues]
for sustainability—taking care of all three [objectives]. With environment we
can demonstrate savings or profits. But it appears that’s not so easy with
people [issues]. With these 60 to 8o people, many want to do something, but
don’t know what, exactly. We brought them here to help them understand the
‘what’, yet have had a hard time getting their managers’ managers to under-
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stand how important this is. In Europe this hasn’t been so much the case; we
got the senior management there to move it, so it was not just a headquarters-
out thing. As part of this, we provide some of the funds for workshops (FMNE
2, CSR Manager, Headquarters).

The people coming out [from the MNE headquarters] are changing. People are
now more aware that cultures are different. So [the MNE] has to do training.
I have seen people come out and not know what to do, how to work in the
local environment (FMNE 2, Manufacturing Manager).

With respect to code implementation in a supplier factory, both MNE managers and
supplier managers highlighted the importance of having managers in place who have
both the willingness and the capacity to implement the code of conduct. Some of this
appears to be changing. For example, managers’ skills can be developed. At the same
time, a number of interviewees commented that, ‘you can’t teach an old dog new tricks’
(that is, some managers were just going to be ineffective at implementing the code).

Generally, if a supplier manager doesn’t have the right attitude concerning
social issues, they will have other problems [meeting audit requirements] as
well, and on other items like delivering their product on time. Every time we
have been involved with [problems relating to] manufacturing concerns,
there were compliance problems as well (FMNE 3, CSR Manager, Headquar-
ters).

[How do you get improvement?] Well, it really depends on a change of
attitude. You depend on good management, and yes, these EHS and social
responsibility ideas might be better for the factory but it depends on the
managers, and they aren’t in place (FMNE 2, Manufacturing Manager).

For me, to convince our managers I just look at attitude. Looking at them I can
see if a manager is willing to listen or if I will have to spend too much time
trying to change their attitude. If they don’t want to I tell them first, if you
don’t follow the code we are breaking our contract with the buyer. And if we
don’t follow the code, [the MNE] has the right to cut orders or reduce orders.
Second, I tell them this is progress of history, workers’ rights, health and
safety (VIS 2, CSR Manager).

There did appear to be a process of change under way, in part due to a change in the
attitude of ex-pat managers working in the factories, as well as a process of learning
taking place. The lesson from that appears to be the need to have effective and
continual training and to encourage suppliers to select managers with the right attitude
for operating under the more worker-friendly practices required by the code of
conduct.

Supervisors manage workers differently now [after the introduction of the
code]. In part it is due to the changes in the factory manager. Supervisors
have had meetings to share good and bad practices. In the past it was just ‘I
am the supervisor, I am right’. But now it is more teamwork. Still there are
cases of managers who do not manage in the right way (CHS 7, Workers’
Representative).

Many of our factories are managed from outside [China] and the people they
send in are technical people; they were not well suited to deal with this issue.
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They weren’t human resource-type people. We had to get them to send in
people who could understand staffing, HR, environment. And it wasn’t easy
to find these people. That was true for us [at the MNE] as well; we didn’t have
that experience (FMNE 2, Senior Manager).

e. The challenge of integrating acquisitions

Codes of conduct are often developed with specific organisations and their cultures in
mind. As such, the introduction of an already existing code of conduct into a new
subsidiary or acquisition can be particularly challenging. In conducting this research,
we visited one factory which had been recently acquired. We found that the supplier
and buyer faced communications difficulties which made implementing the code
difficult.

[The new subsidiary] costing, development and production people don't sit
down and talk, they do all the work separately. [Their new parent firm] has
done a lot of work on code, but [the subsidiary] has some problems because
they have their own culture. And the fit with implementing code is not so
good. They have had some problems—groups not talking, costing is done by
[the parent], development by [the subsidiary] (THS 1, Factory Manager).

This quote demonstrates the need to have consistency in the message being com-
municated. The same factory faced numerous challenges in keeping up with produc-
tion, forcing it to exceed the 60-hour working week limitation being enforced in other
shoe factories.

[At the same factory, the manager stated,] training was done by our CSR
people—both for me and for the factory. One day for me, one or two days for
the factory. This covered EHS, not the labour side. We don’t have problems
here with overtime, but the factory does have to use overtime, even more
than 60 hours at times. Materials come late, some come from China, others
from Taiwan [China], Italy and France. This can lead to problems. The labour
law says 48 hours regular and 72 hours total maximum, paying one and a half
for overtime, double time for Sundays and triple time for night time on
Sundays (THS 1, Manager).

f. Costs

While a large number of managers, both supplier and MNE, argued that there is a busi-
ness case for acting socially responsibly, improving the quality of working conditions
and the like, there are also costs associated with implementing codes. Such costs are
difficult to quantify, however, given their often complex nature. For example, items
such as reducing overtime combined with increased productivity or health and safety
improvements can result in fewer worker accidents.

We just had a case of a company in China that said ‘you ask us to meet your
code and lower FOBs [free on board, cost of product to MNE on shipment from
factory]’. We don't really sell our code results to the consumer, so there is a
conflict, in that implementing the code has costs. We will have to pay more;
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some balance is needed. We may have to increase costs (FMNE 1, Sourcing
Manager, Headquarters).

There will be factories which are unhappy with this, having to implement the
code and paying costs. And some companies, not just [this MNE], will say ‘no,
this is what we will pay’. At my last company, they did study costs; factories
had costs, and we were moving to Asia to save money. So there was some
discussion and to keep suppliers happy in some cases margins had to be cut.
Factories will fight for something in return, including commitment for a
certain purchase quantity, but in apparel this is almost impossible (FMNE 1,
CSR Manager).

We don’t really have any numbers on how much implementing the code costs
because it is really wrapped in (CHS 10, Assistant Factory Manager).

It was clear from our discussions that there is often disagreement between suppliers
and buyers about who should pay the added costs. In the areas of environment, health
and safety (EHS), paying of overtime and increased wages, these costs can be sub-
stantial for firms running on tight margins. For example, ventilation systems that are
used to eliminate fumes from solvents can costs tens of thousands of dollars. Suppliers
understandably hope to recover from customers money spent to cover expenses they
see imposed by the buyer.

We need money. The code is an investment in society. But [the MNE] didn’t
pay any more, so that means the costs of this come out of profits. The best way
we see to deal with the costs is that we share costs. At the beginning, when
we started to build this factory two years ago, there was no code. This is all
added cost. The code does in some cases save money; in some cases it doesn’t.
For example, the Viet Nam labour law says that the minimum wage in this
area is Us$35 a month. They said at [the MNE] we must pay Us$40. With 3,000
employees, that is an added cost of Us$15,000 a month. They always pick up
a higher standard. And we based our business plan on US$35. Also, [the MNE]
encourages, I don’t want to say forces us, to pay a bonus, whether we make a
profit or not. If we make a profit we have no problem, but this is a new factory,
we don’t have a profit. They insist that we put this in the labour contract, that
in one year we pay for 13 months. That’s over US$100,000 [3,000 x US$40]!
(vis 2, Factory Manager).

We had a meeting at [another factory] and looked at how much a pair of
shoes costs, using the cost sheet [the MNE] supplies, a three-page form. And
we found that the cost of doing the code was one dollar a pair. With all the
cost breakdowns. And [the MNE] just crossed it out. [Interviewer question:
Why do you keep producing for them?] Look at the investment we have here.
We need orders to pay for this, so we have no choice. Our contract with [the
MNE] is on a yearly basis (VIS 3, Factory Manager).

We understand that the [MNE] code is to have better conditions for workers.
But in some areas the factory could be damaged, the rentability of the
enterprise could be damaged (VIS 3, General Manager).

What appears clear is that due to the close relationships that often exist for the large
shoe brands, some sort of agreement is reached through the hard-nosed process of
negotiation (that takes place over prices paid) regarding the costs of code-related
improvements. In such situations, where both the MNEs and the factories have made
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considerable investment and where recent publicity has made implementing code
requirements imperative, the MNEs work closely with the factories to make the code
possible—essentially through dialogue. What is less clear is how this issue of cost
would be addressed in other sectors where MNEs have less leverage and the suppliers
are generally smaller with tighter margins.

We were working with factories, our partners. But you have to understand,
these are not our factories. And the first reaction when we laid out the code
requirements was ‘well, we will have to shut down’. Our approach with the
factories has had to be ‘OK, how much money do you have, what should be the
priorities?’, and from that developing a plan together. And in the beginning
we had to use a lot of force. We didn’t say it, but they know that we could take
our business elsewhere (FMNE 1, Country Manager).

[Do you provide any assistance to the factories in dollar terms?] No, we do
some free-of-charge consultancy—our fire safety specialist, for example,
certainly does help factories do things right. And we have provided some EHS
training here (FMNE 1, Country Manager).

I told [the MNE head of footwear sourcing] that with the code it has to be a
two-way street, a two-way conversation, not one way. But there is not a 100%
right, for buyer or supplier. The code has to be done, but a business needs to
make money to survive (VisI 3, General Manager).

g. Local managers

The MNE codes (that feature in this study) support a ‘respectful’ workplace, one in
which employees do not suffer physical or verbal abuse. According to interviewees,
expatriate managers are often insensitive to the local culture and can be much harsher
with employees than local managers—a comment made repeatedly by representatives
of the MNEs, and backed up by many of the workers. The following statements provide
a general outline of what we heard repeatedly in our interviews.

There are cultural differences, not East versus West, but rather the mentality
of the managers which can take a militaristic, paternalistic approach. [There
are old school managers who think] ‘the workers are like little kids and
sometimes you have to discipline them’. Managers are very afraid of sharing
power. They will argue that there isn’t any other way, that in the end the
workers will drive us out of business. The solution is time. The reason I am
optimistic is that the paternalistic factories will lose business to those that are
more enlightened. Also the countries which exported this management
approach—[those where the suppliers are headquartered]—are now export-
ing a new generation of managers, different from the managers of the 1980s
who came from a dictatorship experience (FMNE 1, Regional Manufacturing
Manager).

Here Thai managers and supervisors deal with Thai workers, not the ex-pats
from other Asian countries. So they feel like they can approach the managers
(THS 1, Worker).

To address this issue, one of the approaches being taken is the training of supplier
managers; that is, building their understanding of cultural issues and the changes
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required in management practices under the code. MNEs are also encouraging suppliers
to recruit and develop local managers.

What is needed is training of the national managers, to help them move up
the chain. With ex-pat managers [typically coming from other countries in
the region], they are often locked in their ways. The goal is really to move up
local managers (FMNE 2, Regional Manager).

There were many problems at the start for the companies and the foreign
managers, due to cultural difference with the local workers. Some ex-pat
managers are in particular used to yelling. Things have improved a lot since
before. The feedback on the training for local managers and supervisors—we
give them a one-week course—is very good (FMNE 2, Manager).

You need nationals in positions of responsibility, because some Chinese have
problems working for [managers from other countries in the region]. Here
they have locals up to a high level, so we have fewer worries about this [type
of adverse] interaction. And this also creates an environment where people
want to stay (FMNE 2, Manufacturing Manager).

We have a problem getting the old ex-pat managers to be flexible, so we are
encouraging the factories to employ more local managers. They are eager,
understand local situations, operate in different ways or are willing to try
new things. And this is also linked to age—Ilocal managers are younger (FMNE
1, Manufacturing Manager).

Finally, several managers suggested that the ILO could play some role in developing
local managers, providing training of some sort to allow them to take higher levels of
responsibility in their organisations. The ILO is certainly well experienced in providing
such training given its previous involvement in management training programmes. As
such, this issue could be considered by its constituents.

What you could do at the 1LO is something to build up the local managers,
road-show training or something like that, one week per quarter over a year
(FMNE 2, Regional Manager).

Creating a
shared vision

4. Implementing the
code in operations

Dialogue with
employees, unions
and workers’
representatives

Developing
understanding
and ability

In the previous two sections we
considered the need to create a
shared vision as well as to develop
understanding and ability on the
code of conduct. In this section,
we examine some of the more
detailed aspects associated with
implementing the code into oper-
ations both at the MNE and sup-
plier factory.

Implementing
the code in
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Interrelation and integration of elements
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At the start it is a bit of work to implement code requirements; you have to
put more effort into monitoring, partner selection. But it gets easier over
time: you have some best practices in place, you set up mentors for the
suppliers (FMNE 2, CSR Manager, Headquarters).

Manufacturing managers in the factories are really businessmen. Before they
worried about prices and quality. They rolled out the code to us and put us
through extensive training, two to three days and then a pretty hard test. At
the same time, we rolled it out to the factories, starting at the top with the
general managers and again training, tests even; then we had them move it
down. They also had to put labour practice managers in place together with
their whole supporting organisation. It was a huge job (FMNE 2, Manufac-
turing Manager).

Implementation of the code into the internal operations of both the MNE and supplier
factory requires consideration of how to structure the department or unit charged with
responsibility for managing the code. This includes determination of what role, if any,
field personnel are to play in this process, the setting of rewards and objectives for
those given code-of-conduct responsibilities. Furthermore, in order to gain a clearer
understanding of ‘how’ the code is to be implemented, procedures and guidelines need
to be developed either by the MNE or by the supplier factory. The following sections
examine each of these issues.

a. The structure of corporate social responsibility

One of the first questions to consider when seeking to implement CSR through the
supply chain is that of structure. In our review here, we consider first the overall struc-
ture of CSR management. In each of the companies visited, there were CSR departments
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that supported the implementation of the code. These groups grew rapidly, particularly
in the two larger MNEs, with both employing several dozen CSR people based around
the globe as well as in headquarters. The central components of these groups had a
number of responsibilities, centred on being the primary proponents of implementing
code in the organisation. These include the co-ordination of CSR/code-related initia-
tives within the organisation; the communication of code and CSR policy and practices
to stakeholders (for example, the general public, government, civil society and others);
the development of common training materials—sometimes in co-operation with
operational groups; and the maintenance of the code itself, including its adjustment
and improvement over time.

The structures that have emerged in order to deal with these responsibilities are
varied. They represent different approaches, surrounding structures of the organisa-
tions and historical elements that impact on where the CSR responsibilities in the
groups reside. For example, the structure illustrated in Figure 6 contains elements
common to all three MNEs interviewed. The CSR group itself has both field and head-
quarters components, while footwear sourcing operates under country managers, each
of whom has a number of factories reporting into their office. In this case, CSR has been,
for reasons of independence, placed under the general counsel’s office. In other cases
we found that CSR could reside in communications—again for reasons of both history
and independence—or even in manufacturing/sourcing (although the issue of
independence becomes questionable here).

The companies have regional structures to some degree, with relatively large opera-
tions reporting to central offices and managers overseeing different aspects of overall
corporate activities on a regional basis, including that of CSR and code implementation.
For example, one buyer directly employed 650 staff in Asia, with a regional office in
another Asian country supporting all operations in Asia. This office is responsible for
such management functions for the region as HR, IT and so on.

In the Asian field operations in each of the companies visited, and at the factory level
across the region, there is the key question of responsibility—or responsibilities—as
there are many facets to implementing a code. The companies were struggling to
varying degrees, or have in the recent past, with questions such as: who is responsible
for developing the guidelines that back up the code? Who is responsible for auditing
against code requirements? Who has to be involved in the day-to-day meeting of code
requirements, for example quality control, manufacturing managers, sourcing people,
CSR compliance personnel?

One finding, reviewed later in the section which addresses integration, is that with
avery limited compliance team in relation to the large number of suppliers, there needs
to be some role for on-site personnel or those involved in production that are in
factories on a regular basis. This is particularly so given the generally large teams
supporting production and quality who deal with these suppliers on a daily basis.

The big advantage here [for implementing code] is that we have people on
the ground at all times. At my last company [a large European non-sports
shoe brand] we had 52 factories I was responsible for and only two or three
quality assurance people travelling around to each. It is very difficult to have
a code in that type of environment. Here [in his factory] I have five QAs [qual-
ity assurance people] and a manufacturing engineer, and I am here five days
a week, five or six hours a day (FMNE 2, Manufacturing Manager).
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In general, the CSR function is still often viewed by operations managers as being
largely outside mainstream business. Often, it is referred to as a service function,
similar to finance and human resources in that it does not create products but creates
policies and standards, and supports manufacturing. We did hear, though, that there
is an increasing level of operational interaction between the CSR groups and other
organisational functions.

At the field level, the MNE operations are structured around a matrix with CSR
managers and staff reporting back into the CSR group at headquarters but having to
work closely and in some cases in a dotted-line fashion with country managers as well
as factory-level manufacturing managers. These manufacturing managers appeared in
each of the factories we visited to play a crucial role in supporting compliance. With
manufacturing operations and audit personnel reporting to them they were the eyes
and ears of the MNE in the factories. As the on-site representative of the MNE/buyer to
the supplier, they work closely with the factory managers, and can have a considerable
influence over supplier operations.

We have a new structure here. Before [a manufacturing manager] was in
charge of production for all operations in the country. It was too much, so
since then he handles production at [one of the company’s suppliers], I
handle things here. Before, development, commercialisation and production
were separate organisations, with him in charge of production in the country,
someone else in charge of another. Implementing code was under produc-
tion. Now it is much cleaner, with me in charge here of both development/
production and code (FMNE 1, Manufacturing Manager).

It should be noted that this on-site presence is unique to the footwear industry,
where the factories are very large and the relations between the MNE and supplier are
close. As mentioned in the following quotes, the apparel sector is significantly different,
and does not have the benefit of on-site MNE presence reinforcing the code require-
ments.

In footwear you have a [MNE] manufacturing manager in each factory, and a
quality controller under him, handling quality, delivery and code. In apparel
it is more difficult (FMNE 1, CSR Compliance Auditor, Thailand).

Here we have a big staff to support the manufacturing manager. Not all
companies will have this (FMNE 2, Manager).
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CSR officers are to varying degrees independent from the manufacturing function.
When asked about this separation of responsibilities, several reasons are given: for
example, a need to be independent, in order to avoid conflict of interests and a need
for people with different skills sets. At the same time, some managers believe that the
compliance officer, but not the central CSR group, should become a part of
manufacturing—or at least that compliance officers in the field should be obliged to
inform manufacturing managers on a regular basis of changes in standards and
legislation. In their opinion, compliance would be within the ‘main business’. Some
other managers, in manufacturing, seem to be willing to accept compliance officers as
part of their teams, if they come with their own budget and it would not cost the
managers anything in terms of money or time of their sourcing and QC officers.
According to one manager, ‘In each country I could have a compliance person in my
team, on the CSR budget. And, of course, this guy would need a lot of industry-specific
training.’

The role of CSR staff in the field

The division of labour between compliance people and manufacturing is varied. Two examples illus-
trate this:

Case 1. Initial potential supplier screening and quarterly audits

When the company screens a new potential supplier, thisinvolves not only price and quality issues, but
also environmental and social issues. Therefore, EHS and social expertise is needed. Initial screening
is done jointly by sourcing officers and compliance officers, sometimes together with quality control
personnel, using an audit checklist to evaluate how social and environmental standards are met at the
factory. If there is a problem that can be easily fixed, compliance officers may help the factory to
correct any problems through training, providing the factory managers with promotional materials, or
in some other fashion. If problems are corrected, the factory will get approval. Manufacturing/
sourcing personnel and compliance officers work together on the regular quarterly or bi-annual
auditing visits.

Case 2. New labour law in supplier country

When changes take place in labour laws within a country, the local compliance or CSR staff can play an
important role. First, the country-level CSR staff will take a lead role in evaluating how the changes
might affect the MNE's operations or practices in the country, or those of their suppliers. Based on this
analysis, the CSR group and its compliance officers will work to educate the manufacturing staff of the
company, and the supplier staff responsible for ensuring compliance with local labour laws. The manu-
facturing unit, working with CSR, will evaluate the financial and process effects, including timing, and
work with suppliers to ensure that this is carried forward.

Supplier operations are typically highly structured and hierarchical, with ten or
more levels of management and workers at the factory level. This structure may begin
with a factory president, followed by a general manager over operations, a production
director, then a department—for example, stitching—a department director with
various sections under him (positions at this level are typically filled by men). The work
in the sections would typically be broken into various lines, headed by line supervisors,
and eventually the workers. It is common for there to be a number of sub-directors or
managers between the workers and senior management. In factories with this type of



110 IMPLEMENTING CODES OF CONDUCT

| President

General manager
for supplier at factory

| Engineering || Development ||Businessdepartment|| Production
New product L | Warehousing Maintenance
moulds process check
: Rubber
- Purchasing - EVA room
e | stockfitting
planning

| | Cutting and

preparation

- Stitching

| Assembly
—| Quality control

FIGURE 8 EXAMPLE STRUCTURE OF FMNE SUPPLIER

structure, there are usually people responsible for CSR and implementing the code of
conduct. As was suggested by numerous managers, creating such CSR or code-related
positions leads to the possibility of support staff from various areas and is an important
step in implementing the code.

The compliance manager at the factory is a crucial role, since this is the
person we work with most (FMNE 2, CSR Manager).

One of the tricks used by the factories was to have us deal with different
people each time we came in to talk about code. So a very important turning
point was when we got the factories to assign a permanent labour/EHS focal
point. We did force them to do this (FMNE 1, Country Manager).

We set up our programme team in 1998. We have four teams there: human
rights and labour; fire safety; EHS; and manpower unit. The last one decides
what kind of people we need, what their qualifications are. We will be
creating new teams for our move toward lean manufacturing. There is a
supervisor on the labour team, a local person, who reports to me (VIS 1, GSR
Co-ordinator).
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Our structure mirrors the [MNE] structure. We have fire, labour and health
and safety (VIS 1, CSR Co-ordinator).

Under my authority I have 21,000 workers in six factories. In each of the
factories we have three CSR people, pollution prevention, EHS and labour (CHS
8, CSR Manager).

b. Implementation at the supplier level

The implementation of codes at the supplier level is a huge undertaking when
considered in its entirety. It encompasses gaining commitment and understanding,
developing a plan of action for all the areas covered, and implementing each step of the
plan. The following comments outline the recommendations of two managers on how
to go about carrying this out.

The first step for a new factory, just starting with a code, you have to organise
a team. You need a group dedicated to this. Second, you have to make sure
that everybody understands what the code means. Third, you give seminars
to all the workers on the code. All the new employees have to attend a briefing
on the requirements of the code. Next, we used the code guidelines and
developed an action plan to meet the code. The factory develops the action
plan then we [the MNE factory-level staff] review and discuss it. Then [the
national-level CSR team members] review it, and if they have points then we
adjust it accordingly (FMNE 1, Manufacturing Manager).

Once we had the code we incorporated it in our business plan. Before it wasn’t
even in the game plan. Now we talk about things like how the food is handled.
This type of thing is now a big chunk of our time, since often issues are now
getting better under control (FMNE 2, Senior Manager).

The interviewees suggested that, with each of the factories, the buyer needs to
develop a plan of action for how to address their shortcomings with regard to code
compliance. One useful suggestion is to have the factory itself develop the initial plan,
based on the findings of jointly conducted audits.

The way we move the code-related things is to present the problems—for
example a safety problem—to the factory and I let them come up with the
proposed solutions. Then, if they don’t have a solution that I thought about,
we’ll discuss it. If the factory favours a solution that we don’t like, then we will
put some pressure on (FMNE 2, Manufacturing Manager).

For every single issue we have to look at what the code calls for, and then
what the situation is. Then we have to come up with a plan for how to bring
these things together. And we do this all with the factories. You go over the
costs and the plan, adjust as you go through implementation. And we have to
do this on each point in each area of the code (FMNE 1, Country Manager).

Another challenge is to incorporate all this into the business plan of the
factory. Now labour is the number one issue for discussion, since quality,
delivery, price are already taken for granted. So, 50 to 80% of the evaluation
process time for the factories is spent on evaluation of labour management
(FMNE 1, Regional CSR Manager).
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In the process of implementing a code, there is a variety of activities needed to fully
support the process. Some can include the development of materials: for example,
guidelines and training material. Others can include a review of the basic operations
within the MNE itself, for example through the development of samples to consider how
these can make complying with the code difficult or even impossible.

We recognise the need to give support to our suppliers—we can’t just give
them the code—we must provide assistance. We have guidelines for EHS. We
screened and monitored all the government policies on these areas, and took
those that appeared most reasonable to meet for suppliers. We included those
in our manual (FMNE 1, EHS Manager, Headquarters).

Our seasons have peaks and the sample teams would produce or work 24
hours a day to get these out. We had to get our headquarters to realise they
couldn’t make these guys put in 24 hours to get it out immediately. This may
have a monetary cost but mainly it just requires better planning (FMNE 2,
Senior Manager).

One element an MNE pushing for code compliance with their suppliers needs to
consider is a ‘rush to action’. This is because the supplier, eager to fulfil the wishes of
its client, may implement approaches too quickly, without adequate consultation, in
turn failing to fulfil essential requirements. This may result in the loss of goodwill
between the buyer and supplier.

Other systems, ventilation, etc., are expensive systems. They are really long-
term investments. The most important investment is in your employees (CHS
9, Factory Manager).

We do not want the factory investing in anything without my or [another MNE
manager’s] approval. They did so many things that didn’t work out. And that
[the way it is now] makes them feel good; they like that they share
responsibility with us. They are unclear about standards, so they are very
happy to follow our advice. And if they understand, then they will move very
fast (FMNE 1, Manufacturing Manager).

You have to slow them down some of the time or they will spend huge
amounts of money on projects that don’t work (FMNE 1, EHS Auditor).

For this reason, several managers suggested that it is necessary for the supplier to
start small, to focus on policies or changes that will have maximum impact with least
cost and to ensure successes from the start. One way is to address items in a sequential
manner, perhaps starting with personal protection equipment (PPE) in those areas
using solvent, moving on to fire safety, and so on. With the larger, more expensive
changes, a longer time frame was also suggested.

We have learned to start small, make sure you work on things that can be
successful. If you try the sledgehammer approach the factories might struggle
and try to do things too early [before they really understand] (FMNE 1,
Country Manager).

We will focus on one thing at a time. For example, secondary containment.
We will work on looking at petroleum or oil run-off, having catch bins
underneath (CHS 10, Assistant Factory Manager).
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Companies need to spend upwards of HK$2 million to upgrade their fire safety
system, extinguishers, etc., sprinklers, alarms. We give them two years to
finish. If they have difficulty then they can talk to us. We are willing to listen
if they have a better solution (FMNE 1, Regional EHS Manager).

It was clear throughout our visits that implementing a code at the level of the shoe
factories is a large undertaking. In properly implementing a code, the MNE faces a
number of questions as it seeks to guide its factory partners in complying with the code.
For example, what issues should you address given the overall strategy and range of
code items? Which issues are most important to the various stakeholder groups? Which
ones are the most urgent and which ones have the best input/result ratio? The ranking
of issues will depend on the organisation’s corporate values and code of conduct; as
such, some difficult implementation decisions must be taken. In our opinion, employ-
ers would benefit from increased discussion with workers on these issues as they are
the primary stakeholders on whom these decisions will impact. As emphasised below,
carrying out a code through the supply chain has been for these firms a long-term
effort.

The biggest gap between us and [the MNE] is time. I'm talking to you, we
understand each other; but after that I have to educate my workers, and the
level of education can be quite low. Some don’t know left from right. [The
MNE] wants things very fast, tomorrow, next week, next month. But workers
don’t change like that. For example, take masks. [The MNE] wanted the masks
worn, and gave the factory very little time. But workers need weeks to get
used to this. They didn’t like it, didn’t understand it. We need more time to
teach, to educate (VIS 2, CSR Manager).

The need for education and co-operation between MNEs and suppliers

Theimplementation of a code of compliance is best accomplished through a process of open discussion
and listening on the part of suppliers, buyers and workers. We believe that both suppliers and buyers
would benefit greatly from increased discussions with workers. Suppliers must seek to understand the
code, why it is in place, and how changes need to be carried out. Buyers need to make sure that the
supplier understands what they are looking for, and should be careful to supervise what takes place.
As the example outlined below indicates, this is not always an easy process. Even with close attention
to detail, misunderstandings and problems, which can lead to dangerous consequences, may arise.

This factory was told before they started construction all the items that had to be in place, what EHS
systems would be needed to meet the code. They already had a factory in Hanoi and it had had
problems. They failed to implement system after system, in spite of being clearly discussed and with
clear outlines given. In one example, they built a shallow drainage ditch or trough, eightinches by four
inches, around the inside of their storage facilities, leading outside to a collection pool. So someone
smoking outside could toss in their cigarette, leading a fire trail inside the building, around all four
walls, and into the barrels, which could explode. The fire in the trough around all four walls would trap
anyone inside. They [the supplier] were, before building this, instructed to create secondary contain-
ment throughout the facility, but failed to do so, preferring the firetrap approach. They had a wall
dividing the facility into two. The trough goes under this—so a fire would too. They also failed to put
needle guards and belt covers on all their stitching machines and now have to retrofit everything at a
much higher cost. They are certainly going to have their orders limited until things improve. Finan-
cially, you can’t, on the higher-cost items, expect them to do everything at once—but you do need
time-lines (FMNE 1, CSR Manager).
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We started with studies first, collecting information from the factory: poli-
cies, payment system, time recording system, things like that. From there we
focused on time recording. Before it was all hand written. We then had swipe
cards in some areas, but it was not linked to the payment system. Paper cards
were done by the supervisor, and you could put in anything. Then with swipe
cards there were problems—there weren’t enough machines. People were
waiting ten minutes. Also, we had to centralise things and link it to the payroll
system. Next, we developed a handbook for the workers. There it says how
the payment system works. Before, they really had no idea; nothing could be
checked by the worker. At this point we really started with EHS; we brought
in a fire auditor from Hong Kong to see where we were. We didn’t have the
staff capability in the company for this. Finally, we started doing tracking
reports for EHS and labour issues. Now we are targeting things point by point.
First fire-point labelling, then signage and so on (FMNE 1, Manufacturing
Manager).

c. Employee participation

In a number of discussions with MNE managers, it became clear that there can be more
benefit than just cost in implementing socially responsible practices and meeting the
requirements of a code. To support this view, one senior manager asserted his belief in
one of Deming’s (the founder of the ‘quality movement’) 14 points: driving out fear.
Workers need to feel that they can participate if the organisation is going to use their
skills. While many managers voiced their support for involving workers in the produc-
tion process as a means to increase productivity and quality, support for the right to
freedom of association appeared tempered by what they saw as the realities of the
workplace and local practices. With a fundamental principle of the 1L.O being freedom
of association, we see its observance as conversant with higher levels of employee
participation and a necessary underpinning of the right to collective bargaining.
Included in the concept of involving employees is the need to have items related to the
code in worker job descriptions and work outlines at the factory. This should also be
the case for MNE staff that have some percentage of their performance review linked to
social responsibility and code.

Our products require flexibility, so we require a more empowered worker.
Lean manufacturing is what we are pushing, and one component of that
approach is worker input. And with this we are seeing massive productivity
gains. One example: we reduced work hours 12% to get under our code
limitations, resulting in only a 5% reduction in output. Within three months
they had the same productivity. [Poorly designed] incentive programmes can
encourage workers to go slow for the first eight hours then speed up for the
final four (FMNE 1, Manufacturing Manager).

After some time for practice, we have started to have the factories put things
like PPE even in the job description, or where it is documented what is part of
the job (FMNE 2, Manager).
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d. Guidelines

MNEs had a number of tools used to support their codes, explaining in more detail the
meaning of what would be found in these codes. These include environmental, health
and safety guidelines (including high/low recommendations on substances based on
their home-country government standards) and social guidelines that address labour
issues. In one case, it appeared that the health and safety guidelines were better devel-
oped, and more understandable than those in manufacturing. Labour issues appeared
to be a larger challenge than implementing technical standards in areas such as toxic
substances or the layout of fire extinguishers.

We have an EHS guideline manual already in place, but will have one for the
social and labour sides of the code by year end in draft form—basically saying
what the code means. It will cover things like what to do in case of a strike—
things they are handling on an ad hoc basis at the moment—what to do in
China with extended hours, where these are legal but against the code. The
code is not enough of a definition in and of itself; it’s too brief (FMNE 1,
Manager, Headquarters).

The above example is extremely important, however, as it highlights that discrep-
ancies can arise between codes and local legislation. It must be remembered that a code
is not a replacement for workplace working-time policies established by local law.
Moreover, as was mentioned earlier, where there is an inconsistency between the code
and local legislation, in many instances there is a provision expressly stating that the
higher standard prevails while ensuring adherence to legislation.

We needed a companion document that provides clearer documentation of
what the audit standards mean (FMNE 1, Manufacturing Manager).

The process of developing the guidelines in the code took place in a variety of ways.
For one MNE, the health and safety guidelines were largely developed by the manufac-
turing managers and their teams in Asia. This was done in the absence of central-office
support—an approach that was seen as quite time consuming and wasteful. In another,
they were developed by the CSR team, with little external involvement. Managers
emphasised the need for involvement, for working closely with suppliers and field
personnel to make sure that local conditions are taken into consideration.

The EHS guidelines were developed in this team, but we would like broader
ownership (FMNE 1, Manager, Headquarters).

We have the code in 31 languages. When the first version was done, we sent
it to all suppliers, who had to sign it and send it back saying they will comply.
It also was raised at supplier meetings. Country managers have it in their
objectives. All senior people in fact (FMNE 2, CSR Manager, Headquarters).

Headquarters could have provided more guidance. They see it as ‘yes, we
must do the code’ but don’t provide the ‘how’. It was often difficult or not
applicable—since Asia does things differently than in Europe (FMNE T,
Manufacturing Manager).

The code guidelines serve as a means of maintaining consistency, allowing field
personnel from the MNE to understand what the code actually means. They also provide
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direction for the audits that firms undertake, allowing factories to understand what
they have to attain and why they might have some problems. In either case, managers
emphasised that code guidelines should be understandable, and where possible
graphic.

We have the guidelines. Based on these we developed the audit forms. In this
way we can do continuous improvement because we can have systematic
requirements, and follow up and check against progress (FMNE 1, Compliance
Manager).

It is very important that the factories get one voice—one guy saying you have
to put a fire extinguisher here, another saying put it there, and the factories
said we have to know which. That is the basis of the guidelines. When you just
have a code it is very general, and there is lots of space for misunderstanding.
For that reason you need guidelines. We share with the companies photos,
examples of best practice from other factories (FMNE 1, Country Manager).

For the guidelines [on social and labour issues], they must be short, they
must be understandable and they must be attractive (user friendly). It
shouldn’t be a booklet that sits on some manager’s desk, but rather one that
people really use. We distributed [the EHS guidelines] at a supplier meeting
and it is amazing how many managers in Asia are using it to guide their
organisations (FMNE 1, EHS Manager, Headquarters).

With the code, for the public it can be very general but for the factories it has
to be specific (FMNE 1, Country Manager).

In one case we also heard of the MNE developing factory-level guidelines, the trans-
lation of the code into specific elements or factory-level practices. Given the code-
related issues that are specific to factories, this sounds like a reasonable approach.

Working with the factory management we develop a shortlist of information
on pay, holidays, working hours, benefits. This meets the code of conduct, but
is particular to the factory. You really need to have both—the code is very
general, while this [factory-specific] document is more specific. As an
example, this factory puts on their form something about deductions for
lunch. Other factories might not have that (FMNE 2, Manufacturing Manager).

It appeared, as mentioned earlier, that labour issues may be less clearly laid out in
the code guidelines, something that would be understandable given the standardised
EHS practices in developed countries—often serving as the model for practice in the
developing-country factories—and the unique challenges faced with implementing
labour issues, which often have to consider country-specific labour laws. Still, we heard
in interviews, developing both the EHS and labour guidelines have been challenging for
the MNEs.

I got the job back in 1997 to draft a health and safety manual for the company.
Headquarters made a statement about EHS but provided nothing about the
way or the what of standards. So we had [a EHS expert] and some consultants.
We did some TLvs [threshold limit values] of vocs [volatile organic com-
pounds], but we were really alone. We began, really, with environment, then
got pressure and moved to health and safety, then labour. We wasted a lot of
time due to the moving focus—it was not the most efficient. Since nobody
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was in charge it was ‘every man for himself’—or rather every factory. We
could get different standards, since nobody was in charge. HQ gave no guid-
ance so we did whatever we could (FMNE 1, Manufacturing Manager).

Having a health and safety manual finalised was a good plus. We had to
develop standards, you’d agree on them with the factories and then someone
would say ‘this isn’t good enough’. And so the factory would be upset, you'd
look stupid with management. Now we have it clear. Labour issues are clear,
bonded labour, minimum wage, work hours. Freedom of association is not so
clear. I know that unions are not allowed. But we have various committees,
for example a food committee and a workers’ representatives council. Food is
always an issue. You have 9o% plus from the north and they want hot food.
The local people, though, think that it is way too hot (FMNE 1, Manufacturing
Manager).

e. Field personnel

In implementing a code of conduct, it became clear to us, again and again, that the field
personnel were crucial to the success of implementing a code—as they were the ones
working directly in the factories and with the supplier managers. Lack of commitment
on their part would undermine implementation of a code given their purchasing power
with the factories and standing on operational issues.

If CSR is not a part of the responsibilities of the manufacturing manager, and
instead you have a CSR manager or representative who comes in only occa-
sionally, it will not work (FMNE 2, Manager).

Five years ago I would have said 