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l. Executive Summary

QOver the last several decades, global companies have increasingly recognized their roles and responsibilities in
addressing social impacts and labor conditions within their supply chains — a responsibility reaffirmed by the UN

Guiding Principles on Business and Human Rights.

As awareness of this responsibility has increased, so
too has a recognition of the limitations of the
conventional approach to tackling these issues — social
compliance auditing. Despite the hundreds of
thousands of social compliance audits conducted each
year to ensure minimum workplace conditions in
companies’ supply chains, there is little evidence that
they alone have led to sustained improvements in many
social performance issues, such as working hours,

overtime, wage levels and freedom of association..

There are many reasons why the traditional audit paradigm has struggled to produce sustainable improvements
in these and other key areas of social performance, with each of the following playing their respective roles:

¢ Alack of disclosure by suppliers of accurate information on their performance during some audit
processes, calling into question the value and validity of information gathered;

¢ Alack of capacity among suppliers to address issues that have been identified for remediation in a
sustainable way;

¢ Alack of perceived incentives among suppliers, both external and internal, to address social
performance issues, and a corresponding lack of commitment to invest in sustainable improvements;

e Systemic challenges that are beyond the control of individual suppliers, including social context,
regulatory environments, and industry-wide issues;

e The purchasing practices of global brands and retailers, and a need to recognize and improve upon
the role they themselves may play in contributing to impacts on workers.

These issues are no secret to global brands and retailers, many of whom have grown increasingly frustrated
with the limitations of the traditional audit paradigm. In the absence of clear alternatives, many companies
continue to base their due diligence and remediation
solely on an audit approach that they privately
acknowledge is not producing sustainable results.

However, a number of leading brands and retailers are
attempting to change the conversation. They are
openly acknowledging what everyone knows — that
audits alone have not produced sustainable change.
Instead they are asking — themselves, their industries,

their suppliers, and other stakeholders — what to do
about it. They have a growing body of individual and collective experience with alternative and supplementary
approaches to addressing social performance issues in their supply chains — approaches which seek to recast

their relationships with suppliers, from ‘policemen’ to ‘partners’.
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This research, undertaken by Shift in collaboration with the Global Social Compliance Programme (GSCP), is
based on conversations with leading companies, industry experts, and - for the four case studies presented -
suppliers and other stakeholders. The first part of the report begins by identifying 10 leading trends and
elements that form this new generation of social compliance programs for supply chains:

1) The shift from pass/fail compliance to comprehensive continuous improvement programs;

2) Replacing audits with collaborative assessment and root cause analysis;

3) The role of grievance mechanisms in improving social performance;

4) The integration of capacity-building approaches for suppliers;

5) Different forms of partnerships between global brand companies and civil society organizations;

6) Providing commercial incentives to suppliers for improvements in social performance, such as price,
volume, duration, and supplier preference;

7) Developing metrics to help suppliers identify the business case for better social performance;
8) Efforts by brands to use their leverage to address systemic issues;
9) Industry-wide collaboration to tackle systemic issues; and

10) Aligning internal purchasing practices with social commitments made by global brands and
retailers.

In the second part of the report, we highlight four company case experiences in more depth, whose
approaches combine many of the elements identified above to address complex social performance challenges
in supply chains:

a) Timberland’s approach to collaborative assessment, which has transformed its relationship with
suppliers globally (p. 22);

b) Chiquita’s holistic approach to its passion fruit supply chain in Costa Rica, which combines
commercial incentives and innovations, capacity-building, civil society partnerships, and adherence to
social and environmental standards and practices (p. 34);

c) Tesco’s approach to promoting sustainable improvements in addressing issues within its agricultural
supply chain in South Africa, premised on the support of local initiatives driven by local actors (p. 42);

d) HP’s multilateral approaches to a range of systemic challenges in different parts of its IT supply chain,
through which it collaborates with industry, civil society, and government actors to address industry-
wide issues (p. 49).

This report does not attempt to imply that any company has the best model for, nor a perfect record in,
addressing supply chain human rights challenges. Nor did the research seek to rigorously test the models
discussed. Rather, it explores innovative models used by leading companies, who themselves report their
effectiveness, as a basis for further analysis and evaluation.
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II. Introduction and Overview

Increased Attention to Social Impacts in Supply Chains: | eading brands and retailers have, for several
decades now, recognized the need to address adverse social and labor conditions within their supply chains.
Many have been motivated by a sense of reputational risk, while others have approached the issue from the
perspective of sustainability of their supply chains. Still others have addressed these issues simply out of a
sense that it was the right thing to do.

The global convergence around the UN Guiding Principles on Business and Human Rights has reaffirmed that
companies have a responsibility not only to avoid causing or contributing to adverse impacts, but also to seek
to prevent or mitigate impacts that are linked to their operations, products or services by their business
relationships, including their supply chains.!

The Limitations of the Traditional Audit Paradigm: This increased awareness and heightened attention has
arrived at a time when the predominant approach to managing these issues — social compliance auditing — is
coming under increased scrutiny. Despite
many years of experience and hundreds of
thousands of social compliance audits, global
businesses and their stakeholders have failed
to see sustainable or systemic improvements
on some key issues such as worker health
and safety, wages, working hours, or freedom
of association in the workplace. In short, the
traditional audit paradigm is only getting
companies so far, without effectively solving
deeper, tougher issues.

The underlying reasons for this have been the
subject of well-known research, and —

moreover — they are largely known to social

compliance professionals.?

e Limited visibility into the supply chain: Some companies describe the traditional audit process as
a ‘game of cat and mouse’, in which suppliers, fearing commercial penalties do not always act in the
best interests of a transparent audit process. As a result, some companies do not always have an
accurate picture of the realities of working conditions within their supply chains, and they cannot trust
all the data they receive through the audit process. Without full visibility into their supply chain, they
cannot fully understand where supply chain risks may lie or what issues to prioritize for remediation.

" For a more detailed explanation, see “The Corporate Responsibility to Respect Human Rights: An Interpretive Guide”,
pages 15-18, on Guiding Principle 13 of the UN Guiding Principles on Business and Human Rights, available at

2 See, Rick Locke, Matthew Amengual and Akshay Mangla. “Virtue out of Necessity?: Compliance, Commitment and the
Improvement of Labor Conditions in Global Supply Chains”, MIT Sloan Working Paper No. 4719-08, MIT, Cambridge, MA

(October 2008), updated March 2009.
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Many suppliers lack capacity: \Where problems are identified, the most basic audit approaches ask
and expect suppliers to fix’ identified problems through corrective action plans. However, many
suppliers lack the knowledge, systems, tools and resources to implement corrective action plans so as
to address identified issues in a sustainable way. Others lack the basic management systems to track
their operations, gauge productivity, or monitor some of the direct business consequences of poor
working conditions, such as injuries, or worker turnover, which can have direct financial impacts.

Many suppliers lack incentives to commit to improved social performance: Traditional notions
of the leverage that companies hold over their suppliers, in many instances, do not reflect the present-
day reality of relationships between companies and their suppliers. Where suppliers do have the
capacity to address identified problems, many often do not perceive the internal (business case) or
external (commercial) incentives to invest in sustainable social improvements.

Many issues are systemic in nature, beyond the direct control of suppliers: \While audits may
reveal issues related to unsatisfactory working conditions, the root causes of many of these practices
can be traced to structural or systemic issues, beyond the direct control of individual suppliers,
requiring systemic responses — including social context, regulatory environments, and the broader labor
relations context in the country. These issues are complex and daunting, and not amenable to quick
fixes or immediate resolution.

Companies often fail to recognize their own role in contributing to adverse impacts on
workers: At the same time that brands and retailers preach social compliance, their own purchasing
practices too often undercut their stated commitments to better social performance in their supply
chains and contribute directly to the impacts they are intent on preventing. Companies may change
designs, production volumes, and production schedules, without adjusting prices or timeframes, and

without a clear understanding of the implications of these practices for their suppliers.

New Approaches to Promoting Social Performance: However, several leading brands and retailers have

been attempting to change the conversation — internally within their companies, among their industry
counterparts, and externally with their suppliers. They are increasingly acknowledging the ‘open secret’ across

the industry that traditional compliance auditing is not producing sustainable improvements in many labor rights

in supply chains.

They are adapting and evolving their approaches in
an attempt to have more honest engagements with
their suppliers and to enable meaningful remedial
action. These approaches attempt to shift the
dynamics between global company and supplier
from ‘policeman’ to ‘partner.’” While many of these
brands and retailers still recognize a role for good
compliance audits as a scalable and replicable tool,
they are integrating a variety of complementary
approaches into more holistic models for social

The approaches in this next generation
of social compliance programs attempt
to create more honesty in the relation-
ship between global companies and
suppliers, and to shift the dynamics —
from ‘policeman’ to ‘partner’.

compliance that respond to the dynamics identified above. Many of these approaches are still nascent in form.

Most require more focused, less large-scale interventions than audit, and rely upon stronger relationships
between buyers and suppliers in the context of longer-term partnerships. As such, they can represent a
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significant shift in paradigm. Nevertheless, initial experience with these innovative approaches, as reported by
global brands and retailers, is promising. At the very least, they merit further analysis and discussion

Background on this Research: The research has been undertaken by Shift, a non-profit center for business
and human rights practice, in collaboration with the Global Social Compliance Programme (GSCP), a business-
driven program for the continuous improvement of labor and environmental conditions in global supply chains.
The research is intended to contribute to a new conversation around this next generation of social compliance
programs, by sharing the experiences of leading brands and retailers in approaches that go beyond reliance on
compliance audits alone.

Based on a series of interviews with leading

. : ) brands and retailers as well as industry experts,
Shift: A non-profit center for business and

, , the report first presents a brief thematic
human rights practice P P

overview of some of the common approaches
that leading companies are using. The report

Global Social Compliance Programme . .
then looks at how companies are using these

(GSCP): a business-driven program for

the continuous improvement of labor and approaches to respond to the underlying
environmental conditions in global supply challenges faced in the traditional social audit
chains approach. The report finally provides four in-

depth case studies, highlighting the ways in

which certain companies have combined
various elements in more holistic approaches to addressing social performance challenges in their supply
chains.

As part of this research, Shift conducted approximately 20 interviews with several member companies of GSCP
and other leading brands and retailers. Some of these companies have preferred not to be hamed, but a partial
list includes Chiquita, Disney, H&M, HP, Marks & Spencer, PVH, Starbucks, Tesco and Timberland. Shift also
interviewed industry experts, including organizations such as WRAP and ELEVATE (formerly INFACT). For each
case study, Shift conducted 8-10 interviews with internal company representatives from various functions within
the companies, as well as relevant external stakeholders that variously included suppliers, factory managers,
workers, other brands, industry associations, and civil society organizations. Site visits were conducted for the
Timberland (China), Chiquita (Costa Rica) and Tesco (South Africa) case studies.

This report does not attempt to imply that any company has the best model for, nor a perfect record in,
addressing supply chain human rights challenges. None of the companies involved would make that claim
either. The research did not seek to rigorously test the models discussed to prove positive and sustainable
improvements in labor conditions in supply chains. Rather, it sought to gather and explore innovative models
used by leading companies, who themselves report their effectiveness. This may then provide a basis for
further analysis and evaluation.
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lll. A Spectrum of Approaches

This section briefly sets out 10 of the leading approaches that emerge from this new body of experience around
innovative approaches to social compliance in global supply chains. It looks at how companies are using these
approaches to address the limitations of the compliance audit paradigm previously identified.

(1) The shift from ‘pass/fail’ compliance to comprehensive ‘continuous improvement’
programs
As a first step, many companies have shifted their social compliance philosophy from ‘pass/fail’ compliance to

comprehensive ‘continuous improvement’ programs. One of the primary objectives in doing so is to create
greater transparency in the audit process and greater visibility into the supply chain.

Under a continuous improvement model, companies shift the focus from the findings of an audit to what
happens after the audit. Suppliers are held accountable for their commitment to, and the progress they make
on, workplans that prioritize remedial actions based on the audit findings. By placing less emphasis on the
findings of the audit, and more on the progress made to improve upon those findings, continuous improvement
models are intended to enable greater honesty from suppliers in the audit process, without fear of commercial

penalties. According to one company: “We have two conditions: first, you have to be honest, and second,
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you have to commit to working with us over time to make improvements.”

This may, in practice, mean that brands and retailers continue
commercial relationships with suppliers that may technically
be out of compliance. Proponents would argue that most
companies already have all kinds of commercial relationships
with suppliers who are, in practice, out of compliance. The
difference here is that companies become aware of and
openly acknowledge this reality, rather than relying on the

false security provided by an audit they do not trust.

Importantly, comprehensive ‘continuous improvement’ programs also mean that the goal of social compliance
aims higher than a minimum baseline. Once ‘compliance’ is achieved, suppliers are still held accountable for
continuing to improve. According to Louise Nichols of Marks & Spencer: “We say that you [the supplier] must
raise your game from bronze, to silver, to gold. If you’re silver now, in every product you sell, in a year's time,
you have to be gold to maintain that. It's all about driving through the standards.” Another company noted that
this helps ensure that their social compliance program “does not become a race to the bottom for our
suppliers, rather than a race to the top. It is a more proactive and positive conversation.” This approach also
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helps companies determine which of their suppliers are willing to work with them towards a goal of better
working conditions throughout the supply chain, and which are not.

Companies using a continuous improvement philosophy highlighted several critical factors: first, it can only
work where there is a shared expectation of an ongoing relationship between company and supplier; second,
companies need to ensure that audit staff have the skills to engage with suppliers in ways that engender trust
and transparency; and lastly, companies should be prepared for some potentially difficult conversations with
internal and external stakeholders, who may be uncomfortable with the idea of continuing commercial
relationships with suppliers with known instances of non-compliance. Finally, they highlight that the shift to a
philosophy of ‘continuous improvement’ requires — for it to be meaningful — many of the complementary
approaches identified below. Otherwise, continuous improvement risks becoming a ‘free pass’ for non-

compliance.

(2) Collaborative Assessment

While continuous improvement shifts the focus within the audit model from findings to corrective action, the
collaborative assessment model employed by Timberland (featured in a case study later in this report) moves
even further from the traditional audit paradigm. The company and its suppliers jointly engage in an assessment
of factory performance on labor issues, undertake root cause analysis of identified issues and collaborate in
joint problem-solving on identified priorities. As the case study highlights, the collaborative assessment model
represents a true partnership approach between brand and supplier. In implementing the approach,
Timberland’s social compliance team had to be trained in new methodologies for assessing suppliers, engaging
with workers, and partnering with factory managers. As a result, Timberland reports that it has been able to
achieve real visibility into the challenges faced by its suppliers and real transparency in its relationships with
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factories, where their previous experience with audits had

been less successful. .
Read more about Timberland’s

Other companies are combining some of the principles of a approach to collaborative
assessment in the case study

collaborative assessment model at later stages of their audit :
on p. 22 of this report.

process. Marks & Spencer, for instance, invests both
financial resources and the staff time of their regional teams
to support suppliers in undertaking root cause analysis of
identified challenges and working collaboratively to develop practical innovative solutions, such as workplace
communication programs and leadership development programs. Several other companies engage external
consultants to work with their suppliers similarly to undertake root cause analysis and identify solutions which
can balance commercial necessities, practical realities and social imperatives.

(3) Supplier-Level Grievance Mechanisms

A third tool for gaining greater visibility into the challenges faced in the supply chain is support for supplier-level
grievance mechanisms. These grievance mechanisms can be particularly important in contexts in which
organized labor is less prevalent or less mature. Equally, where trade unions are present, they are an important
stakeholder in the design and functioning of effective complaints resolution processes. Indeed robust industrial
relations processes can themselves be an important grievance mechanism.

Once there is buy-in among factory management, grievance mechanisms can serve as an early warning system
for suppliers, identifying potential issues before they escalate. At the same time, well-designed grievance
mechanisms can provide important additional data points (beyond audits) for brand companies and retailers,
who want to better understand the practical realities of working conditions with a given supplier. Grievance
mechanisms can also provide a process for identifying and addressing underlying root causes.

Tesco, Disney and PVH have all supported the development of supplier-level grievance mechanisms. Tesco
supported the development of farm-level grievance mechanisms with its supply chain in South Africa, and
learned several important lessons from that experience which have shaped its further efforts in South Africa (see
the Tesco case study on p. 42 of this report). PVH has perhaps the most experience of the surveyed
companies with supplier-level grievance mechanisms, having worked to establish them in their factories in
Vietnam, Bangladesh, and elsewhere. PVH has found that they have been received positively by suppliers,
have raised worker morale, and have provided PVH with real insight into the practical issues that arise for its
supply chain workers.

Disney and PVH also have brand-level grievance mechanisms which are made available to workers within their
supply chain. While the companies would prefer that issues get addressed at the supplier level, understanding
why complainants have chosen to file their complaint with the brand rather than the supplier also provides
useful information and increased visibility into workplace realities at the supplier level.
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(4) Capacity-Building with Suppliers

With the increased transparency and awareness of issues that accompanies the approaches mentioned above
comes an added responsibility to ensure that suppliers are in a position to address identified challenges.
Otherwise, as one company noted, ‘you just find yourself sitting on non-compliance’.

All of the company approaches to social compliance surveyed in this research integrate substantial capacity-
building components. Capacity-building for suppliers comes in many forms: from developing or paying for
training courses on issues related to workplace rights, industrial relations or human resources management; to
providing technical expertise to identify operational efficiencies that can reduce pressures on working hours and

forced overtime; to training on advanced farming practices that can reduce social and environmental impacts.
Part of that capacity may in fact be financial: Marks & Spencer has an ‘innovation fund’ as part of its holistic
program to enable suppliers to trial new approaches to persistent challenges.
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In addition to providing suppliers with the necessary knowledge and skills to address social impacts, access to
capacity-building resources is also often valued by suppliers as an additional incentive for committing to social
performance improvements. According to Starbucks, its Café Practices program includes a price premium for
suppliers that participate in the program, ‘but the real draw is the capacity-building. By participating in the
program, farmers gain access to guidance documents, best practices, reference tools — as well as guidance on

how to collect data that Starbucks may later ask for.’

(5) NGO Partnerships

A key feature of the social compliance programs of many leading companies is the extensive partnerships they
form with global and local civil society organizations. These civil society partnerships play several roles, from
helping to set credible certification or compliance standards, to providing capacity-building support for suppliers
in the form of training and guidance materials to help meet those standards, to joint problem-solving on
particularly complex issues. For example, many companies engage with civil society partners around systemic
challenges like child labor, where effective remediation requires sophisticated approaches. Collaboration with
NGOs can also have the helpful side effect of reducing companies’ exposure to public critique since potential
critics have the opportunity to engage with them in a more collaborative way. This can offer civil society
organizations more direct and impactful channels to raise concerns. In addition to helping companies address
labor risks in the supply chain, these NGO partnerships can also help companies to identify these issues in the
first place. For example, NGO engagement helps HP to identify particularly vulnerable segments of its supply
chain workforce, as part of its risk-mapping processes.

At the same time, one independent industry expert observes that civil society (including NGOs, socially
responsible investors, and other civil society organizations) need to be willing to reward publicly those credible
company efforts towards transparency and performance improvement, in the interest of promoting genuine
impact: “Perfection should not be the enemy of the good. When it is, we force companies to keep with the
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audit world view and we are not willing to admit real challenges and talk about genuine efforts to address what
we know are complicated and grey issues.”

(6) External Incentives: Commercial Benefits for Suppliers

Having achieved increased visibility into the challenges of the supply chain and increased supplier capacity to
address those challenges, a critical challenge many companies still face is the lack of commitment from
suppliers to invest in improved working conditions. One way brands and retailers have attempted to address
this is by providing various forms of commercial incentive in exchange for improvements in social performance —
from price premiums, to volume increases, extended
contract duration, and preferential contracting. In short,
companies attempt to ‘pay’ for social compliance with
commercial benefits, and/or compensate for the investment
costs that can accompany supplier improvements in
working conditions. According to one company leader,
“Money talks: You have to live in the land of market forces,
or else you are living in the land of illusion.”

Several companies use ‘balanced scorecard’ approaches, which assess supplier performance against a
number of commercial, technical, environmental, ethical and social performance indicators. The results of
these scorecards entitle suppliers to various commercial benefits such as preferential contracting, additional
business volumes, longer contract duration, or reduced audit frequency. Some of these companies develop
their scorecards in collaboration with their suppliers, with indicators weighted to reflect both the importance of a
particular social performance issue and the costs associated with investments to improve in those areas.
Suppliers can then decide which areas to prioritize for improvement: ‘bigger picture’ indicators which are worth
more points but may require substantial investment, or ‘smaller ticket’ items which may be more immediately
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achievable but have less impact on the
overall score. Others use up-front
certification against external standards as the
basis for price premiums.

Some companies have also found that
symbolic recognition, not directly tied to
commercial incentives, may be sufficient.

For example, several companies have annual
supplier awards tied to social performance
and see significant interest from their
suppliers to perform well and earn
recognition for their efforts.

Interestingly, offering price premiums does
not always enable suppliers to make the
necessary investments in improved social

performance. Starbucks initially incorporated
price premiums for its cocoa farmers, only to learn that many of the issues facing farmers were primarily due to
access to infrastructure, not farmer incentives. In the end, Starbucks offered the premium to all farms. In other
cases, Starbucks has learned from suppliers that access to capacity-building resources, and not the financial
incentive, is what supplier farms value most.

(7) Internal Incentives: Making the Business Case for Suppliers

While external incentives can provide an effective driver for suppliers to commit to social improvements, internal
incentives — when recognized — may be an even more sustainable approach. There is substantial anecdotal
evidence available of how improved working conditions can lead to reductions in costly workplace accidents,
lower workforce turnover, higher workforce morale, and increased workplace productivity. However, there is still
little quantitative data to make a
compelling business case that there is
both a cost to poor social performance
and a direct business benefit to investing
in improved workplace conditions.

Two companies — Starbucks and
Timberland — are partnering with
ELEVATE to develop systems with their
suppliers to quantify the financial
impacts associated with social
performance. These systems will track
and measure on a monthly basis the
costs and business returns associated
with workplace injuries, absenteeism,

worker retention, recruitment, training,
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and workplace productivity and efficiency. The system Starbucks is implementing will present a monthly ‘profit
and loss’ statement based on social performance data, in a format more relevant to suppliers than an audit
report. In one part of its supply chain, Starbucks is testing whether these ‘profit and loss’ statements can help
to bypass the lack of transparency often encountered in the traditional compliance audit approach, and with the
financial implications clear, work with its suppliers to prioritize areas for workplace improvements.

Separately, Timberland has found success at an anecdotal level with suppliers who have seen the direct
benefits to the business from social investments. Inits ‘Beyond the Factory Walls’ approach, Timberland
initiates social investment projects in communities that are home to supply chain workers, particularly in
challenges related to public health, such as water, sanitation and hygiene. The resulting community health
benefits have had a direct correlation with reduced absenteeism in the workplace, higher morale and higher
productivity. After an initial ‘demonstration’ period, factories have recognized these benefits and taken over
financial responsibility for these projects. Based
on this success, Timberland is now developing
more systematic tools to help suppliers
understand the business case for these types
of investment.

Marks & Spencer is making the business case
in several ways. The retailer has published the
business case for raising social performance
for itself and its suppliers, and supported that
business case with independent reviews
validating the commercial benefits. In a more
experiential way, Marks & Spencer has
demonstrated the business case through its
program of ‘ethical model factories’, begun in
2009 in Bangladesh. The program grew out of
asking the question, ‘how can factories offer a

living wage in a sustainable way?’. The pilot
factories are attempting to prove the proposition

that better working conditions and better worker-management relationships will lead to increased workforce
productivity, which can then be used to finance wage increases. The focus of the program is on training for
management teams on their roles and responsibilities; training for workers to be knowledgeable about their
rights, roles and responsibilities; and training for all workers on health and well-being. The approach thus far
has demonstrated dramatic reductions in worker absenteeism and attrition, reductions in worker grievances,
and improved worker attitudes towards management.

(8) Using Corporate Leverage to Address Systemic Challenges

The approaches discussed thus far have primarily focused on the role of suppliers in social performance — the
way suppliers share information with global brands and retailers, the capacity of suppliers to understand and

From Audit to Innovation: Advancing Human Rights in Global Supply Chains | 16



address social impacts, and the motivation of
suppliers to commit to improving social performance.
However, many of the workplace issues that
manifest on factory floors and on farms are driven by
social, economic and political dynamics beyond the
control of individual suppliers. These are some of
the hardest challenges: complex and daunting, and
not amenable to ‘quick fixes’ or clear paths towards

resolution.

Nevertheless, leading brands and retailers recognize that some of these structural and systemic issues must be
addressed as the underlying root causes of poor workplace conditions in some contexts. A select few are
using their leverage to engage a broader range of stakeholders towards identifying systemic solutions to
systemic problems — including better regulatory enforcement and regulatory change. In some cases, brands
and retailers may have untapped leverage due to the substantial role they play in industries that are key to the
national or regional economy or because of their relationships with other stakeholders.
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For example, H&M is using its commercial leverage to engage political and industry leaders on systemic issues
related to wage levels. Industry analysts pointed to IKEA's work with the Indian government to address child
labor issues, and to Coca-Cola’s efforts to address similar issues in Brazil, Latin America and the Caribbean by
engaging with political and commercial actors. The HP case study that appears on p. 49 of this report
highlights HP’s use of its leverage to start a multi-stakeholder conversation around labor impacts on student
workers in China, bringing government, suppliers and NGOs to the table, with the goal of developing a shared
understanding of the challenge and possible solutions.

To be clear, these efforts are not always successful. To achieve their full potential, they typically require the
active and constructive engagement of national and/or local government actors to strengthen and enforce their
own labor laws. However, what distinguishes the companies that pursue these approaches is that they are
acknowledging with honesty the scope of the challenge and are taking what steps they can, based on the
leverage they have and can build, to address the issues.

(9) Industry-Wide Collaboration to Address Systemic Issues
In many instances, global companies lack the leverage to address systemic issues unilaterally. Many of these
issues can only be addressed through collaborative industry-wide action. Several companies related

experiences with these multilateral approaches — partnering with industry counterparts and competitors to
address common challenges.

e The Bangladesh Accord on Fire and Building Safety involves over 80 apparel brands and retailers, and
aims to address systemic fire and building safety issues in the ready-made garment sector in
Bangladesh, where standards, oversight, compliance and infrastructure are all insufficiently protecting
workers' rights (see text box below). The Accord includes a multi-stakeholder steering committee, with
equal representation of trade unions and corporations, and regular engagement of NGOs, the
Bangladeshi government, and the International Labor Organization. Signatories of the Accord, and
their stakeholders, have committed to working together to ensure workers and their representatives are
involved in comprehensive inspections, remediation, factory upgrades, capacity building, and the
creation of credible grievance mechanisms and dispute resolution processes.

e The HP case study highlights examples of HP’s industry-wide approaches to addressing issues related
to conflict minerals through the Electronics Industry Citizenship Coalition (EICC) and worker relations in
the electronics industry in Mexico through CANIETI, the Mexican electronics industry association.

e Business associations that bring together like-minded companies such as the Global Social
Compliance Programme (GSCP), EICC, and the Global E-Sustainability Initiative (GeSl), or the shared
audit platform of SEDEX, as well as multi-stakeholder initiatives (like the Fair Labor Association (FLA)
and the Ethical Trade Initiative (ETI), create platforms for industries to address shared challenges.
These can include common approaches to audit that can free up buyer and supplier resources, shared
standards and expectations to enable industry to tackle systemic issues collectively, and effective
capacity-building approaches that can benefit from the resources realized.
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(10) Alignment between Purchasing Practices and Social Performance Objectives

In the supply chain context, many companies have come to understand how they can be linked to business
impacts through their supply chain relationships. Fewer have understood the important role that they can play
in contributing to adverse labor impacts, through their purchasing practices. Many companies operate in

functional silos, where one department is responsible for social performance within the supply chain, and
another department makes commercial purchasing decisions. As one industry expert observed, “Buyers can
say yes, but compliance can only say no.” At the simple level of purchasing decisions, companies can
undercut their stated commitments to social performance if their purchasing practices are not aligned with their
social performance approach — for instance, by failing to take due account of social performance in making
those decisions, by shifting supply bases for short-term financial benefit, and/or by terminating commercial
relationships with suppliers that have invested in better workplace conditions on the assumption of a continuing
relationship.
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In the apparel industry, the need for alignment is even

greater. Brands may make changes to product design, “Companies that do not take a

product volume, production timeframes and place last- hard look internally at how they
minute orders — without recognizing increased costs to themselves contribute to the issues
the factory or adjusting end delivery dates. All of these that arise in their supply chain are
changes can stress factory operations, slow down only playing around the edges of
production, and as a result, require excessive working social compliance issues.”

hours to turn around product delivery on time. - Industry Analyst

According to one industry expert, few companies have
fully understood or acknowledged their own roles in
contributing to the social performance challenges within
their supply chain.

Several leading brands and retailers have really focused in on this challenge of internal alignment, including
companies such as Coca-Cola, Gap, Marks & Spencer, New Balance, Next, Nike, PVH and Starbucks.?

e Several companies have attempted to create greater functional alignment by locating social compliance
programs within purchasing departments, ensuring a ‘seat at the table’ when purchasing policies and
practices are discussed.

e PVH’s purchasing practices include review by the social compliance team of all purchase orders before
they are placed, enabling a more holistic approach to the company’s purchasing practices.

e Marks & Spencer has integrated ethical trading metrics into the performance objectives and reviews of
all of their staff, including tying directors’ pay to company-wide performance on ‘Plan A, the retailer’s
holistic approach to sustainability and social performance issues.

e PVH and Starbucks provide monthly reports to buyers on the social performance of their supply
chains, and whether they are achieving shared targets. Buyers — who have stronger relationships with
suppliers — then manage conversations with suppliers around the sources of problems (the role of the
buyer’s own purchasing practices, the role of orders from other buyers, and the role of internal factory
operations) and potential solutions.

e  Several companies train their purchasing departments on social compliance issues and the link
between purchasing practices and impacts on the factory floor. This has led some companies to
change the way they place and revise orders — based on an understanding of the impact of different
variables in production processes, including potential impacts on the workforce.

e Another company engages in joint forward-planning with its suppliers, which enables the supplier to
understand anticipated production schedules and demand, and to staff its factories accordingly.

3 The GSCP’s Reference Tool on Supply Chain Social Performance Management Systems
(http://www. net.com/working-plan/step-4-management-systems.html), which provides guidance more broadly on the
management systems that buying organizations (brands and retailers) use to monitor and improve social performance in

their supply chains, recognizes and incorporates many of these ‘internal alignment’ challenges within its guidance.
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CONCLUSION

While the traditional paradigm of social compliance auditing has an important role to play in helping global
brands and retailers to identify potential labor and human rights risks in their supply chains, experience has
shown that compliance auditing alone has in most instances not led to sustainable improvements in social
performance. Rather, leading brands and retailers are increasingly developing innovative approaches to
managing social risks within their supply chains and promote sustainable improvements in social performance.

The innovative approaches described in this report demonstrate a range of ways that brands and retailers have
the systems to identify potential labor and human rights risks more accurately and effectively, that their supply
chain partners have the capacity and incentives to address these risks, and that brands and retailers recognize
and take appropriate action to address those types of risks that cannot be addressed by supplier action alone.
These more hoalistic approaches are key to helping these companies address potential adverse impacts from
their business activities and implement the UN Guiding Principles on Business and Human Rights.
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Case Study A:
From Policeman to Partner: Timberland’s Shift from Compliance
Auditing to Supplier Sustainability

Introduction

“Doing well and doing good” has long been Timberland’s philosophy in approaching its footwear and apparel
manufacturing business. However, like many manufacturers in the shoe and apparel industries, Timberland
struggled for many years to address poor working conditions in its extensive supply chain relationships, which
spread across 35 countries, in Asia, Europe and Central America.

Until 2004, Timberland sought to manage these issues as many companies in the industry still do: by
establishing codes of conduct for its suppliers, auditing factories against those codes, and requiring
remediation through corrective action plans. However, Timberland grew increasingly frustrated with this
approach and its failure to produce sustainable improvements in working conditions in its supply chain.

In 2005, Timberland made a radical shift in its
approach to managing social impacts within its

supply chain, adopting its 