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Introduction 

Fair Trade Center has been working for more than 10 years to try to persuade companies 
to take responsibility for working conditions in their supply chain. At first individual 
companies, and trade organisations in particular, were very sceptical. In many cases their 
response was: “²Ŝ ŘƻƴΩǘ ƻǿƴ ƻǳǊ ǎǳǇǇƭƛŜǊǎΤ ǘƘŜȅ ŀǊŜ ƴƻǘ ƻǳǊ ǊŜǎǇƻƴǎƛōƛƭƛǘȅ”. In 1996, not 
one Swedish company had a policy or code of conduct concerning working conditions in 
the supply chain.1 Today this situation is almost the reverse. It is accepted practice to have 
a policy regarding the working conditions in parts of the supply chain. For example, the 
three leading food retailers, the ten largest clothing retailers and almost all toy importers 
in Sweden have policies on working conditions in their supply chains. 
 
Unions and organisations that work for improved trade no longer need to discuss whether 
companies actually bear responsibility. Instead, the focus is on whether companies are 
taking responsibility and how they best can do so. Organisations are often asked to solve 
problems that companies have largely created themselves with their own business 
methods and purchasing practices. But how can we find solutions on the premise that 
companies have the right to constantly chase the best prices, whilst employer 
responsibility remains on the pressured suppliers? If, for example, living wages cannot be 
paid with companies doing business as they do now, then perhaps they should choose to 
do so in another way? After all, most companies state that they will guarantee good 
working conditions in their policies. 
 
On the other hand, companies often point to the complexity of the causes of these 
problems and how hard it is for individual companies to act on them. Of course it must be 
remembered that several of the problems facing companies are indeed difficult, and there 
are numerous factors affecting the supply chain. To achieve sustainable solutions, buyers, 
factories, trade unions, non-governmental organisations (NGOs) and consumers need to 
work together, and they need to be supported by effective national legislation.  
 
Even though many companies have implemented such policies, most of them do not have 
a comprehensive system to follow up these policies in their supply chains. The main issue 
for these companies is to introduce a system to deal with these questions, to get the 
whole company moving in the same direction, and to follow up and work with 
improvements. It is primarily a matter of involving suppliers and their employees, and 
being prepared to pay for the improvements required.  
 
In this report Fair Trade Center has tried to collect information about what basic work 
with the supply chain can look like, whilst also providing examples of how companies can 
develop their work even further. With such examples, we hope to show companies how 
they can solve some of the problems that organisations like Fair Trade Center come across 
time and time again. We also hope that this can facilitate more constructive dialogue 
about how working conditions can be improved. The report has been written for 
companies, organisations, trade unions and others involved in the production of consumer 
goods, hoping to improve working conditions in low wage regions.  
 
In the coming years, Fair Trade Center will continue to look at new methods to develop 
work on the improvement of working conditions among those who produce the goods we 
buy. The report Problems, solutions and ways forward is the first step. Many initiatives 
and references are missing. We would, for example, have liked to have included more 
detailed examples of companies and organisations that have committed themselves to 
working with worker training schemes and complaints mechanisms at supplier level. 
Therefore Fair Trade Center will be collecting additional examples and feedback from 
readers. We would therefore like to invite you to share with us any thoughts that this 
report provokes, as well as any good examples that you feel could be included. 

                                                
1
 A policy that at least includes the ILO core conventions. 
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How are companies working with supply chains? 

Fair Trade Center often receives requests for information about how companies are 
working with securing good working conditions at their suppliers. Companies, consumers, 
students and others ask us what constitutes a good code of conduct, how controls are 
imposed, how ethical work is reported and how companies can find good suppliers. We 
provide them with an overview of how companies tend to handle CSR (Corporate Social 
Responsibility) in the supply chain. This should be regarded as more of a description than 
a guide on how companies should be working with these issues.  
 
Those looking for a detailed guide are advised to refer to Ethical trade - a comprehensive 
guide for companies, which can be ordered from the Ethical Trading Initiative’s (ETI) 
homepage.2 The guide was put together by the ETI in the UK, an organisation that brings 
together companies, individual organisations and trade unions, which are together trying 
to find a better way of working with problems in the supply chain.  
 

1. Formulate demands for suppliers 
The most common first step taken by companies is to formulate a code of conduct for all 
suppliers. A code of conduct is a unilateral set of rules accepted by the company that 
details the lowest accepted standards concerning working conditions at suppliers. An 
absolute minimum demand for a code of conduct is that it encompasses the ILO 
Declaration on Fundamental Principles and Rights at Work3, but it should of course also 
include demands concerning wages, working hours and working contracts. The box below 
contains an example of a code of conduct that Fair Trade Center regards as being good. 
Supporting the minimum demands in this code of conduct should be the simplest and 
fastest stage in a company’s work on CSR. The only thing that often is called into question 
in the example below is the reference to a living wage, something that few companies 
include in their codes of conduct. We will be coming back to this later in the report.  
 

Clean Clothes Campaign’s code of conduct (example) 
1. Employment is freely chosen.  
There shall be no use of forced, including bonded or prison, labour (ILO Conventions 29 and 105). Nor shall 
workers be required to lodge "deposits" or their identity papers with their employer. 
 
2. There is no discrimination in employment.  
Equality of opportunity and treatment regardless of race, colour, sex, religion, political opinion, nationality, 
social origin or other distinguishing characteristic shall be provided (ILO conventions 100 and 111). 
 
3. Child labour is not used.  
There shall be no use of child labour. Only workers above the age of 15 years or above the compulsory school-
leaving age shall be engaged (ILO Convention 138). Adequate transitional economic assistance and appropriate 
educational opportunities shall be provided to any replaced child workers. 
 
4. Freedom of association and the right to collective bargaining are respected.  
The right of all workers to form and join trade unions and to bargain collectively shall be recognised (ILO 
Conventions 87 and 98). Workers' representatives shall not be the subject of discrimination and shall have 
access to all workplaces necessary to enable them to carry out their representation functions (ILO Convention 
135 and Recommendation 143). Employers shall adopt a positive approach towards the activities of trade 
unions and an open attitude towards their organisational activities. 
 
5. Living wages are paid.  
Wages and benefits paid for a standard working week shall meet at least legal or industry minimum standards 

                                                
2
 Ethical Trading Initiative’s homepage www.ethicaltrade.org  

3
 The Declaration covers four fundamental principles and rights at work: 1) Freedom of association and the 

effective recognition of the right to collective bargaining. 2) Elimination of all forms of forced or compulsory 
labour. 3) Effective abolition of child labour. 4) Elimination of discrimination in respect of employment and 
occupation. For more information see http://www.ilo.org/declaration/lang--en/index.htm  

http://www.ethicaltrade.org/
http://www.ilo.org/declaration/lang--en/index.htm
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and always be sufficient to meet basic needs of workers and their families and to provide some discretionary 
income. Deductions from wages for disciplinary measures shall not be permitted nor shall any deductions from 
wages not provided for by national law be permitted without the expressed permission of the worker 
concerned. All workers shall be provided with written and understandable information about the conditions in 
respect of wages before they enter employment and of the particulars of their wages for the pay period 
concerned each time that they are paid. 
 
6. Hours of work are not excessive.  
Hours of work shall comply with applicable laws and industry standards. In any event, workers shall not on a 
regular basis be required to work in excess of 48 hours per week and shall be provided with at least one day off 
for every 7 day period. Overtime shall be voluntary, shall not exceed 12 hours per week, shall not be 
demanded on a regular basis and shall always be compensated at a premium rate. 
 
7. Working conditions are decent.  
A safe and hygienic working environment shall be provided, and best occupational health and safety practice 
shall be promoted, bearing in mind the prevailing knowledge of the industry and of any specific hazards. 
Physical abuse, threats of physical abuse, unusual punishments or discipline, sexual and other harassment, and 
intimidation by the employer is strictly prohibited. 
 
8. The employment relationship is established.  
Obligations to employees under labour or social security laws and regulations arising from the regular 
employment relationship shall not be avoided through the use of labour-only contracting arrangements, or 
through apprenticeship schemes where there is no real intent to impart skills or provide regular employment. 
Younger workers shall be given the opportunity to participate in education and training programmes. 

 

2. Mapping suppliers 
To be able to start work on guaranteeing working conditions in the supply chain it is 
essential that companies know who their suppliers are and, as far as possible, even sub-
contractors. Although it may seem obvious that companies should have control over this, 
many companies have a poor collective overview of their suppliers before they begin their 
work on ethical demands. Moreover, for companies that procure goods via agents and 
trading houses it can be very hard to identify exactly where production is taking place. A 
company may need to amend its purchasing practices to obtain full insight into 
production.  
 

3. Country and risk analysis 
To get a general overview of the human rights situation and the most relevant problems 
areas, companies should look more closely at the countries and regions that they are 
buying from. It is also important to understand the relevant legislation in these respective 
countries. Information obtained can then be used in discussions with suppliers.  
 
This information has already been compiled for most countries. Please refer to the ETI’s 
homepage

4
 or the country risk reports produced by the multi-stakeholder initiative the 

Fair Wear Foundation.5 Another good source of information is the International Trade 
Union Confederation that publishes an annual survey describing the situation concerning 
trade unions in various countries.6 It should also be a matter of course for companies to 
speak to organisations and trade unions in the supply chain with good insight into 
production. Unfortunately this is seldom the case. Those companies wanting to get in 
touch with local trade unions can consult trade unions within the relevant sectors in their 
home countries to ask them for contacts in the respective country.  
 
 

                                                
4
 Ethical Trading Initiative’s homepage www.ethicaltrade.org/d/countryinfo 

5
 There are local country risk analyses on Bangladesh, Bulgaria, China, India, Laos, Macedonia, Ukraine, Poland, 

Romania, Tunisia, Thailand, Turkey and Vietnam. www.fairwear.org 
6
 http://survey08.ituc-csi.org/survey.php?IDContinent=0&Lang=EN  

http://www.ethicaltrade.org/d/countryinfo
http://www.fairwear.org/
http://survey08.ituc-csi.org/survey.php?IDContinent=0&Lang=EN
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4. Inform suppliers about demands 
The best case scenario involves companies informing suppliers of their demands through 
dialogue with management at the supplier factories. The purpose of this is to ensure that 
suppliers have an understanding of the changes that are taking place, as well as to give 
them a chance to respond to the demands being placed upon them. Generally, however, 
companies send the codes out to all their suppliers inviting them to respond to a number 
of questions. This is often the first time suppliers find out that the codes exist. Experience 
shows that such self-evaluations seldom provide a good picture of the reality and they do 
not help a supplier understand the demands. These evaluation forms are in fact often 
completed by the factory’s agent. A better way of performing a self-evaluation is by 
means of direct dialogue with buyers and the factory.  
 

5. Audits 
Many companies try to follow up the observance of the code with audits of the factories. 
Such audits are performed by the factory’s own staff or a third party.  
 
A factory audit generally includes three parts: 
1. Inspection of documentation: wages, time reports, documentation about employees, 

etc. 
2. Inspection of the workplace: visual inspection of the factory to see whether there are 

any problems with health and safety, and observation of how the work is performed.  
3. Interviews: generally with the management, sometimes supervisors, and ideally 

workers, trade union representatives and local organisations. 
 
The third part is very important, but those being interviewed must have the chance to 
speak openly, without fear of reprisals and with an understanding of why they are being 
interviewed. Workers can be unwilling to speak to inspectors because they are afraid of 
answering questions “incorrectly”. Conversely, Fair Trade Center has met workers who 
have asked to speak to inspectors, yet have subsequently been prohibited from doing so 
by their supervisors.  
 
The inspection time is nearly always booked in advance and unannounced factory 
inspections are rare. Critics claim that this means that a lot of the problems go unnoticed. 
Companies respond by saying that it is difficult to carry out unannounced inspections from 
a practical point of view, and that they can harm the relationship with the supplier. To say 
that unannounced inspections are generally better is not necessarily the case, since it 
depends on which part of the process the company is in. However, if the buyer suspects 
that the supplier is cheating during checks or is hiding things, unannounced inspections 
can be a good option. 
 
A report is written after the inspection and ideally the results are also discussed with the 
management at the factory. Fair Trade Center has met management groups whose 
factories have been inspected several times, yet have never even seen reports from these 
inspections and were simply informed that they had “passed”.  
 

6. Action plan and follow-up  
Based on the results of the audit an action plan is put into place with details of what 
improvements need to be made and within what timeframe. Many inspectors merely 
describe what should be improved or corrected, and by when. But it is much more 
effective to discuss the reasons for the problems with the supplier. An action plan can 
then be written to try to manage the causes of the problems. It can also be a good idea to 
allow suppliers themselves to be involved in the writing of the plan so that they become 
part of the process and contribute with their knowledge. Informing workers’ 
representatives about improvement plans would also be beneficial, but this is almost 
never done in practice. 
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7. Reporting 
It is becoming increasingly common for companies to provide reports on their CSR work to 
interested parties such as consumers and investors. This is largely a response to 
consumers’ and individual organisations’ interests. However, it is also a way of responding 
to questions from ethical investors and showing the company’s own staff what is being 
done. In these reports companies often describe how they are working with making 
working conditions more secure, but they seldom specify the results that have been 
achieved. They describe how the inspections were performed, rather than what has been 
found or how the company’s supply chain has developed over time. There are, however, 
companies that openly report on the problems they identify at their suppliers. A good 
example of one such company is the Swedish garment company H&M.

7
 

 
When the company has come this far, it is time put a system into place for improvement 
work at factories, as well as revisits and reporting. One weakness is that too much of the 
so called ethical work described above is performed independently of the company’s 
other activities, such as purchasing practices. This means that all parts of the organisation 
are not involved and contributing. In the worst case, different parts of the company’s 
activities work against each other, for example by pressing for shorter delivery times so 
that factories are unable to deliver without excessive overtime. Another example 
concerning overtime is a design department making late changes without taking into 
consideration the fact that this puts a great deal of pressure on workers involved in 
production.  

                                                
7
 See H&M’s CSR Report for 2007 
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Problems in the supply chain 
Companies report time and time again that the most common problems identified during 
inspections are excessive working hours. Meanwhile, reports from organisations and trade 
unions often show that wages are too low. Many companies say that the high working 
hours can be explained by cultural differences and varying levels of development in the 
countries. Organisations and trade unions instead point to low wages as the main reason 
for the high working hours, and suppression or absence of trade union organisations as 
one of the most important reasons for low wages. The discussion is relevant and 
interesting, but for the moment we can conclude that long working hours and low wages 
are a widespread problem in the low wage countries’ export industry.  
 
The wages that many workers are paid for a normal working week at the factories where 
our consumer goods are produced are not enough for a decent standard of living. This can 
in part be explained by the fact that there is a lack of clean water, education and good 
housing for almost everyone in many countries of production, regardless of what they 
work with. However, with simple maths we can see that wages are too low if a worker’s 
pay for a normal working week does not enable them to cover costs for food, housing and 
travel to work for one person. In many countries the minimum wage is below what is 
regarded as the national poverty line (e.g. Bangladesh, Sri Lanka and Indonesia).8 
 
The problem of long working hours is widespread and well-documented in low wage 
countries. In the study on mobile phone factories conducted by Fair Trade Center and 
SwedWatch it was found that working hours exceeded legal limits at all six factories 
investigated. Many workers were forced to work seven day weeks and up to 14 hours per 
day.9 H&M’s own audits at suppliers showed that 187 of 300 inspected factories broke the 
rules on overtime10 and the Fair Wear Foundation’s audits showed that nine out of ten 
factories failed to live up to their demands on working hours.11 Yet another study carried 
out by the Department of Labor and Social Security of Guangdong Province showed that 
85 per cent of migrant workers in the province worked 10 to 14 hours per day and that 
almost half of these did not have a day off during the week. Moreover, most of them did 
not receive any remuneration for overtime.12 
  
But why do the workers who manufacture our products work so much? And is this really a 
problem? Discussions between companies and organisations concerning this question can 
seem absurd. Both parties, however, often claim that they know what workers want, 
despite the fact that they seldom ask workers directly. Nevertheless, there have been 
several studies that show workers’ own explanations for the long working hours. 
 
Verité, a charitable organisation that among other things works with factory inspections, 
carried out a survey into the reasons for overtime from the perspective of workers and 
factory managements in China. Altogether Verité interviewed 768 workers and 44 
representatives from factory managements at 41 factories involved in the export industry. 
The study shows that the main reason for workers wanting to work overtime is that they 
feel the need to earn more money. 53 per cent of those who were interviewed cited this 
as the main reason for working overtime. 73 per cent stated that income from overtime 
was either important, very important or crucial for their livelihood. But 78 per cent of 

                                                
8
 Labour Behind the Label, Let’s Clean Up Fashion - The state of pay behind the UK high street (2006), p. 12 

9
 MakeITfair, Silenced to Deliver: Mobile phone manufacturing in China and the Philippines (2008), 

www.fairtradecenter.se/sites/default/files/Mobile%20Phone%20ReportFINAL0924.pdf  
10

 H&M CSR Results Report 2007 www.hm.com/static/csrreports/2007/pdf/Performance.pdf  
11

 Fair Wear Foundation’s Annual Report 2006 
www.fairwear.nl/imagesprocent20site/File/Bibliotheek/Foldersprocent20enprocent20jaarverslagen/jaarverslag-
fwf-2006-EN.pdf  
12

 China Daily (2003) Companies urged to allow trade unions, 14 August 2003 
www2.chinadaily.com.cn/en/doc/2003-08/14/content_254678.htm  

http://www.fairtradecenter.se/sites/default/files/Mobile%20Phone%20ReportFINAL0924.pdf
http://www.hm.com/static/csrreports/2007/pdf/Performance.pdf
http://www.fairwear.nl/imagesprocent20site/File/Bibliotheek/Foldersprocent20enprocent20jaarverslagen/jaarverslag-fwf-2006-EN.pdf
http://www.fairwear.nl/imagesprocent20site/File/Bibliotheek/Foldersprocent20enprocent20jaarverslagen/jaarverslag-fwf-2006-EN.pdf
http://www2.chinadaily.com.cn/en/doc/2003-08/14/content_254678.htm
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those who said that they worked overtime to earn more money preferred not to work 
more than 20 hours per week on top of their normal working hours.  
 
That said it is interesting to see that more than a third (36 per cent) of workers stated that 
they worked overtime because the factory expected them to and another 5 per cent said 
that they did so to be able to reach their quota or avoid reprisals.13 The study also showed 
that workers say that they do not want to work more than 60 hours per week (this is the 
maximum in most codes of conduct).  
 

                                                
13

 Verité Research Paper, Excessive Overtime in Chinese Supplier Factories - Causes, Impacts, and 
Recommendations for Action (2004) 
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Factory audits – just part of the solution 
It is worth thinking further about audits since they are often a central part of a company’s 
CSR work. Audits are obviously not a goal in themselves; rather the goal is to attain better 
working conditions, such as reduced working hours and increased wages. Audits can, if 
done correctly, identify problems, but they do not solve them. However, audits have 
become a mass industry with a turnover of millions euros per year, and companies spend 
roughly 80 per cent of their budgets for working conditions in the supply chain on 
auditing.

14
 This certainly legitimises the question about the effect that audits have.  

 
It might seem obvious that identifying a problem is not the same thing as solving it. But 
Fair Trade Center has, among other things, spoken with an independent consultant who 
performs audits of a large European company’s Chinese supply factories. She explained 
that as long as there is no child labour, or some other kind of serious violation, nothing 
was done with the reports that she produced for them. The “minor” problems that she 
identified, such as remuneration for overtime, were not regarded as worth acting upon. 
 

Tuna triggered thoughts  
In 2007 Fair Trade Center investigated working conditions at three factories in Thailand 
that were producing canned tuna destined for the Swedish market. Production of canned 
tuna is labour intensive and there are many migrant workers, primarily from Burma, 
working at these factories in Thailand. Together with a local trade union, interviews were 
conducted with workers at the three canning factories. The interviews showed that the 
low wages forced workers at all factories to work ten hours or more per day, six days a 
week. At two of the factories there was compulsory overtime and the management had 
different ways of punishing those who did not want to work overtime. At two of the 
factories migrant workers had paid intermediaries to get jobs.  
 
One of the three factories stood out as being much worse than the other two investigated 
in the study. At this factory, workers spoke of verbal and physical abuse, prohibition of 
going to the toilet more than once per day and various types of punishment. Nine of the 
ten workers interviewed at the factory explained that they were forced to work overtime, 
eight reported incidents of verbal abuse and five said that they had been subjected to 
violence by their supervisors. One of the respondents was 16 years old and had been 
working at the factory for two years.  
 
At first we thought that we had identified an industry that had not yet come under 
companies’ attention regarding working conditions, but it soon became clear that those 
factories we investigated had already been inspected by a number of large international 
buyers. Nevertheless it seemed that the abuses were unknown. The large Swedish 
retailers were very open with information and we were even able to gain access to the 
protocols written by well-known international audit firms. The protocols showed nothing 
more than the fact that overtime was too high. The general understanding was that the 
factories could have obtained SA8000 certification15 had it not been for the high level of 
overtime. 
 
When we published our report most of the Swedish buyers reacted. One of the 
companies, ICA, travelled to Thailand to visit the factories, visited local trade unions that 
we had cooperated with and managed to organise a meeting with the involved parties at 
the factory that had most problems. After this the company followed up with questions to 
all concerned. Shortly afterwards we also received reports that the situation at the 

                                                
14

 Ethical Trading Initiative, Getting smarter at auditing: Tackling the growing crisis in ethical trade auditing 
(2006), www.eti2.org.uk/Z/lib/2006/11/smart-audit/eti-smarter-auditing-2006.pdf  
15

 SocialAccountability 8000 (SA8000) is a standard that builds on conventions on human rights, children’s rights 
and labour rights. Those factories that meet the standards are able to market themselves as SA8000 factories. 
Standards are verified by audit firms all over the world. For more information see www.sa-intl.org. 

http://www.eti2.org.uk/Z/lib/2006/11/smart-audit/eti-smarter-auditing-2006.pdf
http://www.sa-intl.org/
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factories had improved. It was primarily the supervisors who had started to treat the 
employees better. We regarded this as an ideal solution to the problems. The buyer had 
started to speak directly to the local trade union, there had been face-to-face discussions 
and improvements were already being seen.  
 
Fair Trade Center stayed in touch with the local trade union, which kept us informed 
about developments. Unfortunately, only six months after the reported improvements, 
the situation had worsened again in certain departments.  
 
This is an example of a situation where conventional methods of auditing suppliers have 
missed major offences against employees and companies have failed to solve them 
despite the fact that they have identified the problems and acted on them.  
 

Audits bring certain problems to light, but seldom solve them 
Fair Trade Center was certainly not alone in identifying these problems. In 2005, two years 
before the tuna report was published, another study, Looking for a quick fix16, was 
published by the Clean Clothes Campaign. The study showed that audits systematically 
missed problems such as suppression of trade unions and discrimination. One of the 
conclusions of this study was that the audits needed to be complemented with other 
methods, such as training of employees at the supplier, complaints mechanisms and 
different purchasing practices. A year later, in 2006, the Ethical Trading Initiative (ETI) 
published a study entitled The ETI code of labour practice: Do the workers really benefit?.17 
The study investigated the effect that codes of conduct have had. It is probably the most 
comprehensive study that has been performed on the success of companies’ 
implementations of codes of conduct. The study was commissioned by the ETI and was 
carried out over a period of three years by the Institute for Development Studies at the 
University of Sussex. The study is based on 418 interviews conducted with workers at 23 
factories that produced goods such as shoes and clothes in India, Vietnam, South Africa 
and the UK.  
 
The ETI was able to conclude that the work with codes of conduct and audits had resulted 
in some positive changes, primarily as regards the following:  

¶ Health and safety 

¶ Child labour 

¶ Payment of legal minimum wages 

¶ Working hours 
 
However, there were only few positive results for the following: 

¶ Freedom of association 

¶ Discrimination 

¶ Permanent employment  

¶ Poor treatment of employees 

¶ Living wages (wages that cover basic living costs) 
 
The ETI also concluded that several groups did not benefit from the improvements to the 
same extent as permanent employees. These included seasonal workers and temporary 
employees, migrant workers, workers hired through third party contractors (’contract 
workers’) and homeworkers.  
 

                                                
16

 Clean Clothes Campaign, Looking for a quick fix - How weak social auditing is keeping workers in sweatshops 
(2005), http://www.cleanclothes.org/ftp/05-quick_fix.pdf  
17

 The full report can be downloaded from: www.ethicaltrade.org/Z/lib/2006/09/impact-report/index.shtml  

http://www.cleanclothes.org/ftp/05-quick_fix.pdf
http://www.ethicaltrade.org/Z/lib/2006/09/impact-report/index.shtml
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Advice for factory audits 
Nowadays audits are often needed to identify problems and follow up on improvement 
plans. If audits are performed correctly they can be an important part of the work on 
increasing wages and reducing working hours. But there is a big difference between the 
various kinds of audits. Poor audits can even result in a deterioration of the situation.  
 
There is a lot of experience from audits and detailed instructions are available. Apart from 
the aforementioned ETI workbook one can also refer to the Fair Wear Foundation’s Audit 
Manual for advice. The latter can be downloaded from the organisation’s homepage.

18
 

Fair Trade Center has put together a number of points that can help companies with 
factory audits. The recommendations are based on our own experiences, comments we 
have received from companies, unions and organisations, as well as two reports: Getting 
smarter at auditing - tackling the growing crisis in ethical trade auditing and Beyond 
Monitoring: A New Vision for Sustainable Supply Chains.19  
 

Choose the right auditor 
The first question that companies face is deciding who will perform the factory audit. The 
advantage of having someone from within the company is partly that the company itself 
can gain a deeper understanding about the situation at the supplier and partly that this 
person can also have more of a direct dialogue with the supplier concerning their 
relationship. 
 
Companies often explain to Fair Trade Center that it is difficult to control employment 
contracts, working hours and wages at suppliers since they do not speak the local 
language. It is therefore crucial to have a local employee from within the company, or 
even a specially recruited local member of staff involved in the factory audit.  
 
For a company that has just begun the process it would be an obvious choice to choose an 
external auditor. However, it has come to light that the standard of the audits they 
perform can vary greatly. Moreover, it is difficult for a third party auditor to discuss and 
negotiate improvements during an audit. If a company chooses a third party auditor it is a 
good idea to accompany them. This also provides companies with a better understanding 
of whether the audit is being performed correctly. 
 
If the company chooses to use external auditors, they should be actively involved in the 
choice of auditor. It is not enough to simply choose a well-known audit firm. One must 
also choose the individual to carry out the audit, to ensure that they have the right level of 
competence and that they share the company’s attitude to audits. It can even mean that 
the company itself needs to ensure that the external auditor receives the right kind of 
training. When the clothing company Levi’s uses external auditors, the latter are first 
required to go through training provided by Levi’s to ensure that the audit will be 
performed correctly. 
 

Involve workers in the audit 
Those who understand the working conditions at the factory best are the workers. Hence, 
it cannot be stressed enough how important it is for them to be involved in the audit. This 
can, for example, be done by means of interviews with workers and local or factory trade 
unions. There can also be other organisations that have good contact with workers at the 
factory and can thus be a valuable source of information. As regards interviews with 

                                                
18

 Fair Wear Foundations Audit Manual is available on their homepage 
www.fairwear.nl/images%20site/File/Bibliotheek/Voor%20bedrijven/FWF-Auditmanual-EN.pdf   
19

 Ethical Trading Initiative, Getting smarter at auditing, Tackling the growing crisis in ethical trade auditing, 
Report from ETI members’ meeting (2006) www.ethicaltrade.org/Z/lib/2006/11/smart-audit/index.shtml and 
Beyond Monitoring: A New Vision for Sustainable Supply Chains (2007), Business for Social Responsibility 
www.bsr.org/reports/BSR_Beyond-Monitoring-Report.pdf  

http://www.fairwear.nl/images%20site/File/Bibliotheek/Voor%20bedrijven/FWF-Auditmanual-EN.pdf
http://www.ethicaltrade.org/Z/lib/2006/11/smart-audit/index.shtml
http://www.bsr.org/reports/BSR_Beyond-Monitoring-Report.pdf
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workers, it is very important that those being interviewed do not risk being punished for 
those problems that they raise or describe. Some guidelines for interviewing workers can 
be found in the FWF audit manual mentioned above.  
 

Encourage honesty and dialogue 
When making initial contact with the supplier, the company should make it clear to the 
supplier that the goal is to find solutions to any problems identified together. Audits are 
not something that suppliers pass or fail, but rather their purpose is to find solutions to 
problems and they involve a continuous improvement process. The attitude that the 
supplier should “pass” the audit, or be dropped, has resulted in a broad system with 
endemic cheating and in certain cases has therefore led to a deterioration of conditions 
for the workers.  
 

Ask the right questions 
There is a great risk that the factory managements respond to questions about working 
conditions with what they think are the correct answers. Companies should therefore 
explain that it is not a matter of simply giving the “right” answers. It is better to allow 
suppliers to describe their working processes and routines. Instead of asking whether they 
have accident insurance, ask what kinds of insurance they have to get an understanding of 
how well they are acquainted with the local legal requirements. Certain other questions 
can give an idea of the general situation at the factory. For example, by asking suppliers 
about their labour turnover one can get an idea of employee satisfaction. The answer to 
such a question does, however, need to be interpreted in light of the specific sector being 
investigated. Agriculture, for example, is very seasonal and has a labour turnover that is 
naturally high. In such cases it can be more relevant to ask about the working conditions 
for seasonal workers to be able to compare these with permanent employees’ conditions 
and legal requirements.  
 

Conduct fewer audits of better quality 
Poor and superficial audits encourage cheating. By conducting fewer audits that are more 
thorough companies also have more resources to follow up on individual audits. In such 
cases it is also important to focus on those suppliers with most problems or where the risk 
for violations of workers’ rights is greatest. Companies often wonder how far down the 
supply chain they should go with inspections. A simple answer to that question is to focus 
on those parts of the supply chain with most problems. When Fair Trade Center and 
SwedWatch conducted research into the production of surgical instruments it became 
clear that the greatest problems were at the sub-contractors used by the factories. In this 
kind of a situation it is most important for the company to inspect the relevant sub-
contractors.  
 

Effective improvement plans  
Without improvement plans that the supplier understands and supports there will be no 
improvements. Such plans must of course look at the reasons behind the problems and 
not simply state the fact that they need to be solved. One way of getting the supplier to 
be more involved is to ask them to draw up the improvement plan and explain how they 
feel they can resolve certain problems. The same applies to workers at the factory. 
However, we have seldom come across cases of factory workers having been informed of 
improvement plans or having been involved in shaping them despite the fact that this 
should be a central part of the improvement work. Companies should therefore ensure 
that workers are involved in creating the improvement plans, or at least that they have 
been informed of their existence. This can be achieved by getting trade unions to give 
their opinion on improvement plans, or in cases where there are no trade unions, getting 
the health and safety committee to have a look.  
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Coordinate audits, share audit reports and work together on 
improvement plans 
Many factories are audited several times per year and thereby also receive different 
improvement plans. This takes time and wastes both buyers’ and factories’ resources. 
Companies could work together on factory audits, or at least share audit protocols and 
cooperate on improvement plans. There are several initiatives for sharing audits. Two 
examples are Fair Factories Clearinghouse

20
 and Sedex, Supplier Ethical Data Exchange

21
.  

 

Cooperate with local actors 
Companies should work with authorities, local trade unions and relevant NGOs during 
audits as far as possible. Cooperation with local trade unions and individual organisations 
greatly increases the chances of identifying problems and also makes it easier to solve 
problems locally. Apart from this it strengthens local organisations and involves them in 
discussions. Moreover, their work is made easier since they are able to obtain trade 
information and they have the opportunity to meet important contacts.  
  
The need and possibility of working together with local authorities and public auditors is 
something that is seldom investigated by companies during audits. In Brazil, for example, 
local auditors of coffee plantations have helped bring about major improvements at the 
plantations. However, the large coffee buyers have chosen to work with their own 
auditors and certifications instead of cooperating with authorities that could strengthen 
the local capacity.22 
 
Apart from these different pieces of advice, it can be worth mentioning the key elements 
of successful work with audits that have been identified in the aforementioned report The 
ETI code of labour practice: Do the workers really benefit?

23
: 

1. Inform the whole company about the work – those companies at which everyone 
had been informed about ethical procurement work and people shared the 
responsibility of reaching set goals were more successful.  

2. Critical mass and shared goals – when buyers at a factory placed the same demands, 
worked in a similar way and bought a large proportion of the factory’s production 
together it was easier to get factory managements to listen. 

3. Opportunities for workers to raise issues – at those companies where employees 
were involved in work on guaranteeing good working conditions, either by means of 
interviews or by making sure that there were good channels of communication at the 
factory (e.g. a trade union or a well-functioning health and safety committee) 
problems were identified and resolved more quickly.  

4. Local staff perform audits and follow-ups – companies that used local staff for audits 
often received a more correct picture of the situations at factories.  

5. Provide feedback from audits – buyers who strove to provide the factories with 
feedback from audits and discussed the results with factory managements were 
more successful. 

6. Financial incentives – buyers that rewarded improvements at suppliers with more 
orders and long-term business relationships were more successful.  

7. Purchasing power – those buyers who bought a larger proportion of their suppliers’ 
production found it easier to accomplish change.  

                                                
20

 Fair Factories Clearinghouse www.fairfactories.org  
21

 Sedex, Supplier Ethical Data Exchange www.sedex.org.uk  
22

 ”SwedWatch, Kaffe från Brasilien - en bitter smak av orättvisa” - (2005), Swedwatch’s report on coffee from 
Brazil 
http://www.swedwatch.org/swedwatch/content/download/324/1656/file/Kafferapport%20051117%20ny.pdf  
23

 The full report can be downloaded from: www.ethicaltrade.org/Z/lib/2006/09/impact-report/index.shtml  

http://www.fairfactories.org/
http://www.sedex.org.uk/
http://www.swedwatch.org/swedwatch/content/download/324/1656/file/Kafferapport%20051117%20ny.pdf
http://www.ethicaltrade.org/Z/lib/2006/09/impact-report/index.shtml
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Reduce overtime and increase wages 
Good audits and effective improvement plans can form an important part of bringing 
about change to working conditions in the supply chain. Nevertheless, the results we are 
aiming for have still not been achieved, especially as regards the main problems identified 
by companies and organisations – working hours and wages. 
 
It can sound naive and trivial, but the solution to the problem of excessive working hours 
and low wages is to increase wages and reduce working hours. Nevertheless, companies 
are often so busy with the documentation of inspections and various CSR programmes 
that they lose sight of the goal along the way. Yet the most important gauge for success 
should be the quality of life for workers at the factories, not the number of factories 
audited.  
 
There now follows a description of some ways of getting closer to the goal, i.e. good 
working conditions. The focus in the examples cited below is on how wages can be 
increased and how working hours can be reduced. That said most of these measures 
affect several other problems that may exist.  
 

Promote suppliers with good labo ur relations  

We have seen that there are problems with audits and that it is not always easy to resolve 
the labour violations that are actually identified. It is obvious that the European buyers 
have difficulties in keeping check of the actual working conditions at factories in Asia. 
Many of the problems should in fact be solved locally in the countries of production and 
free trade unions are the best and most legitimate actor to regulate working conditions 
locally. As regards problems concerning wages and working hours it is in fact only 
collective bargaining that can improve the situation in many places.  
 
Knowing how important the role of trade unions is, the absolute minimum that a company 
should do is to clearly and simply provide information about its view on the freedom of 
association and the right to collective bargaining. This can, for example, be done in its 
code of conduct. Nevertheless, far from all companies have done so in their codes thus 
far, and many do not even name the right to collective bargaining despite the fact that this 
is one of the ILO’s core conventions.  
 
Even fewer companies have signed a so called global framework agreement. A global 
framework agreement is a contract between trade unions and companies that can define 
the minimum standards for working conditions in the company’s supply chain. The 
contract should be signed by a company and the trade union that represents workers 
within that sector, as for example the International Textile, Garment and Leather Workers 
Federation for clothes and shoes.24 
 
Instead companies that work with CSR often talk about stakeholder dialogue. 
Interestingly, however, those manufacturing the company’s products, or those 
organisations in the country of production that represent the workers, are seldom 
regarded as stakeholders. For example, Astra Zeneca does not include its suppliers on its 
list of stakeholders.25 It is seen to be more important for companies, whose goods, or 
components for products, are manufactured in so called low wage countries, to hold a 
dialogue with organisations in the North.  

                                                
24

 The first global framework agreement for textile workers was drawn up in 2007 between the ITGLWF and the 
Spanish company Inditex, which owns Zara among other companies. Further examples of global framework 
agreements within other sectors can be found on the Global Union’s homepage: www.global-
unions.org/spip.php?article241&var_recherche=framework  
25

 See Astra Zeneca’s homepage for information about the company’s interested parties: 
www.astrazeneca.se/VartAnsvar/Intressentdialog-881392.aspx?mid=171  

http://www.global-unions.org/spip.php?article241&var_recherche=framework
http://www.global-unions.org/spip.php?article241&var_recherche=framework
http://www.astrazeneca.se/VartAnsvar/Intressentdialog-881392.aspx?mid=171
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However, there are a number of cases in which companies actively try to find ways of 
working with unions, as for example the garment manufacturer GAP. In those countries 
where GAP has a lot of suppliers they have arranged meetings between suppliers and local 
trade unions, first on a regional level and then on a national level. During the meetings, 
trade unions and factory managements get the chance to sit down together and talk 
about the problems that exist within the region or the country. In this way GAP tries to 
promote better relations between employers and unions.  
 
Another example is the clothing company Russell Athletic, which previously had problems 
with its supplier factory Jerzees Choloma in Honduras where unionised workers were fired 
in 2007. Together with the local trade unions, Russell Athletic managed to get the factory 
to reemploy the unionised workers that had been laid off and they also obtained 
monetary compensation for the time that they had been out of work. Following this, 
Russell Athletic decided to go out with a message to all employees at factories that 
manufactured their goods, in which the company certified that they shall ensure that a 
worker’s freedom of association is respected. Companies should implement more such 
“freedom of association guarantees” and they should then publicise these to the workers 
who manufacture their goods.26 
 
An important stage in the development would be that companies included the freedom of 
association in their purchasing strategies. Several companies are now talking about 
introducing so called balanced score cards where working conditions at suppliers are 
taken into account (e.g. looking at the factory’s latest score during the audit of the code of 
conduct). Balanced score cards are already used by several companies today to help weigh 
in factors such as quality and delivery times with prices when they make decisions about 
which supplier to choose. In such a score card, the supplier’s commitment to respecting 
the freedom of association should certainly be of great importance. Even if companies do 
not develop such a system they could still decide to place more orders at factories with 
trade unions, have longer and more stable relations with these factories and even put a 
premium on the unit price they pay at factories with collective agreements.  
 
However, in certain countries and regions free trade unions are forbidden, and in others 
they are either entirely absent or opposed. Many factories that manufacture for export lie 
in free trade zones where the freedom of association is limited. When production is 
located in such areas there is a greater burden of responsibility on the buyer to ensure 
that those working for the company’s suppliers have the opportunity to make their voices 
heard without being subjected to reprisals. An important part of such a process is to 
inform workers of the rights they actually do have according to the law in the respective 
region. A large number of companies have already held trainings for factory workers in 
China with multi-stakeholder initiatives and independent organisations. One example of 
such a project is the ETI’s project in China, Code Implementation in China. Several 
companies are involved in the project, including Asda, Debenhams, Marks & Spencer, 
Next, and Tesco, as well as organisations and the international trade union movement. 
The purpose of the project is to teach workers about their rights, as well as health and 
safety. More detailed information about the project can be found on the ETI’s 
homepage.

27
  

 
Another option in countries where the freedom of association is limited is to establish 
complaints mechanisms through which workers at suppliers can raise problems. On the 
Clean Clothes Campaign’s homepage one can read more about complaints mechanisms 
and how these work in practise.

28
 At present there are not many good examples of 

                                                
26

 Play Fair 2008, Clearing the Hurdles: Steps to Improving Wages and Working Conditions in the Global 
Sportswear Industry (2008) www.playfair2008.org/docs/Clearing_the_Hurdles.pdf 
27

 ETI’s project, Code Implementation in China www.ethicaltrade.org/Z/actvts/exproj/china/index.shtml  
28

 Clean Clothes Campaign, Complaint Mechanisms Explained, Newsletter 19 July 2005 
http://www.cleanclothes.org/news/newsletter19-09.htm  

http://www.playfair2008.org/docs/Clearing_the_Hurdles.pdf
http://www.ethicaltrade.org/Z/actvts/exproj/china/index.shtml
http://www.cleanclothes.org/news/newsletter19-09.htm
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companies that have managed to introduce well-functioning complaints mechanisms. 
Some companies have worked with “worker hotlines” in industrial areas in China, and the 
Fair Wear Foundation seeks to have operating complaints mechanisms in all the member 
companies’ production countries.29  
 

Calculate living wages  

There has been an ongoing debate about living wages. A living wage is a wage that covers 
the costs for food, housing, clothing, medical care, education as well as some savings. 
Many companies have objected to this concept since there has been no exact definition of 
what a living wage is. This is indeed the case – there are many different definitions and not 
one of them is perfect. Some examples are given in the table below. However, the fact 
that there is no clear-cut definition is a poor excuse for not increasing wages at all. 
Moreover, the discussion about definitions is rather trifling when it is so obvious that the 
minimum wage does not even cover a worker’s most basic needs in many production 
countries. The debate needs to move away from finding an exact living wage to how 
wages can be increased in general to decent levels.  
 
This way of thinking has been adopted in the Jo-In project in Turkey.

30
 Jo-In was a 

cooperation project between several multi-party initiatives in Turkey, including the Fair 
Labor Association, the Fair Wear Foundation and the Workers’ Rights Consortium, in 
which organisations together tried to find the best ways of achieving results at factories. 
Instead of defining an exact limit for the living wage, the cooperating organisations 
developed a wage ladder for the region.31 In this they included a poverty line, a minimum 
wage, customary wages in the sector, as well as best practice examples of collective 
contracts and living wages. By creating this wage ladder, buyers and factories could put 
their workers’ wages into context to then be able to encourage factories to increase their 
wages.  
 
Apart from the problem of defining exactly what a living wage is, companies often refer to 
the practical problems of working for increased wages at their suppliers. The one named 
most frequently is that they are just one of many buyers at the factory and that they 
therefore cannot influence the general wage levels at the factory. That companies are 
often small buyers obviously reduces their power of influence, but there is nothing to stop 
them raising the issue of wages in discussions with factory managements. Most of all this 
highlights the need to work together with other buyers.  
 

Fact sheet: living wages
32

 

Nowadays several companies already take living wages into account when it comes to production. One 
company that has received a lot of publicity on this in Sweden is the clothing company Dem Collective. Their 
policy states the following: 
 
”A living wage enables an employee working full time to eat three meals per day, pay for housing and 
electricity, school fees for children, medical care, transport to and from work, as well as save some money 
each month. Nowadays all employees have their own savings account.”

33
 

 

                                                
29

 Information on Complaints procedure available on the Fair Wear Foundation’s homepage 
www.fairwear.nl/index.php?p=44  
30

 The Jo-In project’s homepage has excellent resources for companies with suppliers in Turkey 
 www.jo-in.org/english/index.html  
31

 For more information, see the Jo-In Explanatory Note on the Treatment of the Living Wage Common Code 
Element during the Jo-In Pilot Project in Turkey’s Garment Industry www.jo-in.org/pub/docs/Jo-In-
%20Explanatory%20Note%20for%20Living%20Wages.pdf  
32

 The information used in the table is mainly taken from Labour Behind the Label, Let’s Clean Up Fashion - The 
state of pay behind the UK high street, (2006) p. 14 
33

 Taken from Dem Collective’s policy for good working conditions, www.demcollective.com  

http://www.fairwear.nl/index.php?p=44
http://www.jo-in.org/english/index.html
http://www.jo-in.org/pub/docs/Jo-In-%20Explanatory%20Note%20for%20Living%20Wages.pdf
http://www.jo-in.org/pub/docs/Jo-In-%20Explanatory%20Note%20for%20Living%20Wages.pdf
http://www.demcollective.com/
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In practical terms, Dem Collective’s living wage has been calculated by the owners and the workers at the 
factory in Sri Lanka, by looking at workers’ living costs. Dem Collective’s living wage was three times as high as 
the minimum wage in Sri Lanka. The special thing with this case is that Dem Collective actually owned the 
production unit and they therefore did not need to bargain with a supplier when the wages were to be 
increased.  
 
The ETI has a similar approach as they have also included living wages in their code of conduct. In one 
explanation about how their member companies should decide what a living wage is they write: 
 
”Companies should consult widely with the local population to then negotiate the exact level with 
representatives for the workers in a way that is in line with the ILO’s conventions 87 and 98on the freedom of 
association and collective bargaining.” 
 
In situations where the ability to negotiate is weak among the local workforce due to the absence of trade 
unions or because there is a large surplus of workers, more responsibility lies with the company to determine 
an acceptable living wage by means of studies and consultations.”

34
 

 
There have also been several attempts to determine what a living wage is in a more systematic way that can 
be applied to several countries. In 1998 a Living Wage Summit was held at the University of California in which 
one used a formula known as the full market basket approach. The formula takes into account the average 
number of family members and adult wage earners per family in a region, and also integrates the costs 
included in our definition. The formula assumes that the total required is to be met from adult take-home pay, 
after deductions but before overtime. 35  
 
(Average household size x Cost of basic needs per person) / (Average number of adult earners per household) 
+ savings (10% of income) 
 
Social Accountability International which is the organisation behind the SA8000 global social accountability 
standard of factories uses an ‘extrapolated market basket approach’. This begins from the amount of money 
that is needed to feed the family if there are two wage earners. This figure is divided by the fraction of total 
average household expenditure that is spent on food in the locality, to give the total household expenditure 
the family will need. Savings are then added on.  
 
Half average household size x Cost of food per person x ((total expenditure)/(expenditure on food)) + savings 
 
However, this method of calculation can be misleading in areas with large differences in income and Social 
Accountability International stresses that this method does not exclude or replace consultations with workers 
about suitable wage levels.36 
 
The Greater London Authority calculates a living wage in London to be £7.05 per hour. The authorities have 
arrived at this figure by using two different methods of calculation: one which starts from a basic needs basket 
approach, and one from an "income distribution" approach, which sets the relative poverty threshold at 60% 
of median earnings. These two formulae give results of £6.00 and £6.30 respectively, and when 15% 
discretionary income is added, this yields an average value of £7.05 per hour.  
 
One way of calculating a living wage in any country would be to apply a purchasing power parity index (PPP). 
PPP adjusts amounts based on the relative cost of living in different countries, which means that we can 
calculate what the equivalent of a £7.05 living wage is in different countries. Adjusted for the cost of living, 
£7.05 per hour is £1.45 in Bangladesh, £1.53 in China, £1.10 in Cambodia, and £1.14 in Lesotho.

37
 

 

                                                
34

 Steele, D., Ethical Trading Initiative, The Living Wage Clause in the ETI Base Code - How to implement it (2000) 
www.ethicaltrade.org/Z/lib/2000/06/livwage/index.shtml  
35

 Labour Behind the Label (2000): Wearing Thin: the state of pay in the fashion industry; GLA (2006) and A Fairer 
London: The Living Wage in London. PPP data from the World Bank based on figures from 2002. 
36

 Ibid. 
37

 Ibid. 

http://www.ethicaltrade.org/Z/lib/2000/06/livwage/index.shtml
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In the Asian Floor Wage Campaign union leaders and labour activists in Asia have came together to explore a 
union-based Asian strategy for wages in the global garment industry. The idea is to develop a minimum wage 
for garment workers all over Asia to stop companies moving between countries to keep wages down. On the 
campaign’s homepage there are several examples of how to calculate a reasonable wage for different Asian 
countries. See www.asiafloorwage.org.  

 

Promote suppliers who pay good wages 

There are of course many factories that already pay decent wages.38 Therefore companies 
can start to promote those suppliers that pay better wages by placing more of their orders 
at these suppliers, having longer contracts with them and/or paying them a premium. 
Companies can also show their suppliers that there are gains to be made from increasing 
wages. Labour turnovers are reduced thereby reducing costs of training new workers and 
increasing the quality of work carried out. But buyers then also need to be prepared to 
keep the factory as their supplier after improvements have been made.   
 
Most companies’ codes of conducts only stipulate that a minimum legal wage should be 
paid. However, there is certainly room for improvement when it comes to following up on 
this. If wages are, for example, paid on a piece rate it needs to be checked that it is 
possible to reach the minimum wage during normal working hours. Moreover, it should be 
ensured that workers have the opportunity to reach statutory levels throughout the year, 
including periods with fewer orders.  
 
One important stage in increasing wages is for factories to pay the legal compensation for 
overtime. For many workers overtime means that they have the opportunity to live off the 
income from their job. Approximately 40 per cent of the workers interviewed in Verité’s 
study quoted above said that they did not know what the statutory compensation for 
overtime was and that they did not know whether wages were paid accordingly.39 During 
the audits carried out by the Fair Wear Foundation during 2006 it emerged that none of 
the factories inspected in China paid the correct compensation for overtime.40  
 
Even if it is not directly linked to wages, insurances paid by the employer are an important 
part of covering living costs. It is therefore of utmost importance to make sure that 
insurances are paid by factories. A recurring problem that Fair Trade Center and 
SwedWatch, have come across is that factories have not paid the required insurances. In 
China, for example, this concerns social insurance (pension), sickness and accident 
insurance, disability insurance and maternal insurance.

41
  

 

Building capacity in the supply chain: Supplier training  

Building capacity in the supply chain is highlighted as an important stage in improving 
working conditions in the supply chain in The ETI code of labour practice: Do the workers 
really benefit?, for example. If the factory is lacking knowledge or interest in improving the 
situation for their employees most attempts to change the situation will fail. It may sound 
expensive and complicated to build supply chain capacity, but it can often be simpler and 
cheaper than carrying out a factory audit. 

                                                
38

 In many low wage countries there is a lack of qualified workers. Workers that have a special skill can therefore 
often get quite good wages. In other factories collective bargaining agreements have raised wage levels. 
39

 Chinese legislation stipulates that overtime should be paid at a rate of 150 per cent of the normal hourly wage 
on normal working days, and 200 per cent of normal hourly wage on work on days off and 300 per cent of 
normal hourly wages on public holidays. 
40

 Fair Wear Foundation’s Annual Report 2006 
www.fairwear.nl/imagesprocent20site/File/Bibliotheek/Foldersprocent20enprocent20jaarverslagen/jaarverslag-
fwf-2006-EN.pdf  
41

 Clearing the Hurdles: Steps to Improving Wages and Working Conditions in the Global Sportswear Industry. 
Play Fair (2008) www.playfair2008.org/docs/Clearing_the_Hurdles.pdf  

http://www.asiafloorwage.org/
http://www.fairwear.nl/imagesprocent20site/File/Bibliotheek/Foldersprocent20enprocent20jaarverslagen/jaarverslag-fwf-2006-EN.pdf
http://www.fairwear.nl/imagesprocent20site/File/Bibliotheek/Foldersprocent20enprocent20jaarverslagen/jaarverslag-fwf-2006-EN.pdf
http://www.playfair2008.org/docs/Clearing_the_Hurdles.pdf
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Certain factory auditors are already working with strengthening suppliers’ knowledge 
about working conditions. During factory audits they spend a lot of time talking to 
management, explaining relevant legislation and providing advice about how the factory 
can work with different improvement programmes.  
 
If a company instead wishes to conduct a regular training for its supplier it can be a good 
idea to bring together several of them from the region at the same time. Such training 
should preferably be conducted in the local language so that people with all kinds of 
different roles at the factory can participate and be involved in the discussion. Questions 
that should be raised at such a training programme are relevant legislation, employment 
contracts, insurances, how buyers and factories can work together, as well as examples of 
how other factories have worked with these questions.  
 
Another aim of providing such training is to show that buyers want to work together with 
factories regarding these questions. By bringing together several suppliers, buyers also 
show that suppliers are not alone in their work and this can give them a chance to 
exchange experiences.  
 
A large part of the training is to show suppliers that the code of conduct is often only 
about following the law. 42 Specific examples can also show that factories can make gains 
in quality, productivity and profit margins by improving working conditions. However, it 
must be underlined that certain improvements will actually cost, as for example correctly 
remunerating workers for overtime.  
 
The Ethical Trading Initiative in Norway has conducted supplier training programmes in 
countries such as Vietnam with some member companies. The result of one of the training 
sessions held was that suppliers could openly discuss factors that led to overtime. Details 
of this discussion are described below. 
 
Factors caused by buyers 

¶ Short lead times 

¶ Penalties for delays (the factory needed to pay for air freighting in case of delays) 

¶ Too many orders at the same time during high season 

¶ Buyers give delayed responses on production samples 

¶ Unclear guidelines concerning quality 
 
Factors caused by factories themselves 

¶ Orders exceed factory’s capacity 

¶ Too few employees 

¶ Poor overview of production and planning 
 
Factors caused by suppliers of materials and sub-contractors 

¶ Delays in delivery of materials 

¶ Power cuts 
 

                                                
42

 Those interested in legislation from different countries can easily find this using the ILO’s database Natlex, 
which is available free of charge on their homepage: http://natlex.ilo.org  

http://natlex.ilo.org/
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Training in efficiency, human resources management and 
communication  

Here follows a description of a more detailed measure to strengthen a supplier’s capacity 
to improve working conditions. The example is taken from a project about working hours 
in China.43  
 
In 2001, eleven brands and retailers (henceforth referred to as companies) got together in 
a project that was led by a consultant firm called Impactt.

 44
 The purpose was to see 

whether working hours could be reduced in the Chinese factories that were found in the 
companies’ supply chains whilst enabling workers to keep their total wages, including 
overtime and production bonuses. Impactt’s overtime project involved eleven companies, 
equally as many factories in China, as well as local organisations, over a period of three 
years. During this time Impactt and the companies tested whether improvements in 
productivity, human resources management and internal communication could gradually 
reduce working hours whilst maintaining wage levels. These tests were conducted at 
factories that manufactured very different kinds of goods, including clothing and shoes.  
 
Like in many other export countries in Asia, overtime in China often exceeds the country’s 
legal maximum. When the project began, Impactt concluded that levels of overtime at the 
factories were very high. Employees often worked 12-13 hours per day, seven days a 
week. The main reason for workers agreeing to this overtime was to raise their poor 
wages.  
 
The starting point of the project was that excessive overtime leads to reduced efficiency, 
more accidents, dissatisfaction among employees and a high labour turnover. The project 
therefore tried to get to grips with the factors that were considered to be the 
fundamental causes of the overtime: 
 

¶ Internal factors, including inefficient production systems, poor human resources 
management and poor communication. 

¶ External factors, such as buyers’ purchasing practices and poor quality or late 
deliveries of materials.  

 

Internal factors 
Impactt discovered that several internal factors were causing a need for overtime at the 
factories. Productivity and levels of motivation were low. Moreover, workers were not 
receiving enough training. At the factories there were hardly any methods of measuring 
efficiency or systems to measure employees’ productivity. Moreover, there were limited 
efforts to increase workers’ skills. This meant that, on average, five per cent of all products 
needed to be redone, but at certain factories figure was as high as 50 per cent.  
 
Relationships and communication between workers, supervisors and management were 
poor and few team leaders saw any value in retaining staff. Instead of rewarding those 
who performed well with incentives, the factory had a system of punishments and fines 
for those who made mistakes or did not reach production quotas. The attitude among 
supervisors was that it was not their problem if someone quit, since the human resources 
department would just find new employees.  
 
All of this resulted in a poorly qualified, poorly trained and poorly motivated workforce, 
which in turn caused a high turnover of staff. At certain factories the labour turnover rate, 
that means the number of people quitting in relation to the number of employees, was up 

                                                
43

 The description of the project is largely taken from Labour Behind the Label’s project Fashioning an Ethical 
Industries Factsheet 11 Reducing overtime hours 
http://fashioninganethicalindustry.org/resources/factsheets/progress/reducingovertime/  
44

 The full report about the project can be downloaded from: www.impacttlimited.com/wp-
content/uploads/2007/12/impactt-overtime-report.pdf. 

http://fashioninganethicalindustry.org/resources/factsheets/progress/reducingovertime/
http://www.impacttlimited.com/wp-content/uploads/2007/12/impactt-overtime-report.pdf
http://www.impacttlimited.com/wp-content/uploads/2007/12/impactt-overtime-report.pdf
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to 140 per cent. Factory managements seemed unaware of the fact that low productivity 
led to increased costs due to low quality production, keeping the factory running for 
longer as well as paying for overtime.  
 

External factors 
Impactt’s project also showed that buyers are a major contributor to the need for 
overtime. Examples of this include short lead times (time taken from placement of the 
order to delivery of the products), late approval of samples, poor communication of 
product specifications and last minute changes. It is interesting to note that this is very 
much in line with the reasons that were identified by ETI Norway during its supplier 
training mentioned above.  
 
Even those suppliers of materials, for example, that were used by the factories were seen 
to be contributing to the problem. Only in 45 per cent of cases had the materials arrived 
when production was due to start.  
 

Project activities 
Each company that participated in the project worked with one of its suppliers. How much 
companies bought from factories’ production capacities varied between two and 90 per 
cent. Impactt visited all factories at the start of the project and at the end of the project. 
The situation was evaluated in the same way at the start and the end to be able to identify 
any changes.  
 
Factories taking part in the project had to go through three different programmes. The 
purpose of the first programme was to increase productivity. The second programme was 
an evaluation of the factory’s human resources management and this was followed up 
with a training of human resources managers. The final programme was a workshop 
designed to improve communication in the factory. During this part the management, 
workers and supervisors were brought together to have a discussion, present their views 
and find solutions.  
 
Local organisations and consultants took part in the various programmes to bring about 
change. The local labour department was also involved at the start of the project and 
shared its views with participants. Since free trade unions are forbidden in China, no such 
organisations were involved in the project, but had the project been conducted in any 
other country then trade unions would have played an important part.  
 
 

Case study: A factory producing accessories in China 
One of the factories involved in the Impactt project was located in Dongguan and employed 2500 workers. At 
the start of the project, it was normal for people to work on Saturdays without this being viewed as overtime 
(thus violating Chinese legislation). 38 per cent of workers had more than 132 hours of overtime per month 
(legislation limits overtime to 36 hours per month).

45
 The employees did not even receive the minimum wage 

during their normal working hours and there was no trade union or other representative body for the workers 
at the workplace. Supervisors generally had an aggressive attitude towards the workers and often shouted at 
them. The supervisors felt no responsibility to get the workers to stay and they saw no purpose in training 
them.  
 
The factory did, however, have a well-functioning system to register working hours, the workers had signed 
employment contracts and they had clear information about wages. Moreover, the management was open to 
change.  
 
Quality and productivity 
As part of the project, training was conducted to improve productivity and quality. New ideas and techniques 

                                                
45

 Chinese legislation states that a normal working week is 40 hours with five days and eight hours per day. The 
maximum overtime is three hours per day, 36 hours per month and 432 hours per year.  
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led to better planning of production. The factory set up a centralised procurement department, which 
introduced a system to evaluate suppliers of raw materials. This led to improved procurement and as a result, 
all materials had arrived when production was due to start. This had previously been a major problem.   
 
The factory management also set up a database for production times and carried out full trial runs of all new 
products to enable them to plan better. Moreover, a production system was put in place in which all products 
were directly moved on to the next stage of production to prevent half-finished products getting stuck in 
bottlenecks. Even some new machines were bought in, as for example a new drier which in certain cases 
reduced drying time from two days to seven minutes.  
 
Staff 
Thanks to the project, recruitment of staff developed so that everyone’s level of ability was held in check. Even 
permanent employees at the factory were evaluated annually and those that were seen to be more competent 
were offered more challenging tasks, whilst others were offered training. Only five per cent of employees who 
had received some sort of training had left the factory one year on, which represented a considerable 
reduction in labour turnover. At the same time, interviews were held with everyone who left the factory so 
that the management could obtain an understanding of what workers were not satisfied with and how they 
could prevent more of them from leaving.  
 
Supervisors were provided with leadership training and learned how they should motivate workers instead of 
punishing them. Instead of fining workers who had made mistakes or not finished in time, a production bonus 
was introduced, which enabled workers to get a bonus when they had surpassed their quotas during regular 
working hours. At the end of the project, 32 per cent of employees’ bonuses came from this production bonus 
and workers’ base wages were adjusted according to their level of experience.  
 
Communication 
Workshops were carried out for workers, supervisors and management, both jointly and separately, to 
improve communication. For the first time, workers felt that they could raise their views with management. 
Employees felt that they were now working together better. Regular meetings between production managers 
and supervisors were also introduced, since there had previously been a problem with not everyone being 
informed in time about changes to production and problems that had arisen. 
 
Results at the end of the project 

¶ Less reworking and higher productivity 

¶ Reduced working hours and more days off per month (no work on Sundays or after 8pm during the week) 

¶ Workers were forced to improve the quality of their work but received help to achieve this 

¶ 95 per cent of workers could earn the minimum wage during normal working hours compared to 40-50 per 
cent before 

¶ Production bonuses that were introduced led to considerable increases in wages but it was obvious that 
these mainly favoured more skilled workers 

 
The project at this factory showed that it is possible to reduce working hours and maintain wages, or even 
increase wages, if production increases AND this subsequently benefits the workers.  

 
 

Result of the project 
Impactt’s project showed that appropriate training, opportunities for promotion, rewards 
and better communication made it possible for factories to follow the law and buyers’ 
ethical demands, whilst at the same time creating a more skilled and motivated 
workforce. Working hours were reduced, there were more days off per month and in 
some cases workers even received better pay. At certain factories there was even an 
improvement in communication with management. Generally it can be stated that at most 
factories:  

¶ Overtime decreased 

¶ Productivity increased 

¶ Wages increased 
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¶ Rewards replaced punishments 

¶ Communication improved 

¶ Labour turnover decreased 
 
How well the Impactt project succeeded varied from factory to factory. Successes 
depended on the openness of factory managements to this new way of working, the level 
of engagement from the buyer company and the degree of openness between all parties 
involved in the project. Most improvements tended to occur at those factories that the 
made changes in all parts of the project, not just concerning productivity.  
 
It was important that the changes were clearly communicated to everyone at the factory. 
Factory managements needed to get everyone at the factory to understand why the 
changes were being made, rather than just forcing them through. When workers were 
involved they contributed with many new ideas. However, not all factories put enough 
energy into improving human resources management and communication, and this made 
the changes to the production system much more difficult. Workers at these factories felt 
that they were being treated unfairly when they were forced to switch tasks, having not 
received any explanations from the management.   
 
The greatest improvements occurred at those factories that had understood that gains in 
quality and productivity should be passed on to workers by means of reduced working 
hours and a bonus system that allowed them to earn more money within normal working 
hours. But for this to occur it was often necessary for buyers to maintain pressure on 
factories to keep overtime down, and to ensure that improvements in productivity did not 
lead to reduced piece rates for workers or that factories took in more orders once 
efficiency increased. Moreover, Impactt saw that it was necessary for buyers to pay 
regular visits to the factories, as well as hold telephone meetings to discuss how the 
project was progressing. A long business relationship with the factory was also seen to be 
decisive, which meant that suppliers felt safer and encouraged change. 
 
Impactt could also see that for the project to succeed there needed to be enough 
resources available. Moreover the factory had to have stable finances and a stable inflow 
of orders was to be expected. This can be an explanation as to why larger factories were 
more successful than smaller ones.  
 
Trust and openness are also required from both sides. This requires the buyer company to 
understand that change needs to be achieved gradually. Factory managements 
appreciated the possibility of being able to discuss difficulties openly with buyers, 
something that fear of competition tends to make impossible. The project resulted in 
increased openness between factories and buyers and this improved their ability to 
cooperate.  
 
An important experience from the project that is certainly applicable to other kinds of 
joint projects between buyers and suppliers was that both parts noticed an improvement 
in relations, as well as increased openness and trust. For buyers this also leads to better 
quality and more punctual deliveries.  
 
The Impactt project is one of the more famous success examples of how to improve 
working conditions by strengthening the supplier. However, it should be pointed out that 
although successful, in most cases the project only managed to increase wages to legal 
minimum levels and decrease overtime, not bring working times down to the legal limits 
in China. 
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Lean Manufacturing shows that good working conditions cost  

It is well known that audits do not solve all problems in the supply chain, e.g. low wages 
and high working hours. Therefore many companies have looked for a way of bringing 
about the changes required, preferably with a solution that does not affect the company’s 
normal way of running its business. In later years, production efficiency has been lifted up 
as such a solution to this. “Lean manufacturing” in particular has become a buzzword 
within CSR, despite the fact that this system has been around for longer. Many large 
international companies, such as Nike, see lean manufacturing as the solution for 
managing problems with wages and working hours.  
 
The positive thing about companies adopting lean manufacturing is that it means that 
companies have realised the cost of improving working conditions. To reduce working 
hours and increase wages, factories need higher profit margins. The problem is that 
companies are not prepared to pay the price for improvements. Instead they want their 
suppliers to increase their margins by introducing more efficient production systems. 
Factories’ increased profit margins should then be used to improve workers’ wages and 
reduce working hours. But the question is whether suppliers are prepared to forego 
greater profit margins to favour their employees, when not even companies such as Nike, 
which had a profit of $18.6 billion last year,

 46
 seem to be prepared to pay a higher price.  

 
Lean manufacturing is a way of working that was developed in Japan after the Second 
World War. The purpose was to reduce lead times, improve quality and reduce costs.47 
Seen from the worker’s perspective, lean manufacturing can be described as production in 
which workers are organised in small groups that handle the entire production process 
from raw materials/components to the finished product. The system increasingly replaces 
“assembly lines” (so called production lines). Many ideas from lean manufacturing were 
also used in Impactt’s study mentioned above.  
 
The effects of the introduction of lean manufacturing have been studied at a Mexican 
factory by comparing it closely to a similar factory that did not introduce lean 
manufacturing. The two factories were producing virtually identical products for Nike (T-
shirts). The results show that the factory at which workers worked in groups to produce 
the final product (lean manufacturing) had a much higher degree of efficiency than the 
factory at which workers worked in regular production lines and where each one was 
responsible for one stage. The table below shows that apart from increased wages thanks 
to lean manufacturing (factory A), the production costs per T-shirt were reduced 
compared to regular production lines (factory B).

48
 Studies such as this one show that 

efficiency systems such as lean manufacturing have real potential to improve situations 
for the workers.  

                                                
46

 Business Week’s corporate profile for Nike: 
http://investing.businessweek.com/businessweek/research/stocks/financials/financials.asp?symbol=NKE  
47

 Lean Manufacturing describes a production process in which: 1. Products, one at a time or in small groups, are 
kept in motion. 2. There are a minimal number of products in production, the raw materials storage, 
intermediate storage and finished product storage. 3. Products are manufactured based on client demand. 4. 
Autonomous, flexible teams produce the finished products. 
48

 Richard Locke and Monica Romis, Beyond Corporate Codes of Conduct: Work Organization and Labor 
Standards in Two Mexican Garment Factories (2006) 

http://investing.businessweek.com/businessweek/research/stocks/financials/financials.asp?symbol=NKE
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Table: Comparison of lean manufacturing and production lines at two Mexican factories 

 

 
 

Factory A Factory B 

Number of workers 
- per group (factory A) or per production line 
(factory B) 

6 10 

T-shirts per day 
- per group (factory A) or per production line 
(factory B) 

900 800 

Daily wages for workers 17,20 USD 13,60 USD 
 

T-shirts per worker 150 80 
 

Cost per T-shirt 0,11 USD 0,18 USD 
 

 
But just like we stated at the beginning of this chapter, lean manufacturing and other 
methods of making production more efficient can either be used to increase profits at the 
factory, or to increase workers’ wages. This method of working can also be criticised for 
increasing stress levels. When Fair Trade Center took part in a meeting with the local trade 
union in 2006 at one of Mölnlycke’s factories in Thailand, lean manufacturing was 
something that trade union’s members were discussing eagerly. Mölnlycke had introduced 
this production method at a factory producing health care goods. Members of the trade 
union were very concerned over the new method of working since it was considered to 
have increased stress among the workers. They said that certain workers were now able 
to earn more money, but that others simply viewed it as a source of strain. The trade 
union explained that workers in the production groups were egging each other on to work 
faster to qualify for bonuses. Some of the older women were transferred to other tasks so 
as not to reduce the pace in their group and they felt isolated.  
 
There are many examples of the negative effects of lean manufacturing on workers. One 
study carried out at a shoe factory in China with 13 000 employees also showed that the 
system was not purely beneficial.49 The study showed that the lean manufacturing 
increased workers’ exposure to health and safety risks, as well as increasing the working 
intensity, which in turn led to a higher frequency of ergonomic injuries and stress-related 
problems. The study also showed that training of workers and their involvement in 
identifying risks and solving problems were vital to ensure that problems were sorted out 
at the factory, but that this is difficult to guarantee in China.  
 
To strengthen production capacity and factory management’ competence is often one-
sidedly stressed by companies at the expense of directed measures to strengthen 
workers’ opportunities to make their voices heard. Regardless of which measures to 
improve efficiency are used, workers must be given an active and central role in improving 
working conditions. Making production more efficient can play an important role in 
improving working conditions, but only if workers are involved and there is a clearly stated 
goal to give them a share of the increased profits. 

                                                
49

 Garrett Brown and Dara O'Rourke, International Journal of Occupational and Environmental Health, Vol.13, 
No.3, July-September 2007, Lean Manufacturing Comes to China: A Case Study of Its Impact on Workplace Health 
and Safety", available on: http://mhssn.igc.org/IJOEH_1303_Brown.pdf  

http://mhssn.igc.org/IJOEH_1303_Brown.pdf
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Conclusions 
We end where we started, by stating that all parties need to be involved in order to bring 
about sustainable improvements of working conditions in low wage regions. The state, 
buyers, trade unions and consumers all have a responsibility and a role to play. This study 
has mostly been about buyers’ responsibilities and opportunities.  
 
Companies that buy products from factories in low wage countries are not only in the 
position to change their own behaviour, but they can also give their suppliers the 
possibility to live up to international conventions and local legislation. Companies can also 
inform consumers about how their ethical demands are being followed. If they do so, 
consumers can make conscious decisions when they buy. Companies can also pay more 
for those products they buy to ensure that there is room for higher wages and reduced 
working hours.  
 
The problem is that companies often do not do much more than place demands on their 
suppliers and tell factories to correct the failures they identify. Therefore the focus must 
shift to looking at how the best results can be achieved in improvement work. In some 
cases this can be by means of training sessions for factory managements, in other cases 
through dialogue with local trade unions or by ensuring that product samples are 
approved in time. At most factories it is also a matter of giving workers the opportunity to 
make their voices heard.  
 
The basis for all of this must be that all parts of the buyer company are involved and are 
aware of the work being done on guaranteeing good working conditions. There needs to 
be a systematic approach to the work with the supply chain within the company.  
 
Fair Trade Center hopes that this report has presented some new ideas about what that 
work can look like, as well as providing examples of other methods than companies can 
use. This report is by no means comprehensive, but shows that there is no need to wait 
for new instruments or tools. There are already many things that can be done today.  
 
We would like to invite you to provide us with feedback and views about the issues raised 
in this report. Regardless of whether you are an activist or a buyer at a company, please 
do not hesitate to share with us with your thoughts and comments.  
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