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Preface

Global supply chains play an increasingly importaié¢ in development, through direct contributions
to economic growth and employment, the exchangeddhdsion of knowledge and technologies, and
by providing opportunities for enterprises to mayethe value chain, producing higher value-added —
and higher margin — products and services. The Ha® long been involved in working with its
constituents to achieve sustainable and continuopsovement of labour standards in global supply
chains.

Instruments such as the ILO Declaration on Multoral Enterprises and Social Policy aim to ensure
that multinational enterprises address labour ssnetheir supply chains based on the principles
embodied in the ILO’s international labour standardhe expansion of global supply chains has
significantly contributed to boosting the econoniésleveloping countries and emerging economies,
employment creation and livelihood enhancemenlydiang those in the Asia-Pacific region. However,
significant decent work deficits exist, and oppaitigs to better understand global supply chains
remain. In his 2013 annual report to the Inteoratl Labour Conference, the ILO Director-General
pointed out that “private actors are the drivershaf constantly shifting supply chains or productio
networks” and indicated that “there are additiamgbortunities for the ILO to promote decent work in
their [multinational enterprises’] operations”.

Large portions of global supply chains originatettre Asia-Pacific region, and both global and
interregional trade continues to grow as a reduttare connected workers and new trade agreements.
Food supply chains contribute not only to econognmnth in the Asia-Pacific region but also to the
employment of vast numbers of people in the agucal and food production sector in the region. As
food and agri supply chains move to more complexctires and beyond local, independent actors,
these workers are increasingly incorporated infpsuchains.

This research contributes to the understandingwafvarious actors within global supply chains ia th
food sector relate and how they can contributeotdas and economic upgrading in the supply chain.
As is noted, in contrast to the global apparel®ethe food sector has relatively limited insightsting

on the approaches taken by diverse buyers anderstad address the labour and environmental
challenges that characterize these supply chains.

In line with the ILO mandate for social justice atglwork in advancing the opportunities of women
and men to obtain decent and productive employnaegeneral discussion due to take place during the
International Labour Conference (ILC) in 2016 viidtus on “decent work in global supply chains.”
As part of the ILO Asia-Pacific Working Paper Serigrhich intends to not only enhance and share
knowledge but also to stimulate discussion, thigepalso serves as an input to this upcoming ILC
general discussion.
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Absitract

Increasingly, local food markets supplied by srfaiiners are being replaced by global supply chains
(GSCs) dominated by lead retailers, most of thesetban developed countries. Workers employed by
suppliers often work in low-paid, insecure, andyasgmi-skilled jobs. To stimulate improvements in
participant firm productivity, thereby promotingamt work, it is important to understand the salien
features and dynamics of food GSCs, including Huegé¢ are governed. This research has focused on
food GSCs, particularly with regard to the AsiaiRacegion, and has found these supply chainseto b
extended, heterogeneous, and sensitive to consafety concerns. While participation in GSCs offers
the potential for social and economic upgradingpriactice there is little evidence of this occugrin
Case studies of four lead retailers highlight sopceipation with mitigating reputational risk arigin
from food quality failures and, to a lesser exteisks arising from suppliers’ sub-standard labaou
environmental practices. Risks are mitigated thiholegd retailer enforcement of process standards
regarding food quality and private regulation ofstfitier suppliers, often based on third-party
certification and auditing for labour and enviromta standards. The report concludes by considering
the implications of these and related findingstfa ILO Decent Work Agenda. The focus is on public
interventions designed to facilitate improved stadd, and participation by stakeholders in thegiesi
and regulation of such interventions.
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1. Introduction

1.1 ILO context and the nature of global supply chains

Research on social issues related to food supm@inshtas focused largely on specific themes, for
example child and forced labour in commodity supghgins such as tea, coffee, or palm oil. Other
research has examined the relationship betweeonmast and suppliers, mainly in relation to large
manufacturers such as Nestle and Unilever (Spemtd3aurlakis, 2009:p.292). Much less is known

about food retailers, despite their dominant roléhie supply chain.

Supply chains coordinated by multinational entegsi(MNES) comprise an estimated 80 per cent of
global trade. A large proportion of this trade dat&ransactions between different firms. This has
significant implications for employment levels amdrk quality (UNCTAD, 2013:p.iii). Supply chains
extending beyond a single country are therefor@rgortant focus for policy-setting organizations
such as the International Labour Organization (LLO)

At its 319th Session (October, 2013), the ILO Gousy Body selected the item “decent work in global
supply chains” as the topic for discussion at tB&tl Session of the International Labour Conference
in 2016. In the same session, the Governing Baosty loposed a strategy for wider engagement with
the private sector. This was deemed advisableanight of increased public awareness of the social
and environmental impacts of company operationgiedisas concern that MNEs are able to operate in
countries where governments may prioritize attrgctoreign investment over upholding acceptable
standards of corporate conduct. A regulatory gapthas emerged, suggesting the need for corporate
social responsibility (CSR) initiatives to take tlad in promoting socially and environmentally
responsible business across a variety of sectors.

Yet questions abound regarding the efficacy of soitlatives, with growing recognition of the need
for deeper analysis of what CSR might entail bottblisiness operations and their subsequent impacts
on society (Mayer and Gereffi, 2010). Accordindly® has endorsed a strategy that includes “carrying
out research on trends and experiences in thedfe@ldmpany policy on corporate social respongifiili
(ILO, 2013a:p.6). This report responds to this necendation by examining CSR policies and
practices among leading food MNEs — retailers thittence downstream suppliers through private
regulation, whose foundation nevertheless is sulgepublic regulation at national and internationa
levels. Ultimately, the report aims to provide aibdor improving technical assistance relatinG8R

in food supply chains.

In defining global supply chains (GSCs), the refe#ierature distinguishes between global value
chains (GVCs) and global production networks (GPS#)dies using the former concepts are mainly
concerned with identification of value generatidrdidferent points in the chain of interlinked fism
that cooperate to sell a product or service (Ger#®04). Such studies tend to focus on firm sgate
and micro-economics. The GPN model, on the othed heonceives of vertical arrangements of firms
engaged in co-production, often extending horidbntaspecially via sub-contracting, with analysis
extending beyond management of firms to includekens and other stakeholders. In addition, GPN
operations have consequences for regional ecordeniglopment (Yeung and Coe, 2015). This study
uses the term GSC, which is similar to the GPN ephdout its application is usually limited, assit
with this study, to noting the wider consequencéssupply chains, rather than examining this
phenomenon itself in any depth.

Food supply chains vary in geographical scope awbrding to product, but they are usually
characterized as having a buyer-driven rather gharoducer-driven structure. In other words, this
buyers, often large retailers located in develoged emerging countries, that determine the required
volume and quality of food. These lead firms demstathdardized quality and predictable supplies in
order to satisfy customers and avoid reputatiomahabe. Consequently, lead firms recognize the



importance of regulation. Governments also aim iieimize risk to public health and safety, and so
endorse the need for regulation. Food supply chhims tend to be complex, involving international
and/or national government food safety regulatiopptemented by private regulation by lead firms
seeking to uphold international labour standards lanit environmental damage (Vorley and Fox,
2004:p.13).

No single, universally accepted definition of CSRsts. In general CSR is a term used to describe
business strategies, policies, and practices irtbim benefit society or stakeholders, beyond vghat
prescribed in national legislation, as well as lietige firm’s owners and managers. ILO definedRCS
as
... away in which enterprises give consideratmthe impact of their operations on society andraff
their principles and values both in their own inedrmethods and processes and in their interaatithn
other actors. CSR is a voluntary, enterprise-drindiative and refers to activities that are calesed to
exceed compliance with the law.

In this report, the ILO definition is used to guithe review but, in terms of describing the specR
activities of firms that participated in this stydyefinitions adopted by those retailers are instea
applied. In some ways, such private sector requiramamay be preferable to prevailing de facto
standards in the relevant sector and country, andthers these standards may simply meet the
requirements of national legislation.

1.2 Research aims and methodology

This study has four main aims:

» identifying common features of food supply chainsjuding their labour and environmental
implications;

» describing and analysing the CSR characteristicfoof lead firms’ food supply chains,
including their labour and environmental challenges

» evaluating the adequacy of extant food supply cheairernance systems in relation to the ILO
Decent Work Agenda; and

e examining the implications of the research findifaysiLO policy regarding GSCs.

A focus on large food retailers is timely becausedfis a staple product that is currently attragtin
considerable controversy related to health andopetsdentity issues (Maloni and Brown, 2006).
Large retailers represent the point at which thgpluchain meets individual and business customers,
and it is these firms that must deal with compkarid accusations amplified by mass and socialanedi
In the case of business-to-consumer retailers, evhem-brand goods are concerned, this linkage is
clear. Where other brands are stocked, howevecdhsumer may be directly linked to the producer
or manufacturer, given that these products woutdear the retailer's branding but rather thostnef
producer or manufacturer.

Relevant research has tended to focus on largeajemespecialist non-food retailers that supplyhie
general public (O'Rourke, 2003; Fishman, 2006; Asdr and Skjoett-Larsen, 2009), while studies of
the food supply chain have concentrated on thelsuppparticularly the income and conditions of
agricultural workers and small farmers (Barrien2301; Barrientos and Smith, 2007). Little is known
about large food retailers, which in the developedntries tend to dominate retail markets with each
of two models: business-to-consumer (B2C), e.gcdes the United Kingdom (UK), Carrefour in
France; and business-to-business (B2B), e.g. SKyiGhiee United States (US).

Instead, studies have explored social issues litkegecific food products such as bananas or eoffe
Previous research examining the social performaridead firms or retailers has focused on the

1 InFocus Initiative on Corporate Social RespaiigibStrategic Orientations (GB.295/MNE/2/1). Allable at:http://www.ilo.org/public/english/standisfrelm/gb/docs/gh295/pdf/mne-
2-1.pdf.



garment and apparel sector, with case studiesabf iums as Nike (Zadek, 2007) and Reebok (Yu,
2008), thereby providing a superior understandihgosv companies promote social performance in
footwear and apparel supply chains. Building ors¢hgtudies and ILO multi-sector research (Mamic,
2004), the present study acknowledges the knowlgdgs that exist relative to diversified retailers
(whose supply chains consist of food, apparel,@hdr items), and seeks to build on what we know
about supply chains in these other sectors.

Case study selection and the resear ch process

Available resources supported four case studiest@el on the basis of three criteria:

» The firms needed to be food retailers, preferahly af two types: business to consumer (B2C),
which are typical high street brick-and-mortar camigs (who may or may not have an online
sales capability); or business to business (B28jlegs, i.e. firms that sell food to other firms
or institutions (e.g. hospitals and schools).

» The second criterion was size. These firms needduktlead retailers, i.e. relatively large,
located in developed countries, and possibly matiimal in scope.

» The third criterion related to their supply chaiBfce the study focused mainly on the Asia-
Pacific region we sought lead firms whose supplegse mainly based in this region.

Four firms granted us permission to undertake rekethat comprised mainly interviews with key
managers and analysis of documentary data. Sivesswvas subject to confidentiality and anonymity,
pseudonymous abbreviations are used in referritige®e firms, and some data are reported in a way
that seeks to avoid company identification. Twdhafse firms, diversified B2C retailers, are refdrre
to as Company A and Company B. These firms aredbasédustralia, while the other two are
multinational diversified B2B food service providerCompany C, headquartered in the UK, and
Company D, headquartered in France.

This study started with a desk review of the litera on food supply chains including associateddiab
and environmental issues, particularly in the AReific region. Interview protocols were then
developed and discussed with colleagues withintélaen before being submitted for internal ILO
review. Following further refinement of the protégointerviews lasting 1.25-2 hours each were
conducted with four types of respondent within eeaimpany: (1) a corporate strategy manager; (2) a
procurement or merchandizing manager; (3) a managponsible for ethical sourcing or corporate
social responsibility (CSR) practices in the firnggpply chain; and (4) a manager of at least one
significant supplier to the relevant lead fitrA total of 19 interviews were undertaken eitheref#o-
face or via Skypef/telephone (see Appendix 1 foai¥dt The interviews covered a variety of topics
(reflected in the findings below), with some quess being asked of more than one type of respondent
to verify a perception (e.g. the role of CSR orcauiealent function) or to explore variations in
perception (e.g. the effectiveness of regulatibgle standards in the company’s supply chain).

Documentary data to complement information obtawiadnterviews were of two kinds: (1) publicly
available information obtained mainly from companmgbsites and media reports; and (2) internal
company documents detailing corporate policies anadtices. To preserve anonymity, rather than
being explicitly reported these documents were wsdylto inform the analysis.

Following data coding, data analysis, and integmtithe report was developed and drafted to
completion.

The conduct of this study included the followingiliations: time constraints; respective company
willingness to participate; depth of access gragngedl the necessity of relying on the information
provided without corroboration through non-governtaé organization (NGO) or trade union

2 In the case of Company B it was not possiblerto & food supplier based outside of Australia enthe Asia-Pacific region, so we interviewed aheawear supplier whose supplies

came from India. This was deemed analogous to faeauman consumption implying the ill-treatmentamimals (cattle) in the supply chain.



interviews. A degree of bias was introduced, furtiare, where the researchers relied on the company
to select supplier interviewees, which might habsonred some social and environmental issues.
Participant companies were also selective in tteamgkes and illustrations they provided, frequently
drawing on the example of forced and child labauhi Thai shrimp supply chain. This may have been
due to the widely publicized nature of the subjastwell as a company’s preconceived ideas of what
the ILO wanted.

1.3 The food sector in the Asia-Pacific region: A comparative perspective

Contemporary GSCs are of particular importancetims of employment. This reflects the growth of
employment in firms involved in these chains angirthelative significance regarding the supply of
workers. Out of 40 countries for which data is &lle and to which the ILO methodology is
applicable, 453 million people were employed in GHC2013, compared with 296 million in 1995
(ILO, 2015a:p.132).GSCs have also been found to be a large contribotevomen’s employment.
“Overall, almost 190 million women were found towerking in GSC-related jobs in the 40 countries
for which estimates were available” (ILO, 2015a3&) This reflects the growth of sectors where
employers tend to prefer employing women, for exenip garments, electronics, and consumer
services.

This section briefly sets key features of the feedtor in the Asia-Pacific region in context, sagkio
better understand its implications and importarmzesmployment as well as for economic growth in
the wider context of GSCs.

Employment

The size of the agricultural labour force, whicls lieegun to decline in the Asia-Pacific region, is
relevant to food supply chains. It is predicted,tbg 2050, 63 per cent of the region’s populatigih

live in urban areas, compared to 53.7 per cen@irl2Currently the East Asian subregion is the most
urbanized, with 75 per cent of the population Ilgzim urban areas. More knowledge and capital-
intensive techniques will be required to serveréiggon’s food and agricultural needs (FAO, 2014:p.3
5). Bhutan, Cambodia, India, and Viet Nam are fmuntries with more than half their labour force
employed in agricultural activities (FAO,2014:p.14h contrast, in 2010 the Organisation for
Economic Co-operation and Development (OECD) coem&mployed just between 3 and 6 per cent
of the labour force in agricultural activities. Asis the Asia-Pacific region, the agricultural worke

is predominantly female; in food and drink manufiaicty, where an estimated 22 million people (2008)
are employed, 40 per cent are women working mamfish, vegetable, and fruit processing (ILODb,
2015).

Analyses of agri-food supply chains need more datthe informal economy, where food production
tends to be concentrated. Worldwide, 450 milliomkeos are employed in agriculture, and over 60 per
cent of these workers are in poverty (Oxfam,2083:pAmong farmers, limited land and water and
mono-culture production contribute to poverty. Véhihese issues are important in understanding the
context of GSC relating to food, their examinatices beyond the scope of this report. Overall,
agriculture and food and drink manufacturing remanportant sectors for the region in terms of
employment (including employment of women), and sometimes characterized by informal work
and the additional vulnerability this brings. Séeiad economic upgrading in this sector, througkebe
value chain governance among other things, coulgrame working conditions and livelihoods
outcomes for many.

3 In the ILO analysis, GSCs were defined as “densumply relationships that arise from the fragmemteof production across borders, where diffetasks of a production process are

performed in two or more countries” (ILO 2015a: 132



Economic growth and trade flows

Regional economic growth over the past decade leas Iparalleled by declines in agricultural
contribution to GDP in most countries. Value-adfi@n agriculture relative to GDP ranged from a
high of 26 per cent, for the Pacific Islands, towa of around 2 per cent for the developed coustirie
the region.

Factors such as trade liberalization, changingsdibpulation growth, and urbanization have led to
increases in international trade in agricultural food products, with agri-food exports from lownda
middle-income countries, including those in thea®Biacific region, on the rise (Schwarz et al, 2015)
Today, food exports are unprecedentedly high, atedregional trade has been growing. In 2008, more
than half of the region’s food exports were intgioaal (FAO, 2014:p.92). Australia, China, India,
Indonesia, Malaysia, and Thailand are among thédog exporting countries in Asia and the Pacific.
Countries such as China, India, Indonesia, JaparilRéepublic of Korea, and Malaysia are also among
the top food importing countries. In 2011, overAlja imported food to the value of US$203 billion
and exported food to the value of $142 billion (F2@L4:p.10).

Where food and agri-business supply chains wergqusly characterized by independent actors (local
farmers selling in local markets), they have motadards more complex, globally interconnected
systems. Demand and supply are no longer limitethtmnal or regional boundaries, with even fresh
produce (perishable goods) moving internationaA@, 2007:p.3). Trade liberalization and cost
reductions, plus improvements in information anchownications technologies, have led to an era of
globally dispersed supply chains, where companmsféectively encouraged to fragment and disperse
production. GSCs are both a consequence of, armhtreln, reduced trade barriers. However, trade
liberalization for agricultural goods has been stothan that for manufactured products. Tariffs and
protectionism remain an issue in this sector (OEECEal., 2013:p.15-16), given that agriculture remai
one of the most protected sectors in advanced edespwhere farmers, for economic, social, and
political reasons, are supported by means of pioteeechanisms such as quotas. Even where trade
barriers have been reduced, food safety regulatiawe become regarded as a new form of trade
protectionism. Because of insurmountable compliaoosts, sometimes under the guise of consumer
protection, this kind of non-tariff barrier inhibiparticipation in GSCs among emerging economies.
Further international cooperation and supportiglgory frameworks are necessary to ensure better
application of trade barriers (Love and Lattimd@09:p.62-63).

Trade is inextricably linked to national developtag countries enhance their positions in the dloba
economy (Gereffi et al.,, 2005:p.79). The share alfi®-added trade accounted for by developing
countries has increased to over 40 per cent (UNCTAI23). This is relevant for South and South-
East Asia, where a large proportion of global feagply originates, often involving GSCs dominated
by lead firms in developed countries (Humphrey Soldmitz, 2001:p.1). Overall, trade has important
consequences for Asia-Pacific countries in termengbloyment opportunities and potential for poverty
reduction in a region where so much of the popaatemains dependent on agriculture.

1.4 Food supply chain structure and power

The GSC perspective on the food industry linksadjire to downstream activities in what is refdrre
to as the agri-food business (De Backer and Mirgutfil3:p.16). Specific supply chains exist forteac
food item. To avoid having this complexity clou@at presentation of the issues, however, this tepor
refers to food chains in general. As indicatedgnrfe 1, the food supply chain consists of conoesti
between the agricultural, food processing, andiligion sectors. And, as explained in the follogvin
sections, the degree of market power held by tfferdnt firms through the chains also varies from
product to product, and influences the nature efrtdationships between the entities (Bukevicitte e
al., 2009:p.4).



Figure 1 Generalized stages of agri-business chain

» Chemical companies (fertilizers)
« Seed companies

« Agricultural production

* Fresh-food processing
» Manufacturing and processing

« Retailing to individual customers
» Catering/food service to organizations

Adapted from Humphrey and Memedovic (2006:p.31).

Various commodities are produced within the agtizal sector, including livestock, grains, frugsd
vegetables. These products require such inputsréiéizér and water. From there, the produce moves
to the food-processing sector, where fruit and tages may be cut and dried, grains refined, and
livestock slaughtered. Products are processedyaongpdegrees before being packaged and distributed
the distribution sector comprising both wholesahel aetail sales. Overall, food supply chains are
heterogeneous in terms of their inputs, processind,packaging (Bukeviciute et al., 2009:p.4).

Many developing and emerging economies are invalvedlatively long agri-food supply chains (De
Backer and Miroudot, 2013:p.18). In general, thepeetive roles of developed and developing
countries in global food production are not formastablished. Proximity to final consumer markets
and to specific input suppliers are the most aitfactors. It is possible to find either developmed
developing countries both in upstream and downstreapply chain activities (De Backer and
Miroudot, 2013:p.18-20).

A key feature of GSCs today is that growing conaerar accountability for food quality has led to
greater coordination among firms. A series of feodres, presented in table 1, received global media
attention and thereby heightened consumer conedrich increased pressure on companies to strive
for traceability, quality, and labelling standaftlsO, 2007:p.8; Vorley and Fox, 2004:p.13).



Table 1 Food health and safety scares, 1987-2015

Product scare Country affected

1987-88 Beef hormone scare. Italy/EU

1988 Poultry salmonella outbreak. UK

1989 Growth regulator scare for apples, us

1993 E. coli outbreak in fast-food hamburger. us

1996 Brain-wasting disease linked to bovine UK
spongiform encephalopathy (BSE).

1996-1997 Microbiological contamination — berries. US, Canada

1995-1997 Avian flu spreads to humans. Hong Kong (China), Taiwan (China)

1997 Frozen shrimps (Bangladesh) food safety = EU
and quality.*

1999 Dioxin in animal feed. Belgium

2000 Large-scale food poisoning — dairy. Japan

2001 Contaminated olive oil. Spain

2004 Oysters from Republic of Korea and Australia
Japan Norovirus contamination of
oysters.®

2008 Contaminated milk products (baby food).®  China and EU

2008 Malaysian seafood failed to meet hygiene  EU
standards,”

2011 Indian honey contaminated with lead.® EU

2015 Berries from China and Chile packaged in  Australia
Australia contaminated with hepatitis A.°

2015 Instant Noodles from India non- Australia

Adapted from Jaffee (2005:p16)

compliance with Australia and New
Zealand Food Standards code.*°

Product liability systems and consumer protectiegidlation are providing more incentives to
producers and retailers to deliver safer and bgtiality products (Henson and Caswell, 1999:p.590).

4 James C. Cato and S. Subasinge: Case study shilihgp export industry in Bangladesh. Brief 9 of Edod Safety in Food Security and Food Trade @¥/ion, 2003). Available at:
http://ageconsearch.umn.edu/bitstream/16555/1/f003pdf. (accessed 2 Dec. 2015).

5 Australian Government (Department of Agricultuf®estrictions on the importation of oysters fréme Republic of Korea and specified marine aredsimfshima Prefecture, Japan”.

Imported Food Notice 52/04 (2004). Available atphitwww.agriculture.gov.au/style%20library/imageetf/__data/assets/pdffile/0014/112604/ifn52-04.pdéccessed 2 Dec. 2015).

3 Angela Balakrishnan and agencies: “EU bans allbybafood imports from China” (The Guardian, 26 Septer 2008). Available at:
http://www.theguardian.com/uk/2008/sep/26/foodsafétina. . (accessed 2 Dec. 2015).

6 Associated Press (AP): “Malaysia suspends seafood
exports to EU to avoid ban” (Jakarta Post, 19 A@@8) Available at: http://www.thejakartapost.coawis/2008/06/19/malaysia-suspends-seafood-exporésd-ban. html.
7 Cato and Subasinge op. cit. . (accessed 2 D&6)20

8 Press Trust of India (PTI): “EU bans import ofiem honey, ComMin to try to resolve issue” (Tineédndia, 18 June 2010). Available at:
http://articles.economictimes.indiatimes.com/20831@/news/27616249_1_honey-eu-bans-import-chinmapeiits. . (accessed 2 Dec. 2015).

9 Australian Associated Press: “More frozen beméeslled in Australia after hepatitis A contamioatscare” (The Guardian, 15 February 2015). Atdélat:
http://Iwww.theguardian.com/society/2015/feb/15/&nberries-linked-hepatitis-a-pulled-off-australgrelves. . (accessed 2 Dec. 2015).

10 Australian Government (Department of Agricultarel Water Resources): “Targeted border intervardfdiaggi noodles from India” (11 June 2015). Imted food notices IFN 14-
15. Available at: http://www.agriculture.gov.au/iopfood/notices/ifn-14-15. . (accessed 2 Dec. 2015



In addition, the agri-food supply chain is assadatvith food safety, environmental, and labour
standards issues, as well as ethical challengdésasuanimal welfare, genetically-modified foods] an
food wastage (Maloni and Brown, 2006). Thus, fo@huafacturers and retailers “are prime targets for
public concern over perceived supply chain CSRcagfties” (Maloni and Brown, 2006: p.44). As
such, they are concerned with minimizing reputaticand operational risks arising from the above
issues. The need for reputation protection andidigence has probably been enhanced by the inereas
in own-brand products sold by retailers who thesua®e sole responsibility for these brands (Lawrgnce
2005).

Food safety concerns and scares have encouragkfirtea to exercise a high level of formal control
over food processes covered by food-standard dnétednd safety regulations. Lead firms now often
ask their suppliers for food safety guaranteeggetaolume supplies, and delivery speed and reiigbil
(Humphrey and Memedovic, 2006:p.4-5).

Private regulation through process standards iwatibn and codes of conduct (COCs) are related to
broader trend towards traceability. “Farm-to-fonkionitoring of supply chains reflects increased
awareness of consumer health and well-being regemés, and demands information regarding the
sources of various inputs into the final produdtisThas focused renewed attention on labour and
environmental conditions and inspired a keenerréste in sustainable production. Increased
certification requirements and social auditing @lation to COCs has meant additional costs for
suppliers, who generally pay for these activitidarophrey and Memedovic, 2006:p.26-27).

As suggested earlier, lead firms tend to dominatel {GSCs. A lead firm may account for more than
60 per cent of a supplier's business, usually allsaramedium-sized firm (SME). The relative
significance of the SME for the lead retailer, ba bther hand, may amount to less than 0.005 per ce
(Hartmann, 2011:p.313-314). This imbalance meaas ritailers are able to exercise power over
suppliers in the form of price control, COCs, andldgy and performance demands. This transfers
operational, labour, and environmental risks to shpplier. To retain valued high-volume orders,
suppliers are strongly encouraged to reduce cdsts maintaining quality and punctual deliverigs. |
response, suppliers often seek to maintain pralfiitgbparticularly in the fresh fruit and vegetabl
sector, by increasing their use of flexible lab{®@est and Mamic, 2008:p.22).

Retailer consolidation in home markets and globglaasion, combined with limited growth in
developed country food markets, are causing retatle seek economies of scale. In the UK, for
example, five supermarket giants that between terount for about 70 per cent of the grocery market
control the consumer food retail market. This iasiag concentration has resulted in an unprecedlente
ability to exert power through the supply chain@ll2007:p.11). A similar concentration has occurred
among food manufacturers. Many once-independenit sarapanies are now owned by MNEs such
as Nestle, Unilever, and Kellogg (Oxfam, 2013:p@dnsequently, consumers find it difficult to
identify the name behind the brand, thereby inanggthe firms’ bargaining power with respect toithe
suppliers.

1.5 Social and environmental issues in food supply chains

The greater and growing number of people involvethe industry, both consumers and employees,
suggests that a focus on CSR issues in food sepgins is overdue. Eight areas commonly addressed
by CSR initiatives have been identified as warrantttention (Maloni and Brown, 2006): health and
safety; labour and human rights; procurementitfage; community; the environment; animal welfare;
and biotechnology. Considerations of brand and @mypeputation also play a key role, since social
and environmental elements ultimately become astatiwith the product itself, the producing
companies, and the supply chain inputs.

Minimum government standards provide a baselinedasumer health and safety, rather than a means
by which firms may obtain competitive advantageotiyh product differentiation based on health
claims (e.g. non-genetically modified or organiods). Private standards, on the other hand, ang bei



used for this purpose, differentiating retailerteirms of labour and environmental practices aimtan
welfare (e.g. free-range animal products and dohlftendly tuna). Private regulation, mainly in the
form of company COCs, often refer to internatios@@ndards (e.g. ILO Conventions) and national
legislation, but are less well developed in thedf@ector than they are in garments and electronics
(Locke, 2013; Distelhorst et al., 2014). In additisome parts of the food sector (e.g. small, m&ir
suppliers) remain beyond the scope of regulatorghaeisms. The mere existence of a COC,
furthermore, does not mean it is enforced. Suppliarsome countries allegedly employ corrupt
practices (e.g. keeping two sets of social audikb@nd bribing auditors) and, as noted earliézyamt
legislation is often not implemented effectivelye(@ffi and Mayer 2010:p.7).

Social or labour provisions are becoming incredgiimgportant for trade. In 1990, labour provisions
in trade agreements were almost non-existent. B 28ere were approximately 37 conditional and
promotional bilateral and regional trade agreemehtd included labour provisions (Ebert and
Posthuma, 2011:p.6), increasing to around 74 agreenin 2014. Thus, governments are becoming
more aware that compliance with labour standardaSEs is necessary if suppliers are to prosper and
buyers are to continue to source from key sectotisa country.

Private regulation of GSCs may be viewed as a defagainst “the race to the bottom” in labour and
environmental standards. But they do also haveadtential to introduce and disseminate best-practic
combinations of technical and social upgradingstgpliers (Distelhorst et al., 2014). This occurew
lead firms enter into long-term relationships withppliers, working with them to introduce new
production and human resource management technidies form of innovation may also be
supported by governments and international orgéoizs, as demonstrated by the [L€distaining
Competitive and Responsible EnterprisSCORE) and Better Work programmes. In this way,
superior factory practices may be introduced intantries with limited knowledge of alternative
production techniques, occupational health andtgaf@®SH), skill building, and environmental
regulation or protection (OECD et al., 2013:p.26).

2. Sector- and firm-level CSR challenges in
food supply chains

Responsibility for social and environmental impa&scording to some observers, lies with both
governmental and other institutional actors faeCSR to function properly as a voluntary, entisg>-
driven initiative, various governmental and othestitutional actors should support such activits]
the following conditions should obtain (Matten afidon, 2008:p.406)

* a market in which companies can respond to incesiiv

» governmental and legal institutions that guarandeéne, and administer the market and act

on behalf of society to address instances of mdsiete;
* regulatory institutions that are not dominated bgnpanies; and
* acivil society that expresses the society’s vataeghich government and companies respond.

These conditions rarely prevail in developing anerging countries. In the Asia-Pacific region, with
some exceptions — e.g. Australia, New Zealand,3indapore — trade unions are weak. Countries in
the region with low union density and very limiteallective bargaining include Malaysia, 7.6 pertcen
union density (2007); Thailand, 1.4 per cent (20@Rd Viet Nam, 14.6 per cent (2011). In the latter
case, there is only one government-controlled urieeration and no collective bargaining. In
addition, as noted earlier, agriculture is ofterkéid with precarious seasonal work, making it cliffi

for farm workers to organize. Low-skilled food pessing, for its part, is often undertaken by migran

11 More details available at: http://www.ilo.org/feemt/Projects/score/lang--en/index.htf@ccessed 5 Dec. 2015).

12 More details available at: http://betterwork/gtgbal. . (accessed 5 Dec. 2015).



workers who may be especially reticent to opposgl@yers due to concerns about formal employment
status or due to lack of awareness or informatgarding their labour rights.

Responsibility for upholding CSR standards fallsintyaon the lead firms. Furthermore, these
enterprises tend to support regulations accordinuetceptions of the extent to which failure tosto
would damage company reputation and operation. i$uslly means that regulation is focused on
first-tier suppliers (e.g. food processors or whalers/agents), leaving regulation of supplierselow
down the chain to suppliers in the tier just abawemore likely, leaving them entirely unregulated
(Welford and Frost, 2006).

2.1 Global supply chains and opportunities for social and economic upgrading

Economic and social upgrading are multi-faceteghllyicomplex processes (Rossi et al., 2014).

* Economic upgrading is achieved as firms, countra@sregions move into higher-value
activities within GSCs to enjoy greater benefitenir participating in global production
(Gereffi, 2005).

» Social upgrading may be conceived as entailing @vgments in the entitlements and rights of
workers, enhancing the quality of their employnianpromoting decent work and respect for
labour standards. It refers to improved economésatial features including wages, working
conditions, economic rights, gender equality, aodnemic security (Milberg and Winkler,
2011).

In practice, social upgrading tends to lag behiodnemic upgrading (Gereffi and Lee, 2014), and
social gains are not necessarily accompanied byogaiz gains (Barrientos et al., 2011:p.7). Upgrgdin
sometimes relies mainly on the low-road strategyutting labour costs. Jobs thereby created aem oft
low-paid, informal positions undertaken in unddslieaconditions (Damodaranb, 2010). Research
shows that labour conditions are consistently beiteong permanent workers in the cluster context.
Temporary and casual workers are excluded fromakagigrading, and play a buffering role for
factories wishing to remain cost competitive arekiftle in terms of last-minute changes in orders,
which results in segmented social upgrading evehimvihe same cluster (Suresh, 2010).

Suppliers’ labour strategies in response to copiitg commercial pressures can vary between a “low

road” involving economic and social downgrading;'hégh road” involving economic and social

upgrading, as well as mixed approaches. Those gakinow-road approach by worsening labour

conditions risk losing out on quality. Those takabigh-road approach by improving wages and labour

conditions risk losing out on price competitiveness

(Barrientos et al., 2011:p.15)

Thus, local upgrading opportunities vary not onighvthe way GSCs are governed, but also with the
competencies available to local suppliers, inclgdime extent of informed cooperation provided by
employees. In theory, if not much in practice, |&ags in food supply chains can play an important
role in shaping the pressures on suppliers andrigethbem to respond in productive ways.

2.2 Employment characteristics

Participation in GSCs shapes local labour markets|ocating resources away from less productive
activities to more productive ones. The mix of Iskikquired depends on the product and lead-firm
strategy. Agriculture, the basis of food supplynainly unskilled (Shepherd, 2013:p.6-7), thus wosk

in these chains, who are often migrants, tend fodoely paid and experience poor working conditjons
including informal and often only seasonal emplogin@ialoni and Brown, 2006:p.43). Workers in
some countries may benefit from participation inGSSbut others may be displaced by competition
resulting in declining wages and unemployment (OE&l., 2013:p.22). Thus GSCs need to be
complemented by labour market and social policiest tprovide for skills development and
unemployment benefits to assist workers adverdédgtad by changes in demand for their labour.
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Women — valued in agriculture for their dexterityddow labour costs — may be especially vulnerable
to precarious employment (Barrientos, 2001:p.84arkples include women in the deciduous fruit
sector in Chile and South Africa (Barrientos, 20844l in the tomato export industry in Senegal, tvhic
show a large discrepancy between the number oflésnira permanent positions (also associated with
higher wages) and their participation in the mdexible, seasonal workforce (IFAD, 2010:p.166).
Within the Asia-Pacific region, Fair Food, an imational NGO, has highlighted substandard labour
practices in the sourcing of pineapples in theipiihes, where more than 75 per cent of workers are
temporary, contributing to job insecurity and vuhdality. Much of the canned pineapple is exported
to European and US supermarkets, while fresh ppleajare traded intra regionally with Japan and the
Republic of Korea (Fair Food, 2015). The onion ekpndustry in India provides another example,
where many young, both female migrant workers amt dabourers from the border regions, are
seasonally employed in onion packing. Research stioat, for many reasons, these workers are unable
to lobby for better wages and working conditionn@®, 2013:p.180).

Low pay and inferior working conditions are not finad to developing and emerging countries. A
recent documentary in Australia found that migraatrkers in the vegetable and poultry industry
supplying large retailers were routinely “abusedrassed and assaulted” (ABC News, 2015). In
developed countries such as the UK, furthermorgrani workers are employed in the low-paid,
seasonal food-processing sector (James and LIG@8)2

2.3 Rights at work

Child labour, common in the informal economy, is\centrated in agriculture, services, and small-
scale manufacturing (Kolk and Van Tulder, 2002)otgallly, 60 per cent of child labourers work in
agriculture, which is one of the most dangerousosgedn terms of work-related fatalities, non-fatal
accidents, and occupational diseases (ILO, 20E5a@mples of child labour in agriculture include
those reported on Israeli farms in the West Barliere children as young as 11 years old are working
a full workday (Human Rights Watch, 2015). Chiléhdar also appears in the palm oil industry in
Indonesia and Malaysia and the rice sector in I(diBDOL-ILAB, 2014).

Manufacturing brand companies such as Unilever baea linked to forced labour in tea and coffee,
and Nestle has been associated with child labowogoa. In 2011, Nestle discovered numerous
instances of child and forced labour in its cocoppdy chain (Oxfam, 2013:p12). Following NGO
pressure, the company agreed to an investigatighéoyrair Labour Association, which subsequently
assisted in implementing an action plan designeonfmove conditions and regulate suppliers by
requiring regular auditing (Fair Labour Associati@d15). Forced labour and human trafficking has
also been identified in the Thai fishing and shringustry. According to a BritisBuardiannewspaper
investigation in June 2024 Charoen Pokphand Foods (CP Foods), the worldyesamprawn farmer,
was procuring fish meal from suppliers that usiogéd labour to operate their fishing boats. Major
retailers such as Walmart, Carrefour, CostCo, aastd@ were reported to be reportedly buyers of CP
Foods. Further investigations by the Associated$a®m American news wire service have also linked
the use of forced labour to Thai Union Frozen ataiS Seafoods.In addition, according to a recent
US Trafficking in Persons report (USDOS, 2015), ildmal has been downgraded to Tier 3, the highest
risk level. Countries in the region on the Tier 2t¢h List® include Cambodia, China, the Lao People’s
Democratic Republic, Malaysia, Pakistan, Papua Sewnea, Sri Lanka, and Timor-Leste.

The UK and the US have both enacted laws to impsopply chain governance of the eradication of
forced labour. The UK Modern Slavery Act 2015, whigas to come into full force in October 2015,
requires companies earning over a certain thregbgbdepare a human trafficking and slavery report

13 Details available at: http://www.theguardian.églobal-development/2014/jun/10/supermarket-prattastand-produced-slave-laboufaccessed 25 Nov. 2015)
14 Details available at: http://bigstory.ap.orgtdet98053222a73e4b5dab9fh81a116d5854/ap-invektigatavery-taints-global-supply-seafoo@ccessed 25 Nov. 2015)
15 The Tier 2 Watch List comprises companies tlanat fully comply with Trafficking Victims Proteicin Act (TVPA) minimum standards, but which are inakprogress. While the

absolute number of victims is still increasing,réhis failure to provide evidence of increased re$f¢o reduce or eliminate such practices.
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for each financial year for its own business andt®supply chains (UK Government, 2015). Under
the US California Transparency in Supply Chains @&10), every company with revenue over a
certain threshold must publicly declare effort®fsure that its direct supply chains activitiesfeze
from human trafficking and forced labour. Each campmust also indicate to what extent it verifies
its supply chain; audits suppliers; requires disegipliers to ensure products are not producedrogd
labour; provides training to relevant staff; andimeins internal accountability. Currently there ar
lawsuits pending against Nestle and Mars for fgitim disclose forced labour in their pet-food syppl
chains, and against CostCo for failing to inforrmsamers that shrimp was produced by forced labour
(Urbina, 2015).

2.4 Social dialogue and capacity for representation

Since much work in food supply chains is insecare] workers lack union representation, they are
exposed to considerable OSH risks and other lafigiuts violations. Regulatory restrictions, employe
opposition, and weak unions are common reasorieviolevels of unionization and participation (Best
and Mamic, 2008). Private regulation may have festenigher child- and forced-labour standards,
COCs have had little impact on the right to coliecbargaining and freedom of association. Oneystud
reports that rhetoric regarding trade union rightaot translated into reality, auditors are undble
detect violations, and suppliers have limited inzes to comply with code requirements on freedom
of association and collective bargaining (Egelsdéamand Merk, 2013). Other researchers found that
COCs have had little impact on facilitating freedohassociation and the right to collective bargajn

on suppliers’ sites, or on improving labour corai8 where sites are already unionized (Barrientds a
Smith, 2007:p.723). While pay and conditions maypriove, workers’ representation rights tend to
remain untouched (Lee et al., 2011:p.4).

2.5 Environmental challenges in food supply chains

Environmental risks include loss of biodiversitgfarestation, desertification, water scarcity, gnos
pollution, and land scarcity. Increasingly, landé&ng replaced with crops such as sugar, soypénd
palm, either for production of bio-fuels or to stypglobal food and beverage companies.

A common strategy in addressing some environmaigks is to minimize geographical distance
between production and consumption by sourcingumrsdiocally. Benefits of local sourcing include
reduction in transportation pollution; reduced agikg; support for small-scale agriculture provigin
employment and income for local farmers and worlat®f which contributes in turn to food security
Various social movements — e.g. Locavérglow Foody and Farm to Foik— have encouraged local
production and increased consumer awareness androdor environmental, health, and social aspects
of food consumption. Other related movements irelatforts to decrease the amount of chemicals
such as pesticides in the growing and productidoad by shifting towards organic produce.

Climate change has added to farmer vulnerabiliggrefne weather conditions have resulted in large
fluctuations in supply as crops are harmed anddesrstruggle to maintain healthy crops and livdstoc
Unsustainable use of land, including the destraatidoiodiverse lands for the cultivation of crgpeh

as soy or palm oil, continue to fuel climate chaage contribute to land degradation. At the same i
climate change threatens resource availability.ex@mple, rice farmers in Thailand face continuing
threats from climate change and natural disastarsyell as rising input costs leading to large eoric
fluctuations. Given that almost one-third of thergmse in greenhouse gases between 1900 and 2008
can be attributed to agricultural activities, chesigh land use and agricultural transport are reteule
ensure sustainable food production (Oxfam, 2013)p.1

16 Locavore is a term used to describe a perserestied in eating foods that are locally produced.
17 Slow Food is a global movement focused on pvesgiocal food culture and traditions. More detailailable at: http://www.slowfood.cortaccessed 25 Nov. 2015)

18 Farm to Fork or Farm to Table are both widelgduto refer to initiatives that promote greateramtanding of where food originates, largely foaltte concerns including public

knowledge of what ingredients commercial foods ipcoate.
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Policy-makers and researchers have also showadbi and environmental challenges are interlinked
(Gerrefi and Lee, 2012). Pressure to cater to ddrbgproducing large volumes of monoculture crops
creates pressure points throughout the supply cRaininstance, filling large orders under time and
cost pressures tends to increase working hoursusadf child labour. The following case studies
highlight some of these interlinkages and demotestree need for coherent and integrated solutions i
sustainability is to be the end goal.

3. Company CSR challenges: A comparative
analysis

3.1 Global retail context

Retailing has traditionally been location specifiat over the past decade, due to economic slowslown
in Europe and the US, food retailers have beenirsgd&reign markets. Despite a global economic
slowdown, emerging retail markets, particularlythie Asia-Pacific region, have experienced revenue
growth. This can be attributed to relatively budyaeonomies; increasing foreign direct investment i
retailing; growing middle classes; and relativebugg populations. By 2011, 23.8 per cent of the top
250 composite retail firms’ revenue was generatedoreign markets (Deloitte, 2013:p.15). This
tendency has been strongest among the largestdeal getail firms, whose foreign revenue exceeds
that of the remaining largest 250 taken toget®erthe other hand, the share of revenue genergited b
the largest 250 retailers that operate only dome$ti has decreased to 38 per cent (Deloitte,
2013:p.15). Retailers thus are establishing aneasingly significant global footprint both as
organizations and in relation to their supply ckain

3.2 Home country characteristics: The Australian, French, and United Kingdom retail
sectors

Australia

There are 140,000 retail businesses in Austradieounting for 4.1 per cent of GDP and 10.7 per cent
of employment. In recent years, retail sales growah declined but remains relatively robust as the
economy continues to grow. Competition is partidylantense in the light of new multinational
entrants and the growth of online retailing. Grgoetailing accounts for the greatest revenue. The
industry is highly concentrated, dominated by a fems. In general the retail industry operateshwit
low profit margins (profit as a percentage of rax@n Overall, the margin was 5.3 per cent in 2009—
2010, whereas the average among other industriesiaut 11.1 per cent. Overall, it remains a labour
intensive industry with a mainly young, relativédyv-skilled workforce (EIU, 2015a).

France

Retail sales volumes in France declined by 0.3GAder cent in 2013 and 2014, respectively. The
outlook is relatively weak, given the economy’svglgace of recovery and other demographic factors,
including an ageing population. Four companies daiei the retail sector, with Carrefour, the leading
company, accounting for 22.1 per cent of the Fregnadtery market (EIU, 2015c¢). Profit margins
among French firms have been squeezed in resporike introduction of discount retailers such as
Aldi. In 2014, average profit margins were as lasv3aper cent, declining from a peak of 6 per cent
(EIU, 2015a).

United Kingdom

An estimated 539,000 retail businesses accou pe@r cent of gross value added in the UK economy.
The sector employs about 2.9 million people, oruald® per cent of the workforce. Retail sales have
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grown in the last five years, and are expecteaitdicue to grow over the next five years. Onlinaite
sales account for about 11.7 per cent of totallrsdiées, making the UK one of the largest onlieit
markets per capita in the world. The UK grocery kaaiis highly concentrated, with four leading
companies accounting for 73 per cent of the mgikki, 2015b). Average profit margins for grocery
retailers have remained low at 5.2 per cent in 20422013 (Food Navigator, 2014).

The food service sector is the fourth largest corsumarket. Key trends within the food servicesmec
include an emphasis on local sourcing, sustaigb#ind healthy eating (Food Service Consultant
Society International, 2012). This is reflectedhie growth of organic, fair-trade, and other etlyca
labelled products, which comprised 8.5 per cenhaisehold food sales in 2012. Non-residential
catering is the largest food sector in the UK, aoting for 48 per cent of the total (excluding
agriculture). In 2013, 23 countries together actedifor 90 per cent of UK food supply. Slightly ove
half of this (53 per cent) was supplied from witthe UK (UK Department for Environment, Food and
Rural Affairs, 2014). As of September 2014, womemprised 57 per cent of employees in food
retailing and 52 per cent in non-residential catgrMen accounted for 66 per cent of employees and
69 per cent of hours worked in food manufacturing.

3.3 Lead retailers: Business-to-consumer and business-to-business

The study examined the respective supply chairufeatof the firms categorized as business-to-
consumer (B2C) and business-to-business (B2B) fiffiese included two B2C firms based in
Australia as well as a B2B firm based in the UK andther in France (see table 2).

Table 2 Features of the four case study firms

Business-to-consumer retailers Business-to-business retailers

Company A Company B Company C Company D

Large, diversified retail Diversified retail, foreign- UK multinational French MNE food services
public company with stores owned public company with construction and services and facilities management
throughout Australia; stores throughout Australia; firm; +75,000 employees; firm; 300,000 employees.;
+100,000 employees and 7,000 employees (2014) and  +5,000 (UK) suppliers; +90,000 suppliers

+520 suppliers including +1,000 suppliers that include  customers include private (worldwide); customers
own-brand. own-brand. and public organizations. include private and public

organizations.

Note: Revenue figures been have excluded because of exchange rate issues and for reasons of confidentiality.

The two B2C firms were not direct competitors, sirtbey catered mainly to different customer

segments. Competition between the B2B firms, ondther hand, was limited by differences in

geographical focus — each was more prominent ferdifit countries. Company C indirectly sourced
over 1,000 food products from many suppliers withimd outside the UK. The firm had a direct

relationship with a small number of intermediarigg most important of which was an international
food service supplier, hereafter referred to aspiepC, which accounted for around 80 per cent of
Company C's UK food purchases. The fourth lead fimfierred to as Company D, was a much larger
firm and more dispersed in terms of markets, itgdat being North America, which accounted for 38
per cent of revenue.

Two common features of the four firms was thath@lgh food comprised a large proportion of their
sales value, they had diversified into other préslumr services, and these firms were large by
international standards. Company B was somethitag @&xception in being more diversified regarding
products, and in appearing to be relatively snialt, this firm was a subsidiary of a larger company.
Only one of the firms (Company A) did not operateinationally.
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3.3.1 Business-to-consumer retailers

3.3.1.1 CSRin lead firms’ corporate strategy and structure

Company A

Following a corporate merger several years agoetivas a change in Company A’s corporate board
and a new chief executive officer (CEO) was appainProfitability was no longer the sole objective;
stakeholder satisfaction became more importanitjdiveg development of long-standing relationships
with acceptable suppliers. Reputational risk was a@rime motive, as management sought to prevent
its large marketing expenditures from being undeediby media criticism arising from sub-standard
supplier practices. This pressure was exacerbatadténsified price-based retailer competition that
led domestic suppliers to publicly voice their cemc about unfair buyer-supplier contracts. This
problem was subsequently settled in the courtsbgnithe enactment of a voluntary retailer-supplier
COC administered by a government couHcNeanwhile, commercial details of supplier contsact
were regarded as matters lying outside the CSR geaisajurisdiction. The CSR manager’s staff
consisted of only one direct report and employnoéiémporary employees for specific projects, and
the CSR manager reported to a manager with redplitysifor food quality and safety, whose
approximately 50 employees were mainly concerned feiod quality. In turn, this manager reported
to an executive-level manager who coordinated naardizing, food quality, and CSR.

Company B

Sustainability was part of the firm’s brand propiasi and one of several strategic corporate pillars
This reflected changes in senior management wipipat from the parent company. Supply chain
standards were viewed mainly as a reputation Hikvever the firm was moving from a defensive
strategy of limiting adverse publicity that mighisa from association with factories that underrdine

international standards to one of strengtheningoousr attraction and loyalty by demonstrating CSR
leadership. Hence the new strategy of partnerinip wuppliers, employees, and the industry to
understand and mitigate the consequences of eksaecing. The firm had only recently started on
this journey with the appointment of a CSR managko reported to a manager responsible for
sustainability, employee engagement, and safety iwhorn reported to an executive-level manager
responsible for human resources. The CSR managemwuadirect reports currently employed on a
temporary basis.

3.3.1.2 Supplier relations and processes

Company A

Prior to the new board and CEO taking charge,icglahips with suppliers were mainly transactional.
Merchandizing managers were not encouraged to gonbleshort-term profit margin, quality, and
delivery considerations. As noted earlier, this rapph had led to supplier problems. Senior
management therefore decided on a new strateggingedenger-term relationships based on mutual
understanding, trust, and support. Signalling ghiange, the firm initiated a competitive innovation
scheme for suppliers to fund process or productérgments that would benefit both the supplier and
Company A.

Management distinguished between suppliers as Igngeither high- or low-risk countries. Product
categories were also assessed according to risk.

Risk, however, has both objective and subjectiveedisions. Objective risk is the probability of a
particular standard not being met. Research andantegorts provide evidence to support such
judgements. Subjective risk, on the other hanthégprobability that sub-standard practices rejatin

19 More details available at: https://www.accc.govbusiness/industry-codes/food-and-grocery-coenéluct#the-codgaccessed 12 Nov. 2015)
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various practices — in this case child labour iaind — are likely to be reported in the medigSier
requirements vary according to assessments baste aove risk considerations.

Suppliers in OECD countries are generally regaaetbw risk compared to their counterparts in the
African, Asian, and Middle Eastern regions. All pliers are required to formally endorse the firm’'s
ethical sourcing and food safety policies, and tblisws a detailed due diligence examination otfi

tier supplier sites prior to authorization as agilne supplier to the company. In high-risk cousgri
third-party audit clearance or certification isueqd.

Thus, after concluding a commercial contract, Camypa required suppliers in high-risk countries —
and, occasionally, suppliers based in low-risk ¢oes responsible for a high-risk product — to
provide, on a one- or two-yearly basis, audit attiteation evidence from a recognized auditing
organization that the company’s ethical sourcinficgovas being upheld. Suppliers were given an
opportunity to help resolve problems identifiechindits within a specific time frame.

Management regarded compliance as the prime methodigating labour and environmental risks in
the company’s supply chains. One innovation hadnbieeextend food quality team members’
competencies to include labour and environmengaddstrds, so that visits to suppliers could include
appraisals and suggestions for improving thesedatas. This was complemented by an avoidance
strategy based on media reports. For example,m&bon concerning forced labour in Malaysia and
Singapore prompted the ethical sourcing managerganize training workshops for suppliers in those
countries explaining the need to avoid such prestiSuch attention was also intended to promote
closer inter-firm relations. According to the etilisourcing manager:

[The training initiative] showed them we werenfaaeless retailer but rather a company that realtgd

for our suppliers and our relationship with them.

— Ethical sourcing manager, Company A

Examples of supplier-firm relationshipsat Company A
This section looks at two products: bakery itenea thcluded bread and cakes, 90 per cent of which
were locally sourced in Australia; and pineappltes tvere sourced and processed in Thailand.

Bakery products, including bread and cakes, weasplgd by over 100 firms throughout Australia. The
items were divided into various categories for eafolthich a merchandizing manager was responsible
for drawing up and administering the contract. This followed by due diligence inspections by
Company A’s technical experts and formal acceptafséandards by the supplier. The merchandizing
managers were supported by a team of food quatijteres responsible for ensuring food safety and
assisting the managers with informed decisions gktenm, relational relationships were preferred to
transactional relationships. Referring to the farnige merchandising manager said the following:

We have a great understanding of each other’s éssés and what we can do is play to each other’s

strengths... This is beneficial because they arelylite be suppliers that really understand our

requirements, and we understand what their alsildie and their requirements, and through teamwork

we can foster initiatives that drive both [our] adas forward.

— Merchandising manager, Company A

Commenting on transactional relationships, the saaeager noted this:
We do have some transactional suppliers, where tisemo interest for either party to look more long
term... There is no challenge or opportunity to inygr@ach other’s business going forward. We are
more limited in those relationships.
— Merchandising manager, Company A

Ethical issues, for their part, arose as proactteer than operational issues. This was becausba
products were overwhelmingly local in origin, ahéite was a belief that compliance was guaranteed
by the force of Australian regulations and suppiemmitment to the company’s COC. Proactive
measures were undertaken in accordance with Compaycurrent initiatives, which included
fostering nutritious living, caring for the envinment, and treating animals humanely. The company
had been working with the Australian Governmenstam ratings based on health criteria for food, and
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encouraged suppliers to demonstrate social redgbitysioy becoming certified in areas such as
packaging, animal testing, and labour standards.

Pineapples were sourced via an agent in Thailahts dgent employed about 20 mainly technical
workers, and sourced several products for Companith pineapples, the agent contracted a supplier
of canned pineapple who had contracts with Thanéas to produce for Supplier A. The agent had
long-term relationships with both Company A (20ngg@and the supplier. The agent was responsible
for selecting suppliers in South-East Asia, enguiiney met Company A's ethical and quality
standards, and, subject to Company A’s agreenmk,dare of pricing, processing, and delivery. The
product, particularly with a new one, was sometised to Company A for assessment prior to pricing
and conclusion of a contract with the supplier.

Neither the agent nor the supplier had an expl8R policy, with each following various retailers’
standards. The agent required an annual auditepert of the pineapple canning and packaging
factories operated by the supplier, and might ssekective action before proceeding with an order.
Both agent and supplier considered CSR to be irmpbrtManagers from both firms said this was
because increasing media attention was exertirgspre on retailers to ensure satisfactory standards
And environmental sustainability was expected tocobge more salient as retailers sought predictable
future food supplies. Consequently, the suppliel fegently initiated a pilot project to promote goo
agricultural practices among farméfts.

The canning factories —two in this case, botletdas Thailand and each employing about 1,000 mainl
migrant female workers — were expected to confasnmdtional labour laws and Business Social
Compliance Initiative (BSC#H standards (similar to Company A’s), including memnghip of Supplier
Ethical Data Exchange (SEDEX)Factory audit reports were forwarded to Companwlidich might
send representatives to the factories, accompédnyiede supplier, to discuss issues directly with th
managers. Two types of problem could occur: mdtexamtamination affecting food safety, e.g.
pineapples contaminated with nitrides; and labaandards issues. Excessive overtime hours was a
typical potential issue in pineapple canning faemrPineapple canning is seasonal, so managees wer
interested in maximizing short-term profits whilenkers were often keen to work long hours to
maximize earnings when the factory was operatihgs Tisually meant working longer overtime hours
than stipulated in the company COC, but, withinltimits of Thai law, that allowed for a 48-hour vikor
week together with an additional 36 hours of oweeti This might have contravened Company A’s
code — which referred to compliance with local lamindustry standards, whichever provided greater
protection — but the code was not enforéed.

The supplier maintained relationships with abou@ &mers, who produced pineapples mainly using
family labour. According to the supplier, retailensch as Company A had not requested details of
labour and environmental standards pertainingeddahms, so they remained uninformed about actual
labour and environmental practices.

Company B
Company B had not audited suppliers over the paside. Management instead relied on suppliers to
uphold a COC that had recently been strength&mednerchandizing manager explained:

20 The scheme involved 33 farmers who receiveditrgiin sustainable agricultural and labour prasticThey were asked to record their use of chemirelorporate the Good Agricultural
Practice (GAP) code, and follow internationally ggable labour practices. To limit labour shortadasmers received a subsidy for employing worl@rshe farm. GAP addressed

environmental, economic, and social sustainatditthe farm level to promote safe food production.

21 BSCl is a multi-stakeholder initiative aimedraproving working conditions in supplying factoriaad farms by providing a single COC and implentmasystem, allowing members

to share information and collectively address labssues. More information is available at: htypwiv.bsci-intl.org/content/what-we-do-0.

22 SEDEX aims to improve social and environmenipp$y chain compliance by allowing members to slsagplier information on labour standards, heattth safety, the environment,

and business ethics. More information is avail@blevww.sedexglobal.confaccessed 5 Nov. 2015)
23 Alternatively, “industry standards” might beenpreted as standards prevailing in the pineapplegssing industry in Thailand, thereby legitimginorking up to 76 hours per week.

24 Company A’s code required adherence to the &tfiiading Initiative’s base code, including coraplie by foreign and migrant workers with Immigratand labour laws where they

were employed
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In the contract there are basically broad requirgmabout ethical sourcing, not to the degree wWeatire now
introducing... So the buyers feel that once they bagplier that they [the supplier] will do the nexay due
diligence. Our buyers work very hard, they trav@tathey don’t have time to check [conformity@@mpany B’s
code]. Itis a trust thing, and a lot of supplieese been dealing with [Company B] for a long time...

— Merchandiser, Company B

To the time of this study, Company B had not atedcriticism in the mass media concerning the
firm’'s labour or environmental standards. But tlmmpany had received a low score in a widely
publicized NGO report on CSR, and sought (succtgsto improve its rating over the preceding two
years.

The CSR manager distinguished between own-brantramdl products. The latter were typically large
marketers or food processors with whom contracte wgned that stipulated adherence to Company
B’s COC. These brands usually had their own codbigh were similar to those of Company B, and
were trusted to uphold these standards amongsiygiiers. This also applied to agents, many ofrwho
had been contracting with Company B for more tlearnytars. Smaller brands and own-brand suppliers
were considered higher risk. The amount of attentiey received depends on an emerging strategy
based on supplier mapping and a risk analysidribhtded the country where the supplier was logated
and a factory score based on a survey administgréglompany B. This determined the number of
visits by Company B’s CSR personnel and whethbird-party audit was required. The task was made
easier by the fact that fewer than 200 supplieco@ated for around three-quarters of the firm'sltot
revenue. Company B’s policy was to develop clogs&ralle relationships with suppliers; some
suppliers, however, had been reluctant to chandesabmit themselves to CSR scrutiny. This was
leading to contract reassessments. Acknowledgiegméed for CSR to become securely embedded in
Company B’s culture, the CSR manager had succeadecdtroducing ethical sourcing into the
merchandizing managers’ training programme.

An example of supplier-firm relationships at Company B

A leather products supplier who had been suppl@iompany B for more than 20 years claimed that
the key to a successful business relationship wesgnizing and then accommodating buyers’ and
suppliers’ points of view. According to the manageBupplier B, key ingredients of success included
a “holistic view” plus attitudes of “fairness fotl"aand “trust”. These features required “correct
information and openness”. This did not mean thHaha business relationships were relational. The
interviewee explained that some of the productevashion items available only for a short period.
These were sold, mainly to small boutiques, omiasiactional basis. Other product specificationsearo
from discussions with key retailers. The compamntesigned and ordered customized products that
mainly constituted own-brand goods sold by retaikrch as Company B. In short, this supplier was a
designer-intermediary, and not the leather produetsufacturer, which was one link down the chain
and with which Company B had no relationship anouglvhich it knew little.

The leather used in these products was sourced $everal factories in India. Supplier B had had
business dealings with the managers of these fastéor nearly 20 years. The manager visited the
factories twice a year to place and discuss ordRekationships with the factory managers were such
that the manager was able to go into the fact@m@sobserve work processes. The manager claimed
that Company B’s labour and environmental standasde being met in these factories. This was based
on observations during factory visits, and becdhese factories supplied large, highly reputable UK
retailers who conducted regular audits as pahaf hormal procedures. Supplier B's orders werg ve
small by comparison, but the manager claimed ttHieses provided good service. Two reasons
accounted for this: (1) the company always paidrmtdy, a practice valued by the factory owners; and
(2) over the years the manager had become acqdaitittethe local community, and was contributing
to a community project that generated local empleymmThis demonstrated social commitment that
distinguished the company from most other buyers.

These first-tier manufacturers appeared to uphdkftmnational standards, but it was unlikely thas wa

true farther down the chain. When asked aboutdbecsg of leather, the interviewee stated thatis
“by-product”, i.e. that the cattle were slaughtei@dmeat, and that the leather was a by-produttisf
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process. According to Supplier B’s senior managferyas impossible to learn more about the
slaughtering process or the source of the animals:
The tanneries are no-go areas. I'm not sure wkmisloyed there, maybe low-caste Hindus. Whenever
| raise the issue of the conditions in the tanmeriith the managers, no one wants to continue the
conversation. It's very difficult to go further thahat.
— Manager, Supplier B

3.3.1.3 Pressures for change

Company A
This firm was focused on delivering low-cost, gapgality food to customers under intense competitive
conditions and in a context of slow economic growatla less than full employment. Hence the firm’'s
efficiency-oriented, high-volume, low-margin bussemodel. However, management realized that
adverse publicity concerning food and the condgiander which it was produced or processed was a
sensitive issue, one that might damage customatiae$ and profitability. According to one of
Company A’s senior managers:
When you look at some of the recent issues abaut fiaud, or contamination, it is becoming more and
more important to understand where your produescaming from. So there is a general trend within
the global food industry toward greater awarendssoarcing and the ingredients that are going into
your product. We are kicking off a big project thalt hold all of our product ingredients, criticabntrol
points from a manufacturing point of view, and austandards including food safety, and ethical
sustainability.
— Senior manager, Company A

The firm felt a growing pressure for traceabibityyhich, according to that same manager, could be
achieved by the firm working with suppliers on adeterm basis, obtaining detailed information from
them regarding the supply chain, and encouragiesgtsuppliers to apply similar standards to sugplie
below them in the chain.

Company B

Management viewed CSR as a broad tendency thatleasy evident in Europe and the US, one that
had come late to Australia. Nevertheless, NGOssan@l and mass media had raised public awareness
of consumption-related ethics. This included pusatg garments sourced from countries with poor
labour standards; buying food that failed to meestfalian safety standards (see table 1); expdirtef
sheep and cattle that were ill-treated during dted ransport overseas; and imports from, or i@t
with, countries where forced labour and human ithifig was prevalent. As noted earlier, there had
also been recent media exposés of underpaymengcdmhworkers in the agricultural sector and, more
recently, in retail franchise stor&sThis trend in public awareness was viewed mol@agpportunity
than a threat. As noted earlier, Company B’s mamege had come to regard ethical sourcing, and
sustainability more generally, as a key dimensiathe firm’s corporate strategy. This was refledted
policy changes supported by increased resourcestéd to realizing the company’s objective of CSR
leadership in Australia. However, management sastagkes that still needed clearing to move ahead.
These included an excessive number of supplieasivelto sales value; information systems that did
not contribute to supply chain transparency; amditéid integration of ethical sourcing and
sustainability values among merchandizing and atieragers.

25 Traceability refers to the ability to use recotal track the supply back to its origins.

26 More details available at: http://www.abc.netdaorners/stories/2015/08/30/4301164.htm and hitpW.theguardian.com/business/2015/aug/29/7-eleverin-allegedly-pays-some-
staff-in-australian-stores-just-10-per-hour. (ase€lsl4 Sep. 2015).
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3.3.2 Business-to-business retailers

3.3.2.1 CSRin lead firms’ corporate strategy and structure

Company C

Over the previous ten years, and reflecting itswftation in the construction sector, Company C has
been concerned with environmental issues, partigutaaterials and water wastage. Over time this
concern had broadened to include social issu@f18, the adoption of sustainability as a key craaf®o
objective, one championed by a senior managerjgegdwnew momentum.

Progress with sustainability was reported annuallg separate, publicly available report, and there
was an online learning package available for infogmand motivating staff. CSR was conceived
mainly in terms of measurable targets that inclueegbloyee health and safety, water consumption,
construction waste, carbon emissions, and empleyieateering. Although Ethical Trading Initiative
(ETI)-related labour standardsvere mandatory for suppliers, no specific tarf@tgnprovement were
included in the corporate sustainability strategy.

Sustainability was viewed as critical to mitigatitige following risks: (1) reputation, arising from
provision of services to government facilities uihg hospitals and schools; (2) health and safety,
which might adversely affect customers and empley€é®) workers’ pay and conditions associated
with construction projects in the Middle East, wdkbour standards are often problematic; anch@!) t
environment, where climate change and natural @isaw/ere likely to pose a challenge.

The company structure supporting this policy ineldiéd senior manager who coordinated activities in
support of sustainability, including responsibility the annual report. This individual reportedhe
chief financial officer (CFO), whose roles includedegration, assessment, and improvement of the
company’s performance, both financial and non-faialn A senior procurement manager supported
the sustainability effort, offering strategic adviand developing plans to further the firm’s sursthle
buying capacity in the facilities management dsiThe senior procurement manager worked closely
with procurement managers to facilitate specifigjgets, for example launching, with counterparts in
other companies, a supply-chain sustainability sttmteach and advance supply chain practices.

The firm’s approach to CSR included sustainabititgtrics for senior managers as part of their key
performance indicators (KPIs). Procurement manageesanwhile, had at least one measurable
sustainability goal among the five outcomes theyevexpected to achieve. Interviewees at Supplier C
agreed that sustainability had become part ofith&d corporate culture, distinguishing it from nhos
of its competitors. According to a manager at Sigp|i:
[Company C] is amongst the more focused comparégmrding sustainability. They are very
proactive...they are quite unusual because to théraltmost a core activity.

On the other hand, Company C interviewees werefudai@ point out that much remained to be
accomplished, despite the fact the company haddjrbeen recognized by a rating agency as among
the UK’s CSR leaders.

Company D

The firm’s current mission is to “improve the gualbf daily life for employees and people we serve”
with a focus on local sourcing and community depelent. According to company interviewees, the
founding vision, when the firm was established biadke 1960s, included CSR. In 2009, however, a
formal CSR strategy was introduced together wigfoxgernance structure, detailed national plans, and
procedures and tools for implementation and assmssriithat strategy has included four priority
themes: health and wellness; the environment; lmmalmunities; and being a responsible employer. A
total of 18 commitments are subsumed under thdedtprareas. A baseline study was conducted in

27 ETlis an alliance of companies, trade uniond,MGOs that promotes respect for workers’ rigaitswing them to jointly address complex supply-etiasues, including implementation

of a labour COC. More information is available tattp://www.ethicaltrade.org/{@ccessed 12 Sep 2015).
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2009, and annual surveys are run to measure peOgils respect to those 18 commitments. About
1,000 part-time CSR “champions” have been desighateoss the company to motivate colleagues to
assist in achieving the commitments referred tovaland to share information. In addition, managers
and buyers (procurement personnel) are providddnegularly updated toolkits to inform and manage
interaction with suppliers concerning supplier CQ@d key social and environmental issues.

A CSR department at the group level comprises aleoupeople. The department is headed by a vice-
president for sustainable development, who reptirestly to the executive committee. Members of
this department interact with colleagues in othepattments at headquarters, regional, and country
levels. Key contact people for the CSR departmenplaced within the regional supply management
teams, divided in each case between food and rmhgooducts. At the country level, this structwge i
reproduced with a food safety department focusingC&R-related issues such as traceability and
observance of labour and environmental standards.

3.3.2.2 Supply chain relations and processes

Company C

Supplier C had been a supplier to Company C foenttwain five years, during which time the value of
purchases had grown by over 100 per cent annigiljn Company C and Supplier C favoured a long-
term, trust-based relationship characterized byppandid communication. This was pursued at two
levels: at quarterly meetings between the seniorager responsible for sustainable purchasing and hi
counterpart at Supplier C; and more frequent mgstiretween Company C’s procurement managers
and their Supplier C sales and technical teams.

Company C’s managers claimed they relied on Sup@lito maintain the labour and environmental
standards stipulated in their formal purchasingeagrent. But whether suppliers were actually
upholding these standards remained an open questisidepended on Supplier C’'s procedures and
the suppliers farther down the chain (see below)sflwas key, since Company C managers reported
that purchases by the firm amounted to less thparZent of the value of Supplier C’s total annual
food supply, so they viewed Company C as havinig ldommercial leverage. According to Supplier
C’s sustainability manager, however, Company C veasked at the forefront among B2B firms
regarding future trends, so the firm was more mflial than its purchasing power might suggest.
Indeed, Supplier C was currently positioning itseifa manner similar to Company C, towards the
front of the movement towards sustainability. Tlaianale for this was fourfold: (1) to satisfy
customers, for example Company C, that prioritizestainability; (2) to manage resources and costs
more effectively; (3) to attract potential emplogeand (4) to establish a competitive advantagedas
on a distinctive sustainability platform.

According to a Supplier C’'s sales manager, the fupplied a range of branded and own-brand
products to Company C. With branded products, tla@downer was responsible for implementing
and monitoring labour and environmental standaeti®g Company C. There were some exceptions,
for example where a supplier only had Safe and IL8applier Approval (SALSA} rather than British
Retail Consortium (BRC) accreditati&hWhere possible, the firm encouraged supplier fazation
such as Fairtradeor Red Tracto# and promoted sustainable supply chain schemesasitiarine

28 SALSA is an accreditation for food safety staddaimed at smaller suppliers who supply locélgre information is available at: http://www.salsaél.co.uk/index.php. (accessed 14
Sep. 2015).

29 The BRC Global Standard covers food safety ardity management aimed at adopting good manufactyprocesses.

30 Fairtrade sets out international economic, $oeiad environmental standards aiming to providbetter outcome for workers and farmers. More infation is available at:
http://www.fairtrade.net/361.htm({accessed 9 Sep. 2015).

31 Red Tractor is a farm and quality assurance nsehaimed at defining good agricultural practicesl amproving food labelling. More information is aksble at:

http://www.redtractor.org.uk. (accessed 9 Sep. 015
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Stewardship Couné#l and British Lion egg& In terms of visibility farther down the supplyaih,
Supplier C relied on their tier-one suppliers tonmar their tier-two and subsequent tier suppliers.

Supplier C’s supply chain guidelines included théofving: (1) where possible, build and develop

long-term and direct relationships with suppli€y; comply with ETI and ILO labour standards; (3)

work to realistic lead times when forecasting atahping production; and (4) try to ensure suppliers
are paid correctly and on time.

With Supplier C’s own-brand products, ethical cohprocessesicluded a clear approval process and
some monitoring extending back to the raw matestage. The company occasionally assisted with
implementing standards improvements at key suplupplier C used a risk assessment tool to decide
whether and how often an audit might be neededh Wiitn-brand products, generally the prospective
supplier completed a survey and an audit was cdadymrior to production and again at the time of
first production. An annual re-approval processluding discussions with the buying team, served as
ongoing monitoring. Key monitoring issues includstiical trading (e.g. ETI code), environmental
sustainability, and some specific industry-relagsdies. For own-brand suppliers, Supplier C's gali
assurance team audited factories and conductethrexpsessments — for low risk, every two to three
years, and for high risk every year. Audits wereally announced, but might be unannounced,
depending on how serious a given issue might be&here on-going issues had not been rectified.

Company D

Managers explained that 80 per cent of the comgaogd sourcing came from local producers, which
was the main reason Company D continued to emphdsial community development in its CSR
strategy. This feature also highlighted the impureaof decentralized (country level) management of
supply relationships. Long-term, trustful ties wereferred even though the firm might start offtwit
six-month contracts in some cases. One managenedathat, in addition to developing mutual
understanding, an advantage of long-term relatieass avoidance of high transaction costs associated
with frequent change of supplier. Although the campdid not engage in explicit training, managers
referred to toolkits (that included videos, charsl documents) made available to buyers and supplie
to raise awareness of the company’s approach toug€CSR issues, including the COC, sustainable
palm oil, and animal welfare.

Regarding supply chain regulation, managers distgtgd between non-food (especially uniforms)
and food contracts. Food safety took precedencelaveur and environmental standards, which were
regulated mainly by third-party certifications anast that suppliers would implement the firm’s COC
This was substantiated by details provided by tB®®f one of Company D’s Asian food suppliers,
who purchased and aggregated food supplies pratispatching to Company D: (1) the initial contract
required acceptance of Company D’'s COC coveringuarlabour and environmental standards; (2)
little attention was accorded COC compliance dudngual audits of the supplier’s finances; (3) the
contract included such supplier accreditationsS(3 18000s and Hazard Analysis Critical Control
Point (HACCP); and (4) in Thailand, this suppliegisality manager visited food suppliers down the
chain to ensure labour and environmental standarte being upheld according to Company D
requirements.

Food regulation differed from relations with unifosuppliers, where Company D had global contracts
with a five suppliers requiring adherence to theypany COC and selective auditing of the down-chain
suppliers to these firms. Audits were based onntarrially developed instrument adapted from the
firm's COC. For these audits Company D ranked nmmygliance issues including issues considered
zero-tolerance that would result in terminationtha supply contract. Monthly CSR review calls were

scheduled with supplier factories that were in pinecess of resolving problems. This ensured the
supplier was strictly complying with the require& improvements.

32 Marine Stewardship Council is a certificationl dmbelling programme to promote a sustainablecsehindustry.

33 A UK assurance scheme aimed at certifying egdscal, meeting animal welfare standards and yafahdards. More information is available at: $iffprww.egginfo.co.uk(accessed
9 Sep. 2015).
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Management intended to introduce a similar compgasystem into food supply chains, beginning
with a pilot project focusing on fish, seafood shefruit, and vegetables where there was evidehce o
high risk regarding labour and environmental stamslaManagers acknowledged the difficulties
associated with food. One interviewee noted thatisks are usually at the field [agriculture] leteit
they can be anywhere along the supply chain;” aratioted that “you don’t need to go far to find
human rights abuses in agriculture... US tomato pgcke Florida and Spain some years ago, also in
Northern Africa, there have been cases of very paiolg and working conditions.”

3.3.2.3 Pressures for change

Company C

Because catering services accounted for a largegeswling proportion of revenues, mitigation of
reputational and operational risks were importamtmanagement. This external pressure was
compounded by management having set themselvesralsitity objectives that were also motivated
by the goal of sustaining their position among th€'s leading firms in implementing sustainable
practices. This was complemented by internal pressupay most attention to those CSR aspects that
were measurable. In contrast to the firm's annm&irenmental objectives, for example, relating to
water usage, construction waste, and total carlmisséons, there were no measurable objectives
relating to labour standards.

Company D

Like Company C, Company D did not merely respongressures of change; instead, these were
anticipated by the firm’s CSR detailed strategyplementation plans, and specific commitments for
mitigating the most likely risks to the companyéputation and operations. According to a European
quality manager, food safety remained of paramoworicern among consumers, while social
compliance, including animal welfare, was risingmportance. Both could threaten reputational risk,
which the European quality manager claimed wasdrnigiha B2B company like Company D than it
was among food retailers. This was because catirivigually all own-brand, and risk falls soleiy

the firm that owns the brand. Both food safety etiical sourcing pointed to traceability requiresen
thereby encouraging Company C to pay more attetdisapply chain details and satisfactory standards
along the supply chain. As a senior manager faaswbility emphasized, having strong relationgwit
local suppliers facilitated information sharing,iefhwas crucial to developing and implementing the
firm's CSR policies.

The quality manager referred to above noted thstboter attitudes varied between countries, and the
respective risks needed to be assessed withinfigpeational contexts. This manager claimed that
European customers perceived social issues as sameding restricted to the developing world,
thereby ignoring possible labour rights abusesh&irtown countries. Differences regarding animal
welfare were also apparent: compared to most &hsspean countries, French consumers were much
less concerned about this issue.

3.3.3 Challenges relating to labour and the environment across business-to-business and business-to-
consumer retailing

Challenges posed by the institutionalization oblatand environmental standards among suppliers for
lead firms are considered here in the light of eixtystems of regulation, which, as noted eanlady,
mainly on private regulatory mechanisms. The follgpsection looks at implications for workers and
other stakeholders.

Differences between problems relating to labour emdronmental standards are noted, but certain

common challenges may be grouped under the follpvionir categories: structural, socio-political,
organizational, and processual.
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Structural challenges involve four characteristic features of food sypghains: length, complexity,
invisibility, and ambiguity. As noted in this ana previous sections, a lead firm's many food supply
chains extend across several tiers including agamé&smediaries, and producers. This is only pért
the story, as further links lie downstream in thain — including the development, manufacturing, an
marketing of inputs (e.g. fertilizers and grairgmeents that lie beyond the scope of this study.

Processed food is more complex than fresh prodyieen that it may include many ingredients from
different sources. Supply chain length and compjexillitate against transparency and traceability —
hence the problem of invisibility beyond the fitstr supplier. In none of the cases did any lead fi
manager claim comprehensive knowledge of their Iyugipain; indeed, in all companies managers
acknowledged potential labour standard violatioegolnd the first-tier supplier, particularly in high
risk product lines in developing countries, exarafileing the fishing industry; fresh fruit and vedpée
chains; and the meat industry. Regulatory complaxipresents another layer, one overlying product-
related complexity. The cases revealed an empbasfeod safety and consumer health, motivated
mainly by the risk of reputational damage to thenpany. Food safety regulation is itself complicated
manifested as firm standards based on nationadlégin and multilateral, international protocols.
Compared with labour and environmental standamts] fjuality standards and resourcing in support
of compliance with national law are considerableguably, labour and environmental standards are
crowded out, evidenced, for example, by the reddyilimited number of dedicated personnel devoted
to ethical sourcing.

This observation, supported by the case study ee&lehighlights a visibility problem: food safety
violations have an immediate impact, and are likelpe reported in the local mass and social media.
On the other hand, labour standard infringementsngnfiood producers are less visible to a lead firm’
consumers, particularly regarding overseas supgpiredeveloping countries. Visibility is weakened
further with respect to environmental issues suslaia and water pollution and materials wastage,
unless such damage reaches exceptionally higtslbydbcal standards, thereby attracting NGO and/or
media attention. A second problem concerns ambguesponsibility for labour and environmental
standards among suppliers. The cases show thafileedassume responsibility for standard-setting,
but suppliers shoulder implementation, typicallga wocial audits. Yet the standards refer to local
legislation, and some lead firms make an effodisseminate ethical sourcing values to supplieds an
intermediaries, in effect encouraging them to asswvesponsibility for maintaining standards. These
processes lead to ambiguous responsibility fordstads, encouraging stakeholders to believe that
standards are being upheld. Recall the extent tohwheportedly, “trust” was relied on as a basis f
maintaining standards.

Socio-palitical challenges reflect the societal context in which the leadnfis embedded. Important
factors in this respect include the roles of stakadrs such as unions, NGOs, investment analysts, a
the media in influencing lead firm behaviour visda-labour and environmental standards in their
supply chains. Typically, such influences are eisextthrough problem identification and subsequent
dissemination of information through social and snadia. Lead firms may not know that unions or
NGOs have links with counterpart organizationsaardries where their suppliers are located. Neither
is it easy to predict whether a story of sub-stath@@actice will be uploaded into the social meatal

“go viral”, eventually being taken up by the massdm. Firms are now analysing and responding to
social media comments and, in at least one of asesx(Company B), the ethical sourcing manager has
regular meetings with NGOs to share informationgenage opinion regarding future plans. The longer-
term aim is to develop relationships such that N@@sact to resolve supply problems quietly, rathe
than using such incidents to publicly shame the find damage its reputation.

Organizational challenges refer to how influential CSR may be in a givengmation, including how
much resourcing is directed to its support. Ouesahow that CSR or sustainability was prioritibgd
senior management. In the two B2B cases, sustéityakas part of the corporate strategy, while one
of the B2C companies was beginning to implement filre's CSR plans. At both B2B firms,
environmental standards and other objectives ¢ermmunity development, at Company D) appeared
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to take precedence over labour standards, in paduse these were more easily measured, and perhaps
also because they yielded greater financial returmreputational advantage. Furthermore, CSR
influence seemed to be limited by the fact thaslibut one case (Company C), CSR was not included
in line managers’ KPIs. To achieve their goals, G&khagers — judging from the number of managers
responsible for ethical sourcing managers in e&fituo case study firms — had to develop relatigpsh

with managers in key positions, particularly sinegources were limited.

Processual challenges refer to the processes involved in upholding labaad environmental
standards. Three points are worth noting hereH@y limited are these processes in any given case?
For example, Company D was relying on annual thady certification to indicate food supplier
compliance, in contrast to the more detailed anstesyatic auditing programme the company
introduced to assess uniform (non-food) suppli€smpany A, meanwhile, relied mainly on third-
party certification on an annual or two-yearly Isasvhile Company B had only recently started to
develop a risk analysis process intended to idestifppliers that warranted auditing by the newly
created CSR team. Finally, the evidence shows hompany C depended on its main supplier,
Supplier C, to maintain the firm’'s COC standardy. The compliance process mainly depends on
negative sanctions, i.e. conform or there will deease consequences. This highlights the absence of
explicit positive inducements. In other words, thelerlying motives are unlikely to shape positive
outcomes or an enabling CSR culture. (3) All foasefirms approached standards through the lens of
risk. This raised two issues: (a) a philosophicesiion as to whether these firms were truly cavexr
with CSR; if they were, this would suggest priaiitig social commitment as a corporate value rather
than as a hedge against reputational damage asdaudnt possible financial loss. and (b) the extent
to which the risk analysis tools used by thesedimere valid, i.e. whether their use rendered firms
more likely to predict sub-standard environmenial Ebour practices.

4. Governance for decent work in supply
chains

Since GSCs often extend beyond two or more cowptiied involve lead firms and suppliers at différen
levels, there is generally no single entity resgwasfor labour and environmental standards. In
practice, responsibility may be apportioned aceaydp relative extraction of value along the chain.
Even if lead firms could be held more accountalyleéhis reckoning, however, no legal requirement
underpins such implicit responsibility, and suamB have no authority to enforce their views on
suppliers beyond moral suasion and economic threfdtimmately, supply chain regulation must be a
collective affair.

Regulation in supply chains can seek to securemuim labour and environmental standards. The ideal
of decent work, however, implies seeking improven@rupgrading of employment and job quality
beyond socially acceptable minima, including prmns for addressing unemployment arising from
change (as noted earlier). Achieving these objestidepends on forging consensus, not only with
respect to: (1) the dimensions that should be deduin these standards, but also regarding; (2) a
definition of minimum standards; and (3) whethemot to restrict regulation to the pursuit of these
standards or whether to seek improvement. Ther lgtial requires: (1) a consensus regarding goals;
and (2) a strategy for upgrading employment andwiinese issues are difficult to resolve. Addregsin
them effectively may entail limiting the scope oéasures, at least initially, e.g. by proceedingaon
sectoral basis, and developing appropriate andogaigle discussion forums and procedures.

A framework for analysis

Several regulatory dimensions need to be distilgaisFirst, it is necessary to extend and refiee th
distinction between private (corporate) and puf@mvernment) regulation, which, as noted earlian, ¢
operate at a variety of levels. There is also e¢&gulation, that is, regulation by one or moreietat
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stakeholders including NGOs and trade unions. Tdri® of regulation is typically multilateral or, as

it is more commonly described, multi-stakeholdee. icollective, involving different types of
participating organizations. Examples include Efd dairtrade. This form of regulatory institution
differs from collective, unilateral forumsuch as BSCI, SEDEX, and the Alliance for Banglades
Worker Safety* which are dominated by a particular interest gragpially buyers and/or suppliers. A
further distinction may be made between the outsooferegulation and the processes or practices
employed to achieve them.

Some forms of regulation may be better suited bweae particular objectives than others. For exampl
public regulation has the authority of the state @ be legitimately enforced, and can help taldish

and maintain minimum standards within a natiorestand, if states agree, it may be possible toresfo
international standards via state commitment t@rimdtional Conventions. On the other hand,
professional interest groups and NGOs may be ugefle to apply detailed knowledge of food safety,
health, and environmental degradation to settiagdards. In such cases, a multilateral approach
endorsed by nation states and supply chain stadtetso{employers, trade unions, and NGOs) would
be more appropriate.

Each of these forms of regulation — public, privated civil — are considered in turn, examiningrthe
contribution to the current regulation of food slypphains and concluding with some observations
about possible contributions for the future.

4.1 Public governance: The role of governments and international organizations

Private regulation tends to dominate discussionsugply chain regulation, even though public
governance has an important role to play. Obsehaars offered four reasons for this: (1) privateG30
refer suppliers back to national laws; (2) onlyio@l governments can enforce regulation; (3)
corporations may wilfully neglect particular labaiandards judged to operate against management’s
interests, e.g. those regarding worker representatnd collective bargaining; and (4) suppliers in
competitive industries may have an incentive naoimply, leaving government as the only appropriate
enforcement mechanism (Mayer and Gereffi, 2010)p.19

As noted earlier, managers tend to assume thautlaftandards, in particular, are prescribed in
legislation and effectively implemented by governtsen developed countries, whereas in emerging
and developing countries this is unlikely. Trustha state, however, has been shown to be unwad,ant
especially regarding migrant workers. Furthermogeyernments in developed countries have
increasingly favoured neo-liberal policies thatlimie labour market deregulation, in effect rendgrin
workers more vulnerable to employer exploitation. developing countries, on the other hand,
governments either lack the resources or competeneeforce legislation, or else turn a blind aye i
favour of attracting foreign investment. The upskdhat, with some exceptions, conventional public
regulation in the form of statute law cannot bédklpon to deliver minimum labour standards.

Recalling earlier observations on the growth otinational trade agreements that include labour
standards clauses, however, this may provide aortaopt motivational lever that developed country
governments can use to encourage relevant empltystgpport labour and environmental standards.
Success depends on meeting the following six camdit (1) employers need to understand the
requirements of standards in an agreement; (2nhueioresentatives need to learn the process i fili
submissions so that non-compliance can be repg@gdjovernments need to develop the capacity to
enforce labour laws — cooperative activities betwtee signatory countries can facilitate this, for
example, by training labour department inspect{43; standards assessments should be regular,
rigorous, and widely communicated to all stakehdd€) governments should partner with relevant
experts or institutions to provide technical suppor firms attempting to meet or upgrade standards

34 The Alliance for Bangladesh Worker Safety isramative that provides apparel and retail companiith opportunities to collaborate on solutiomsHetter working conditions in the

Bangladeshi garment industry.
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and (6) non-compliance penalty clauses should berlgl articulated and implemented in ways that
encourage future commitment (US GAO, 2014).

Following the lead taken with regard to food safaty quality, by supporting international institurs
national governments can also play a significaé¢ ia creating and disseminating labour and
environmental standarés.United Nations organizations including the Worldade Organization
(WTO), the World Health Organization (WHO), and theod and Agricultural Organization (FAQO)
have laid the foundation for standardizing foodegafegulations internationally and removing trade
barriers (Burlingame and Pinero, 2007). In addjtisame national public agencies have created
standards for specific types of products, for exantpe use of US Food and Drug Administration
standards for some products sold by US supermahiaihs and the application of Global Partnership
for Safe and Sustainable Agriculture (EUREPGAPH&&ads by suppliers of some fresh produce and
meat products in developing country markets (HermsahReardon, 2005:p.247).

4.2 Private governance: The role of lead firms

Rapid development of private regulation has beentduhree factors: (1) the concentration of GSC
production sites in Asia, particularly in garmemtsd electronics; (2) weak public regulation in
developing and emerging countries in Asia; andN@D pressure on lead firms in developed countries
to assume responsibility for socially unacceptéideur and environmental standards. Major footwear
and apparel firms have taken the lead, developmiyimplementing codes of practice and, in some
cases (e.g. Nike), working with suppliers to upgréethnology and standards. Prominent electronics
firms such as Hewlett-Packard (HP) have encouraheddevelopment of unilateral, collective
standards (Locke, 2013). Meanwhile, in 2010 theaggpsector implemented country-of-origin laws
based on European and United States legislatiorD@ffartment of Commerce, 2015). This means that
all garments must now be labelled according tacthentry of manufacture. This has not been the case
with food.

As noted earlier in discussing labour and enviramiadgegulation in food supply chains generallyd an
confirmed by the case studies presented heremigimainly based on two mechanisms: instrumental
and normative compliance. (1) The instrumental raaidm takes the form of unilateral, company-
specific COCs. Company A and Company D, for thaitg resort to third-party certification, requgin
immediate suppliers to comply with specific stamdaderived from international Conventions and
national legislation. Non-compliance entails sandi including possible contract invalidation. As
discussed earlier, COCs have been relatively ing¥ie except when accompanied by technical and
organizational support from lead firms. This suggdhe need for longer-term, closer relationships
between the parties. (2) It is here that normatorapliance comes into play as the second mechanism.
Alignment in terms of values and practices remaiasrow, however, because it excludes other
stakeholders, in particular workers and local comities whose members might also be customers.

Measures to strengthen the normative basis of dangd must consider including worker and
community representation in the formulation, ameadinand implementation of COCs. As we see in
the following section, this suggests multilaterafiatives that include civil society representatio

4.3 Civil society organizations: Food safety regulation and collective, multilateral
initiatives

The civil society option is often realized in terofconsultations and negotiation between stakenold
groups under the auspices of international agenagmdicated in table 3, which summarizes some of

the main vehicles for promoting and enforcing mimmmfood safety requirements, food safety has been
a key focus. These multilateral civil agreementstamdards and processes are often incorporated int

35 Food quality encompasses a wide range of ishaésnay be addressed by labour, environmentalgaatity standards
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national legislation and trade agreements, andriayform the basis of corporate COCs (Henson and

Reardon, 2005:p244).

Table 3 Multilateral standards and mechanisms for promoting food safety

Standard

Description

Hazards Analysis Critical
Control Points (HACCP)

Codex Alimentarius

Sanitary and phytosanitary
measures

Good manufacturing practices
(GMP)

Good hygiene practices (GHP)

System to identify and introduce measures to ensure food safety. Mandatory standard in
Canada, Europe, and the US. Includes assessment product hazards; implementation of
control measures; and monitoring of critical control points.

Collection of internationally recognized standards and guidelines regarding food
production and food safety under FAO and WHO auspices. A voluntary mechanism
covering food labelling; food additives; food contamination; use of pesticides; risk
assessment; and food hygiene (based on HACCP system).

Under the WTO, these measures allow members to impose legally binding trade
measures relating to food safety, human health, animal and plant life.

Provides minimum standards for food and other (e.g. drug) manufacturing, testing, and
quality assurance.

Minimum sanitary and hygiene practices for food processors.

The food industry also includes multilateral initi@s aimed at improving labour and environmental
standards associated with a small number of fotefjoaies. The most important of these are presented

in table 4, below.
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Table 4 Overview of collective, multilateral initiatives

Ethical Trading
Initiative (ETI)

Social
Accountability
International (SAI)

Sustainable
Agriculture
Initiative Platform

Fair Trade
Certified

Food Alliance
Certification

Includes companies, trade unions and
NGOs. All corporate members of ETI
agreed to adopt the ETI Base Code that
is based on ILO standards.

SAl convenes key stakeholders to
develop consensus-based voluntary
standards, conducts cost-benefit
research, accredits auditors, provides
training and technical assistance, and
assists firms in improving social
compliance in their supply chains.
SAB8000 (Social Accountability 8000) is a
voluntary standard for workplaces based
on ILO and UN Conventions

Food and drink industry initiative
supporting the development of
sustainable agriculture worldwide.

Third-party certification system, providing
farmers with improved revenue and terms
of trade.

Third-party certification system used in
the United States.

36 More information available at: www.flocert.net.

Subsector(s)

targeted

All industries
(primary and
secondary
production).

All industries
(primary and
secondary
production).

Food and drink
(primary sector).

Agriculture
(primary
production).

Agriculture
(primary
production).

Monitoring and evaluation

Some violations of the ETI Base Code may be hard
to identify, including those connected with the rights
of workers to join and form trade unions, and to be
free from discrimination. ETI supports training and
development of alternative audit techniques.

Every five years SAl revises the SA8000 standard
to ensure its continued relevance and adoptability.
This process is conducted in accordance with the

International Social and Environmental
Accreditation and Labelling Alliance (ISEAL) Code
of Good Practice for Setting Social and
Environmental Standards (the Code).

A training and knowledge-sharing initiative aimed
at developing a Sustainability Performance
Assessment Tool for self-assessment or external
assessment of sustainable agricultural practices.

All producer organizations — whether small group,
plantation, or contract producers — must be
audited on-site before they can sell a Fairtrade-
certified product. After certification, producer
organizations are physically audited at least twice
in a three-year certification cycle. In addition to the
regular audits, FLOCERT®® conducts regular
unannounced audits.

Third-party inspectors use detailed evaluation
criteria and indicators in the Food Alliance
Sustainability Standards to assess whether and

Public disclosure

ETI supports public disclosure but does not mandate
corporate members to make their annual reports public.
Members’ names are listed in the website, including
terminated and resigned members.

Firms that can advertise a consumer product as having
been produced in an SA8000 certified facility may do so
with the use of a special hangtag. Retailers can
advertise that a product they sell was produced at an
SAB8000 facility so long as this does not imply that the
product itself is SA8000 certified.

Corporate participants are disclosed on the website.

Certified members’ names are available on the certified
products’ website.

Certified members’ names are available on certified
products website.
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UTZ Certified

Roundtable on
Sustainable Palm
Oil (RSPO)

GreenPalm

30

Third-party certification system. To
achieve UTZ certification, producers
must comply with the economic, social
and environmental criteria set out in the
COCs.

NGO brings together stakeholders from
the seven sectors of the palm oil industry:
oil palm producers, processors or traders,

consumer goods manufacturers,
retailers, banks/investors, and
environmental and social NGOs to

develop and implement global standards
for sustainable palm oil. RSPO has
developed a set of environmental and
social criteria that companies must
comply with to produce Certified
Sustainable Palm Oil (CSPO).

GreenPalm  operates the RSPO
(Roundtable on Sustainable Palm Oil)
Book and Claim supply chain option.
Certificate trading programme that allows
manufacturers and retailers to purchase
GreenPalm certificates from an RSPO-
certified palm oil grower to offset each
tonne of palm oil or palm kernel oil they
use. RSPO-certified palm oil growers can
convert their certified tonnage into
certificates; each tonne converts to one
GreenPalm certificate.

Agriculture:
coffee, cocoa,
and tea (primary
production).

Palm oil (primary
production).

Palm oil used for
processing
(secondary
production).

how desired management outcomes are being
achieved.

The UTZ traceability system, the Good Inside
Portal (GIP), is one of the world's leading
traceability systems.

Recently, UTZ commissions independent impact
(baseline) studies on various commaodities: cocoa
in Ghana and Ivory Coast, tea in Malawi and
Kenya, and coffee in Viet Nam. To ensure
compliance with COC criteria, producers are
checked annually by independent auditors.

Only by being RSPO-certified by an independent
auditor approved by the RSPO can producers claim
that they produce, use and/or sell sustainable palm
oil.

Members who redeem more than 500 certificates
and all retailers making claims will automatically be
audited by an approved RSPO supply chain
certifying body.

Certified members’ names are available on the website
and on certified products.

RSPO member names are publicly available on the
website.

Suspended members’ names are publicly disclosed on
the website. Names of both registered certificate
owners and redeemed certificate owners are available
on the website.



GLOBALG.A.P.

Roundtable on
Responsible Soy

Global
Roundtable for
Sustainable Beef

Global Good Agricultural Practice, an
internationally  recognized third-party
standard for farm production, achieved
through collaboration with  industry
experts, producers and retailers around
the globe.

Global standard for promoting
responsible production, processing and
trading of soy.

Standard for promoting dialogue to
improve the beef value chain.

Agriculture and
farming (primary
production).

Soy (production
and chain of
custody).

Beef
(production,
processing and
retail).

Work with more than 1,700 trained inspectors and
auditors working for 136 accredited certification
bodies to perform independent third-party producer
audits and issue certificates. A National
Interpretation Guideline (NIG) is a document that
provides guidance on how to implement
GLOBALG.A.P. Control Points and Compliance
Criteria at a national level. All accredited
certification bodies have adopted NIG in their
auditing and certification activities.

There are eight recognized certification bodies that
are able to conduct audits necessary for obtaining
certification.

Membership as opposed to certification based.

The GLOBALG.A.P. Standard is a business-to-business
certificate and not a consumer label. However,
consumers can verify whether the products they buy are
GLOBALG.A.P. certified on the packaging of several
products.

Members names are available on the website.

Founding members names are available on the website.

31



The initiatives outlined in table 4 confer additibnadvantages on buyers and suppliers. By
standardizing “good practices” and specifying appeie monitoring processes, required standards are
more surely observed and audit duplication is aaiflvhich occurs when suppliers must satisfy the
standards of multiple buyers). Lead food retailease been relatively slow to pursue the multi-
stakeholder regulatory approach for five reasdhisthe individual, unilateral option (corporate C§)C
was already well established, and firms preferoezhtulate their peers; (2) a unilateral approatilen
individual firm control over the procedure; (3)afcollective response was seen as desirable, firms
preferred to exclude potential critics such as mmi@and NGOs; (4) in some countries, intense
competition between retailers made collaboratiorendifficult; and (5) with the exception of partlau
products (e.g. coffee, tea, and palm oil), uniams IHGOs have lacked the power to persuade firms to
adopt this path.

4.3 Regulatory experimentation as the best way forward

There is no simple solution to regulating supplgiok. Conditions vary according to product, country
firms, and stakeholders. Clearly, public regulatr@eds to be improved, and one way to do thisais vi
trade agreements accompanied by cooperative #&giibcusing on capacity building of domestic
labour institutions (ILO, 2013b). Where this prouesffective in some circumstances, multilateral,
collective initiatives would seem to be the besyvi@ward. Multilateral initiatives might also more
surely motivate upgrading of standards over timg. (A8000 is currently undergoing revision). On
the other hand, individual lead firms and supplieesy prefer to pursue a partnership approach with
another supply chain member as part of an agremdeted programme of technological and
organizational change. In sum, experimentation ¢oimgy different forms of regulation may provide
the answer to both minimum standard setting anddugments in processes and outcomes.

Conclusions

This study has focused on food GSCs, particularih wegard to the Asia-Pacific region. Food
represents a vital necessity, a means of sustanaaljh and well-being, and a contributor to indial
identity. Increasingly, local food markets supplieg small farmers have been replaced by GSCs
dominated by lead retailers, mainly based in deyedoand emerging economies. In any case, people
employed in food supply chains span developingdeveloped countries, performing mainly low-paid,
insecure, semi-skilled work. A large proportiontioése workers are women. It is therefore important
to understand the features and dynamics of foodG8€€luding how they are governed, so that
problems can be identified and improvements maaleltbnefit both participant firms and workers.

Based on an extensive literature review and fose cdudies, this analysis has shown that food GSCs
share the following features:

» They extend from inputs such as seeds and fertiizone end of the chain to retail food
products at the other.

* Such chains are heterogeneous, reflecting wideesaod) food products that include both
processed and unprocessed items.

* Food is especially sensitive to consumer safetycears, encouraging international food
quality standards, national legislation, and dethiprocedures at the firm level that often
require greater supply traceability.

» Large, mainly multinational retailers that eithapply consumers or other organizations (B2C
or B2B companies, respectively) are the chief &ecks of food GSCs, whose suppliers can
vary from small-scale specialist providers to lasgale intermediaries or direct producers.

* While participation in GSCs presents the poterftialsocial and economic upgrading via
technical innovation, this report has uncoverdtkligvidence of this happening in practice.
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The limited role played by lead firms in fosterisgpplier innovation is related to their role in GSC
governance. Case study evidence suggests thatdbegmnies are mainly concerned with mitigating
reputational risk arising from food quality failsrand, to a lesser extent, risks arising from segl
sub-standard labour and environmental practicds.ig bonsistent with a sustainability logic thagws
corporate practice in terms of risks that can dralkl be mitigated. Private regulation in the faym
COCs and social auditing reflects the limited iafiae of public regulation, mainly pertaining to
suppliers based in developing economies. It adicates the weakness of NGO, union, and shareholder
pressures to implement civil regulation. This casts with issues of food safety, where collective,
multilateral standards play a significant regulptaie.

The case studies reveal that the private regulatiosued by lead retailers is restricted to fiiest-t
suppliers, and this usually varies according to fia's risk assessment. Typically, suppliers in
developing countries are deemed higher risk, aadharefore more regulated. Such regulation often
takes the form of more frequent (annual) requirasdor third-party certification based on COC
auditing. Although such practices may be subjechliose, retailers place a high degree of trust in
suppliers’ stated commitment to standards. Thightlitouch” private regulation is reflected in low
levels of lead firm resourcing for CSR departmeotsnpared to the resources they typically direct to
units concerned with food quality.

What do these findings suggest for advancing the IL O decent wor k agenda?

Assuming that the case studies discussed in th@treepresent the practices of more progressaa le
retailers, there is clearly much work to do in imyng the quality of work and working conditions
among suppliers. Given intense global competitimwever, there is little incentive for lead firnts t
encourage economic and social upgrading among thgipliers. Consequently, public policy
intervention is needed. Governments, assisted By Heed to consider encouraging innovation both
through the medium of international trade agreemantd via discrete public policy initiatives. The
latter measures can advance the ILO decent workdageay offering financial support and training for
technical innovation as a basis for improving latand environmental standards.

Regarding international trade agreements, ILO afd®VEhould collaborate in encouraging states to
implement and enforce clauses that uphold moneggnt standards in their domestic labour law. These
clauses should enable national governments tosaaselsreport on their implementation. In addition,
governments should seek to amend corporate govagriagislation to include requirements for firms
to report on any activity relating to clauses mefdrto in trade agreements. This legislation would
include provisions for government assessment amedetion, as well as penalties for infringement.
More generally, this legislation should requireddiams to identify and describe their principapgply
chains and annually report the results of polieiesed at upholding and improving labour standards.
This would be set out in an updated ILO-model dogiged on multilateral, collective decision-making
(see below) that could be incorporated into fir@&Cs. Processes could also be established to fyublic
acknowledge and encourage firms that are takingip®sction in implementing changes.

Regarding discrete initiatives, governments shaaldsider working with private sector consultants
and unions to formulate public policies that enegerthe development of best-practice supplier nsodel
that can be emulated by other suppliers. Such seslyould be made publicly available upon condition
of firm anonymity. This initiative should also aéds barriers faced by firms wishing to join foodd3S
These include transportation costs and delaysfication costs, access to finance, labour skifiais,

and transport infrastructure problems (OECD/WTQ,3)0Finally, such government initiatives should
encourage lead retailer participation by makinglipusupport for suppliers conditional on retailers
sharing some of the upgrading costs.

Working with national governments, ILO could playleading role in encouraging multilateral,
collective agreements on labour and environmetaadards. Just as firms have agreed to standardized
food safety obligations, the same could be achievigd labour and environmental standards. This
would mean developing and implementing a collab@nanodel, perhaps using the experience of some
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leading not-for-profit organizations such as theednational Standards Organization (ISO), which
periodically revises its standards.

A separate but related issue that requires pulitiizvention is the very limited role currently phalyby
NGOs and trade unions in food supply chain govereahhese organizations are potentially important
as participants in agreements and as guardianarafards. ILO should consider identifying signifita
GSCs in the food industry in several developingntnes, and then encourage social dialogue with a
view to upholding and improving supplier standards.

Finally, this study indicates the need for moreadietl information and analysis regarding food GSCs.
The following are among the key questions that riedsk addressed:
* Are workers employed in supplier units that aret mhrone or more GSCs better off than
workers employed in comparable units in local ckain
* How does work and employment in tier-two productionits compare with that in tier-one
suppliers?
« How do chain governance and standards vary witlifiterdnt food categories, e.g. with
unprocessed versus processed products?
» Incorporating additional voices such as those ofQdGand trade unions in research,
furthermore, will contribute to a more robust urstending of how different actors within the
broader context can work together to achieve bettgromes.
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Appendix 1 List of interviewees

List of interviews

Company Position Location
Company A
1 Company A Ethical sourcing manager Australia
2 Company A Responsible sourcing and quality manager  Australia
3 Agent Buying agent Thailand

Account manager

5 Supplier A Director Thailand
Company B

6 Company B Ethical sourcing manager Australia

7 Company B Manager of social responsibilty and Australia

sustainability

8 Company B Private label manager Australia

9 Supplier B CEO Australia
Company C

10 Company C Senior buyer of for catering services — UK

Facilities Management Division

11 Company C Sustainable procurement manager - UK
Facilities Management Division

12 Company C Group sustainability manager UK

13 Supplier C Head of sustainability UK

14 Supplier C Product technical manager UK
Company D

15 Company D Group head of sustainability France

16 Company D Director sustainable supplies and metrics France

and performance

17 Company D Quality manager, group supply France
management

18 Company D Director, supply management for South- Singapore
East Asia

19 Supplier D CEO Singapore
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Global supply chains in the food industry: Insights from the Asia-Pacific
region

Increasingly, local food markets supplied by small farmers are being replaced by
global supply chains (GSCs) dominated by lead retailers, most of them based in
developed countries. Workers employed by suppliers often work in low-paid,
insecure and only semi-skilled jobs. To stimulate improvements in participant firm
productivity, thereby promoting decent work, it is important to understand the
salient features and dynamics of food GSCs, including how these are governed.
This research has focused on food GSCs, particularly with regard to the Asia-Pacific
region, and has found these supply chains to be extended, heterogeneous, and
sensitive to consumer safety concerns. While participation in GSCs offers the
potential for social and economic upgrading, in practice there is little evidence of
this occurring. Case studies of four lead retailers highlight a preoccupation with
mitigating reputational risk arising from food quality failures and, to a lesser extent,
risks arising from suppliers’ sub-standard labour and environmental practices. Risks
are mitigated through lead retailer enforcement of process standards regarding
food quality and private regulation of first-tier suppliers, often based on third-party
certification and auditing for labour and environmental standards. The report
concludes by considering the implications of these and related findings for the ILO
Decent Work Agenda. The focus is on public interventions designed to facilitate
improved standards, and participation by stakeholders in the design and
regulation of such interventions.
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