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Abstract 

Global supply chains (GSCs) have become an integral part of the global economy, changing the patterns 

of trade, investment, and production in global industries. While the rise of GSCs poses new 

opportunities and challenges to workers, its impacts have yet to be fully understood. Building on a 

growing body of literature on GSCs and labour standards, this paper examines how the emergence and 

change of the fragmented cross-national production system affects social upgrading in developing 

countries, focusing on the impact of private governance on labour conditions and workers’ rights. It 

discusses emerging trends in GSCs during the post-crisis period and their impacts on social upgrading, 

highlighting the unevenness of social upgrading and the role of global buyers in the differentiation of 

labour conditions among workers. The paper discusses the role of private voluntary standards in 

governing labour relations in GSCs, and their limitations and tensions with buyers’ purchasing 

practices. It concludes with a discussion of the future of labour governance in GSCs in terms of 

improving the effectiveness of private governance and building a complementary and synergistic 

relationship across private, public and social governance for sustainable economic and social upgrading 

in GSCs. 

Keywords: global supply chains; labour standards; private governance; purchasing practices; shifting 

end market; social upgrading; synergistic governance 

JEL classification: F13; F23; F66; J81; J83 
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1 Introduction  

The rise of global supply chains (GSCs) as a new mode of production, trade, and investment is 

challenging our existing understanding of the way the global economy works, and how countries, firms, 

and workers are integrated into global industries and advance their position therein (OECD, 2013, 2014; 

UNCTAD, 2013; Baldwin, 2009). GSCs are defined as “demand-supply relationships that arise from 

the fragmentation of production across borders, where different tasks of a production process are 

performed in two or more countries” (ILO, 2015a: p.132).1 In GSCs production is fragmented into a 

narrow range of tasks and spatially and organizationally dispersed to multiple firms and factories across 

national borders. Countries and firms tend to be involved in only a part of the entire value-adding stages 

and trade intermediate goods across countries for further processing. International trade has increased 

at the level of intermediate goods (e.g., parts and components) and value-adding tasks (‘trade in tasks’) 

through coordinated transactions between suppliers and buyers (OECD, 2013; WTO and IDE-JETRO, 

2011; Sturgeon and Gereffi, 2009). The entire chain of activities is increasingly driven by multinational 

enterprises (MNEs). The UNCTAD (2013) estimates that approximately 80 per cent of global trade is 

linked to the global supply chains of MNEs either as intra-firm (between parent companies and their 

affiliates or among the affiliates) or as inter-firm trade (between unrelated companies) (p.135). MNEs’ 

commercial and supply chain strategies have significant consequences on the degree and mode of a 

country’s or firm’s participation in GSCs as well as workers’ economic and social gains therein (De 

Marchi et al., 2014; Barrientos et al., 2011).  

The level of a country’s participation in GSCs increased between 1995 and 2008 in many OECD 

countries and in most emerging and developing economies (Figure 1). Among the 59 economies in the 

OECD Global Value Chains Indicators dataset, India and China are the two countries where the GSC 

participation index rose most (93 per cent and 85 per cent, respectively).2 Only two countries, Cambodia 

and South Africa, experienced a decline of GSC participation during this period. The number of GSC-

related jobs increased over the past decade and according to an ILO estimate, the number of people 

employed in GSCs rose from 296 million to 453 million between 1995 and 2013 in 40 advanced and 

emerging economies where data are available. In these countries, GSC-related jobs accounted for 21 

per cent of total employment in 2013, compared to 16 per cent in 1995 (ILO, 2015a: p.132).3 

While the rise of GSCs presents various opportunities and challenges to workers, the impact has yet to 

be fully understood. Building on a growing body of literature on labour standards in GSCs, this paper 

examines how the emergence and change of GSCs affects workers in developing countries in terms of 

                                                           
1  A few related concepts, notably global value chains (GVCs) and global production networks (GPNs), are used 

interchangeably with GSCs in this paper, and some of the references and data sources cited in the paper also 

use these terms interchangeably. See Henderson et al. (2002), Lee (2010) and Sturgeon (2001) for a discussion 

of these concepts. 
2  The GSC participation index is calculated as the sum ‘backward participation’ (imported inputs used in exports) 

and ‘forward participation’ (exports of intermediate goods used in third countries’ exports) as a share of the 

country’s gross exports (Backer and Miroudot, 2013). The OECD GVC Indicators dataset (May 2013) covers 

18 industries in 59 countries, including 34 OECD and 23 non-OECD countries, plus the European Union and 

the "rest of the world." 
3  The participation indices declined in 2008-2009 in most of the countries in the dataset (except Malta), which is 

related to the declining trade of intermediate goods in the past several years (Constantinescu et al., 2015). 

Similarly, the share of GSC-related jobs in total employment decreased between 2008 and 2013 in most of the 

emerging economies (Brazil, China, Indonesia, Mexico and the Russian Federation) (ILO, 2015a: pp.134-5). 



2 ILO Research Paper No. 14  

 
‘social upgrading.’4 Social upgrading refers to the process of improvement in the rights and entitlements 

of workers as social actors and enhancement of the quality of their employment. It includes measurable 

improvements in labour standards like the size of employment, wages, and working hours, as well as 

advances in enabling rights, which tend to be less quantifiable, such as freedom of association and the 

right to collective bargaining (Barrientos et al., 2011). The paper focuses specifically on the effect of 

private forms of governance in GSCs on social upgrading of workers linked to GSCs and the possibility 

of a complementary or synergistic relationship it could have with public and social governance. While 

private labour standards were initially embraced by many MNEs and civil society organizations (CSOs) 

as a realistic and “second-best” option (Locke, 2013: p.9), and as they could address social upgrading 

in GSCs better than public governance, their effectiveness has been challenged in recent years, 

prompting a search for alternative paths to further advance labour standards in GSCs (Mayer, 2014; 

Locke, 2013; Locke et al., 2013a). This paper attempts to review and synthesize the findings from the 

fast-evolving literature regarding the impacts of GSCs on social upgrading in developing countries.  

Figure 1. GSC participation index, 1995, 2008 and 2009 (in per cent) 

 

Note: The total participation index for 2009 is the sum of backward (lower part of the column) and forward 

participation (upper part). 

Source: Compiled from the OECD Global Value Chains Indicators: 

https://stats.oecd.org/Index.aspx?DataSetCode=GVC_INDICATORS, accessed on July 17, 2015. 

The paper is organized as follows: the next section discusses some of the key mechanisms through 

which GSC actors and local dynamics influence labour conditions. Section 3 examines emerging trends 

in GSCs, particularly after the global economic crisis of 2007-2008, and their impacts on social 

upgrading. Section 4 outlines private, public and social forms of governance in GSCs and discusses the 

role of global buyers and private standards and their limitations in improving labour standards in GSCs. 

It also addresses emerging issues and their implications for the future of labour governance, focussing 

                                                           
4  This paper follows the World Bank’s country classification, which defines lower- and middle-income countries 

as ‘developing countries.’ (https://datahelpdesk.worldbank.org/knowledgebase/articles/378834-how-does-the-

world-bank-classify-countries). This paper also uses the term ‘emerging economies,’ which generally refers to 

the countries that experienced a rapid economic growth in recent decades and/or those in a transitional phase to 

developed economies, notably Brazil, Russia, India, and China (BRIC).  
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on improving the effectiveness of private governance; the interactions of different governance forms; 

and complementary and synergistic governance for sustainable upgrading in GSCs. The final section 

concludes. 

2 Shaping labour standards in developing countries GSCs 

How labour conditions and workers’ rights in developing countries are affected by economic 

globalization, or increased cross-national flows of goods, capital, and people, and how MNEs, states, 

and other actors shape the relationship has been under intense debate (Berliner et al., 2015; Ronconi, 

2012; Mosley, 2010; Greenhill et al., 2009). On the one hand, there is a persistent concern that 

developing countries would deregulate labour regulations and lower labour standards competitively to 

attract MNEs and induce foreign investment, and the ‘race to the bottom’ thesis suggests that it would 

drive down labour conditions in many developing countries competing with one another (Davies and 

Vadlamannati, 2013; Olney, 2013; Chan, 2003). On the other hand, critics argue that there is little 

evidence for this thesis. It is found that there is little impact of economic globalization on labour market 

deregulation (Potrafke, 2013), or it may have even a positive effect, or lead to a ‘race to the top,’ under 

certain conditions (Vadlamannati, 2015). This suggests that a subtle approach is needed to fully 

understand the relationship of global economic integration and labour standards (Berliner et al, 2015; 

Mosley and Uno, 2007). For instance, different modes of integration have different effects on labour 

standards; while trade openness and arm’s-length production relationship is likely to negatively impact 

labour standards and enforcement, FDI inflows could have a positive effect (Payton and Woo, 2014; 

Ronconi, 2012; Mosley, 2010). 

As more countries and jobs are directly and indirectly linked to GSCs, labour standards are increasingly 

influenced by the structure and governance of GSCs. The initial optimism that participation and 

economic upgrading in GSCs, or moving to higher value-added value chain activities, would result in 

social upgrading has been moderated considerably and the evidence from recent empirical studies 

shows that the relationship is not always positive (Locke, 2013; Rossi, 2013; Barrientos et al., 2011), 

and it sheds light on the disjuncture between economic and social gains (Kaplinsky, 2000). Actual 

outcomes on the ground are determined by complex interactions between global dynamics, such as 

global buyers’ strategies, and local conditions, such as labour market dynamics and regulatory 

environments in the supplier country. They are also affected by the interactions of private actors (e.g., 

MNEs and local suppliers), public (e.g., the state) and social actors (e.g., non-governmental 

organizations, NGOs), as the strategies of both suppliers and buyers are embedded in broader national 

and international institutional environments (Gereffi and Lee, 2016; Lakhani et al., 2013; Lund-

Thomsen and Nadvi, 2010). In this section, two key dynamics are discussed to show how GSCs shape 

labour conditions: global buyers’ sourcing and location strategies, and local labour market and 

regulatory environments.  

2.1 Buyers’ sourcing and location strategies  

One of the key insights from the literature on GSCs is the way in which lead firms, notably global 

buyers, govern their supply chains and how it affects the creation and distribution of value among chain 

actors, including workers (Pietrobelli and Saliola, 2008; Gereffi et al., 2005). Global buyers’ strategies 

regarding supply chains can set the key conditions for workers’ well-being and rights by shaping the 
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opportunities and constraints of suppliers’ economic upgrading. For example, the buyers’ ‘make-or-

buy’ decision determines which chain activities are outsourced or kept integrated (Gereffi et al., 2005; 

Williamson, 1985), thus affecting the types of jobs available to workers.5 The extent to which the buyer 

consolidates or diversifies its supply base can also influence social upgrading outcomes. In the post-

crisis period, there has been a growing consolidation in many GSC segments, which has led to the rise 

of large and capable suppliers. Such consolidation could result in expanded opportunities for 

employment in the supplier factories, or by spatially concentrating, it may provide a fertile ground for 

collective actions for workers (Appelbaum, 2008). However, marginalization of smaller suppliers may 

lead to deterioration of labour conditions for workers in these factories (Cattaneo et al., 2010b). In 

addition, buyers’ location decisions influence where GSCs create jobs. Such decisions are conditioned 

by endowment factors as well as other contingencies, such as exchange rates, transportation costs, trade 

agreements, and government incentives (Taplin, 2014). Furthermore, MNEs’ frequent change of 

production locations (or its possibility) can affect the bargaining power of workers (ILO, 2014), often 

wiping out hard-fought social gains (Lee et al., forthcoming).  

Recent GSC studies have paid a particular attention to the potentially negative effect of global buyers’ 

sourcing and purchasing practices on labour conditions in their supply chains (Barrientos, 2013; Locke 

et al., 2013a). The upstream practices are even considered as the “root causes” of worsening labour 

conditions at the downstream of the chains (Locke, 2013: p.22). Specifically, a variety of rationalized 

supply chain management (SCM) techniques, while designed to enhance efficiency and responsiveness 

and facilitate ‘global just-in-time’ (JIT) sourcing and production on the buyers’ side, are associated with 

a wide array of labour violations in the supplier factories, such as excessive working hours, involuntary 

overtime, and the widespread use of casual and temporary labour (Taplin, 2014: Barrientos, 2013; 

Oxfam, 2004; Insight Investment, 2004).6 With these management strategies and techniques, the buyers 

often pass market uncertainty and risks onto suppliers, who transfer them to a more vulnerable group 

of workers (ILO, 2014). 

For example, the effect of ‘fast fashion’ on the labour conditions in supplier factories in apparel GSCs 

is increasingly under public scrutiny (Plank et al., 2014; Rossi et al., 2014a; Taplin, 2014). Assisted by 

advanced information and communication technologies (ICTs) in inventory management, design and 

cutting and data transfer, the business strategy has been popularized by global brands like Zara and 

H&M to shorten lead time, minimize inventories, and offer consumers affordable fashion items more 

frequently. Studies have found, however, that this mode of global JIT production and related practices 

(e.g., the buyers’ late orders and frequent change of suppliers and sourcing countries) put enormous 

pressure on suppliers to squeeze costs, shorten production schedules, and intensify work speed and 

loads, which leads to a deterioration of working conditions (Taplin, 2014; Locke, 2013). Similarly, in 

electronics GSCs, an increasing number of new products, highly fluctuating production volume, and 

                                                           
5  What tasks are outsourced is contingent on multiple factors, such as the complexity and codifiability of 

transactions as well as supplier capabilities (Gereffi et al., 2005). But, what is ‘supposed to be outsourced’ is 

not always ‘actually outsourced’ (OECD, 2013), suggesting the role of the buyer’s strategic decision-making 

and socio-economic contexts the decision is embedded in. 
6  According to the ILO guidelines (ICSE-93), ‘regular’ workers are “those 'employees with stable contracts' for 

whom the employing organization is responsible for payment of relevant taxes and social security contributions 

and/or where the contractual relationship is subject to national labour legislation.” ‘Casual’ workers refer to 

those “who have an explicit or implicit contract of employment which is not expected to continue for more than 

a short period” (ILO, 1993). ‘Temporary’ workers are defined as “workers who are engaged for a specific period 

of time, includes fixed-term, project or task-based contracts, as well as seasonal or casual work.” (ILO, 2015b). 



  Global supply chain dynamics and labour governance 5 

 
sudden ramp-up of production caused by last-minute orders increase uncertainty on the supplier side 

(ILO, 2014). In response, suppliers extensively use temporary workers and other casual forms of 

labourer (such as student interns),7 who can be hired in peaks and fired in slumps, and stretch workers’ 

overtime beyond legal limits, often without the buyers’ awareness (ILO, 2014; Locke, 2013).  

2.2 Local labour market and regulatory environments 

The expansion of GSCs poses challenges to developing countries in regulating MNEs’ activities and to 

improve labour standards in their supply chains, particularly in countries where labour regulations are 

less stringent with limited enforcement (Amengual, 2014). Such difficulties are intensified by the new 

dynamics as discussed earlier, which can influence working conditions indirectly by affecting local 

labour market and regulatory environments in the developing countries linked to GSCs.  

Though many developing countries are eager to engage in GSCs by inviting foreign firms and assisting 

local firms to become their suppliers, the strategy generally prioritizes export growth and job creation 

to the quality of jobs and labour rights. Social upgrading is often neglected, or economic upgrading is 

pursued at the expense of social downgrading (Arnold, 2014; Barrientos et al., 2011). For example, 

working conditions and enforcing labour standards in export processing zones (EPZs) have been a 

highly contentious issue (Milberg and Amengual, 2008). Generally, EPZs are established as special 

regulatory areas within countries to promote exports by offering firms a variety of special incentives 

(e.g., tax exemption). However, some of the incentives, such as limits on unionization, and poor 

enforcement in labour standards can affect working conditions negatively in EPZs (McCallum, 2011; 

Milberg and Amengual, 2008).8 And, in many developing countries, such lax regulatory environments 

are criticized for providing de facto support for labour wrongdoings in the export sector (Arnold, 2014; 

Taplin, 2014). The potential negative impact of government export policies driven by inward FDI on 

labour conditions is also pointed out in the case of China’s industrial development. It is characterized 

by “state-in” and “state-out” processes, where governments offer various concessions to foreign 

investors, but they withdraw or weaken existing social safety nets for workers (Chan et al., 2013). While 

migrant workers from the rural area have been critical for China’s export boom, social protection 

remains out of reach for the majority of them because of government policies (e.g., household 

registration system called ‘hukou’) that denies them full access to social welfare systems in cities.9 And 

local governments still focus on pro-growth policies. As a result, a burden from industrial injuries and 

unemployment is often left onto individual workers along with their families and rural communities left 

behind (Chan et al., 2010).  

Another notable aspect with regard to local environments is the impact of so-called ‘outsourcing 

culture’ often found in developing countries, where fleeting opportunities for getting big outsourcing 

                                                           
7  While student interns are not legally defined as workers, recent studies on China document the widespread use 

of student interns in electronics production to maximize companies’ flexibility to respond to demand changes. 

They are often hired involuntarily regardless of their training needs and barred from trade union membership 

and protection, but they are obliged to pay part of their wages to their schools as commission fees for placement 

(Smith and Chan, 2015; Brown and deCant, 2014).  
8  EPZs are not all negative to workers, however, Milberg and Amengual (2008) based on existing cases studies 

on EPZs in developing countries concluded that wages tended to be higher among EPZ workers than other 

sectors of the economy, and often issues like unionization were prevalent both inside and outside of EPZs alike.  
9  The Chinese government has recently initiated a reform to the hukou system, proposing a gradual easing of the 

distinction between rural and urban citizens, which would improve rural migrants’ access to schools, health care 

and other public services in many cities (Buckley, 2014).  
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orders from global buyers generate negative working conditions for workers. It is exemplified by the 

sentiment expressed by a Bangladesh garment factory owner: “there’s money in the air – you just need 

to know how to grab it” (cited in Taplin, 2014: p.77). Such a mood creates frenzied moves by local 

business owners and suppliers to capitalize on the opportunities at the expense of labour standards. They 

often try to obtain as many orders as possible with little consideration of their own production capacity, 

which could result in excessive overtime and other violations of labour standards and workers’ rights. 

This phenomenon is likely to be more prevalent in price-based, intra-industry competition for orders 

for low value-added, labour-intensive products like garments, and in the void of adequate government 

regulations and enforcement (Jun, 2014; Hale, 2000). Firms may try to bypass even flawed regulations 

in whatever manners, including political corruption, which was found to have played a role in the Rana 

Plaza collapse in Bangladesh (Taplin, 2014).   

As more jobs are influenced by GSCs, labour conditions in developing economies are increasingly 

shaped by multiple factors cutting across different nodes of GSCs and national boundaries. Global 

conditions such as global lead firms’ strategies significantly affect the level of social upgrading in 

supplier factories, but the latter is not solely determined by the former. Local dynamics such as national 

and local labour market regulations and their enforcement also play a significant role in mediating the 

effect of global dynamics and shaping the outcome. And, the way different factors interact with each 

other is also evolving over time. The next section discusses some of the recent dynamics in post-crisis 

GSCs and how they affect labour standards. 

3 Emerging trends in post-crisis GSCs and labour standards 

The emergence and expansion of GSCs in the global economy over the past few decades has been 

driven by multiple factors, notably declining trade costs facilitated by rapid advances in 

telecommunications and logistics, and liberalization and deregulation of international trade and 

investment. The expansion was also facilitated by corporate strategies to extend supply chains abroad 

through offshoring and outsourcing in pursuit of efficiency, market access and new resources, and local 

suppliers’ growing participation in foreign buyers’ supply chains, particularly in developing economies 

(OECD, 2013).  

While these factors continue to play a role, a few notable trends have emerged in GSCs over the past 

several years (Gereffi, 2014; Cattaneo et al., 2010a). Some of the earlier trends, for example, the rise of 

South-South trade have accelerated since the global economic crisis of 2007-2008, whereas others like 

growing geographic and organization concentration have become more prominent during the crisis. 

These emerging dynamics in post-crisis GSCs and their impacts on labour standards raise a new set of 

questions regarding how GSCs can (re)shape the conditions for social upgrading in developing 

countries, and particularly whether these new developments have any positive or negative effect on 

labour standards in GSCs (Lee and Gereffi, 2015; Nadvi, 2014; Kaplinsky et al., 2011).  

This section highlights some of these emerging trends – the rise of the Global South, the growing role 

of emerging market MNEs (EMNEs), growing geographic and organizational concentration in GSCs, 

and the expansion of casual and temporary workforce – and their impacts on social upgrading. Many of 

these changes are still unfolding, and the answer to the questions remains open with contrasting  
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possibilities. Thus, this section does not intend to offer any definite answer to the questions, which 

would require further research.10 

3.1 Shifting end markets to the global south  

The significant increase in South-South trade has led to shifting end markets in GSCs to the Global 

South. Post-war economic growth in the developing world was largely based on exporting manufacture 

goods to advanced-economy markets like the United States (US) and Western Europe, and the value 

chain linkage of the South-to-North trade was controlled by Western buyers through offshoring and 

outsourcing (Hamilton and Gereffi, 2009). This conventional flow, however, began to shift from the 

1990s as more exports from developing countries headed to other developing economies. Between 1995 

and 2012, the share of South-South trade in world trade has more than doubled, from 12 to 26 per cent, 

while North-North trade accounted for 34 per cent in 2012, down from 51 per cent in 1995 (Horner, 

forthcoming).  The shift intensified in the wake of the recent global crisis, as stagnant market demand 

slowed import growth in post-crisis advanced economies, while emerging economies, particularly those 

with large domestic markets, experienced relatively robust import growth (Cattaneo et al., 2010a). 

Between 2005 and 2010, many emerging economies expanded their merchandise imports rapidly – 

Brazil (147 per cent), India (129 per cent), China (111 per cent) and South Africa (51 per cent), while 

growth was much slower in the European Union (27 per cent) and the US (14 per cent) (WTO, 2011). 

The rapid expansion in the Southern end market was attributed not only to rising consumer demand 

following decades of economic growth but also to the growing import of primary and intermediate 

goods from other developing countries, fuelled by the rapid expansion of manufacturing in emerging 

economies like Brazil, China and India (Kaplinsky et al., 2011). 

At the same time, the growth of regional supply chains is also spurring the growth of South-South trade 

in Africa, Asia and Latin America. More products from developing countries are made for regional 

consumption instead of exports to advanced economies. Regional supply chains are facilitated by rising 

consumer demand in Southern markets as well as the growth of EMNEs and the regional expansion of 

their supply chains. For instance, South African and Kenyan supermarkets have been establishing 

regional supply chains across the eastern part of the sub-Saharan African region (Barrientos et al. 

forthcoming). South African clothing firms have used factories in Lesotho and Swaziland to serve not 

only their domestic markets but also other markets in the region (Morris et al., 2011). 

This recent rise of the Global South and shifting end markets in GSCs raises the question of what will 

be the impact on social upgrading. On the one hand, social upgrading in South-bound GSCs is likely to 

occur if the chains provide better opportunities for economic upgrading. Although economic upgrading 

does not necessarily lead to social upgrading (Barrientos et al., 2011), it can provide one, if not the only, 

of the pre-conditions under which social gains are likely to increase. There are several factors that may 

favour the economic upgrading of developing country suppliers in South-South chains. Regional 

                                                           
10 There are other significant new trends in GSCs that are not discussed in detail in this paper but warrant further 

analysis of their potential impacts on social upgrading in developing countries. For instance, there is a growing 

interest in ‘back-shoring’ of manufacturing activities, or bringing manufacturing jobs back (Bailey and De 

Propris, 2014; Kinkel, 2012). While it has been a topic of the public policy debate in many advanced economies 

since the economic crisis (Landler, 2012), evidence is still thin and mixed regarding how prevalent back-shoring 

is, and how many companies are actually concerned about returning the jobs to advanced economies (Bailey 

and De Propris, 2014; Fratocchi et al., 2014), let alone its potential effects on social upgrading at both the origin 

and destination of jobs.  
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markets and value chains in the South can facilitate their engagement in high value-added activities like 

designing and branding, offering an alternative path to global chains for economic upgrading (Morris 

et al., 2011; Navas-Alemán, 2011). Lower entry barriers with less capital and technology requirements 

in Southern chains can enable smaller local firms to engage in GSCs, which could increase employment 

opportunities for workers. These firms can also leverage their experience and knowledge of the home 

market to better compete in other Southern markets against global firms with, for example, so-called 

‘frugal innovations’ – developing products or services especially designed for low-income consumers 

in developing countries (Zeschky et al., 2011), while the developmental consequences of such practices 

have yet to be fully assessed (Knorringa et al., 2016).  

On the other hand, generally weaker labour standards and less pressure on labour issues from civil 

society (e.g., NGOs and consumers) in the South can affect social upgrading negatively. For example, 

compared to chains destined to Northern markets with higher social standards, Southern markets may 

not require firms to maintain strict labour standards, while they may do so on product safety and quality 

standards (Kaplinsky and Farooki, 2010). This could make firms less committed to social upgrading. 

Moreover, consumers play an increasing role in global labour governance, as shown in the example of 

various social labels that aim to leverage consumer power in advanced economies to promote better 

working conditions (Bair et al., 2014; Donaghey et al., 2014). But if Southern consumers are less willing 

to pay premiums for social labels, firms may also be less interested in upgrading working conditions in 

their supply chains (Lee and Gereffi, 2015). Furthermore, if alternative buyers with loose standards are 

present, developing country suppliers may be able to avoid buyers with higher standards with little 

worry of being penalized for non-compliance, undermining the effectiveness of the model based on the 

compliance of private buyer standards (Locke, 2013; Fransen, 2012). These possibilities point to the 

expectation that the growth of South-South trade and more GSCs destined to Southern markets may 

lead to social downgrading, or the deterioration of labour standards.  

3.2 The rise of emerging market MNEs 

The growth of outward investment from emerging-market firms is making the EMNEs an increasingly 

important actor in shaping social and economic conditions, including labour conditions both at home 

and abroad, in developing and developed countries, and also as lead firms, suppliers or both ((Sacchetto 

and Andrijasevic, 2015: Giuliani et al., 2014; Ramamurti and Singh, 2009). However, an important 

question of significance is what role EMNEs will play in social upgrading in their supply chains, how 

they would address it and whether their responses would be different from MNEs from advanced 

economies. There is a possibility that they may not be active in advancing labour conditions in their 

supply chains, given that, as noted earlier, they are embedded in institutional environments 

characterized by lower labour standards with relatively weaker pressure from civil society in their home 

countries. Furthermore, some EMNEs are based on the ‘high-volume, low-cost’ business model, which 

aims to provide a product or service affordable to a large population with low incomes. But the model 

tends to rely on the extensive outsourcing of ‘non-core’ activities to a large pool of contract workers 

(Sarkar et al., 2013). It can create divergent social upgrading between a smaller number of regular, 

skilled ‘core’ workers and a large group of casual and temporary workers with precarious employment, 

similar to the effect of global buyers’ JIT sourcing practices (see Section 2.1).  
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GSC scholars pay a particular attention to the role of large transnational first-tier suppliers from 

emerging economies, questioning whether these more established suppliers would be helpful to improve 

labour standards in GSCs. On the one hand, the fact that these large suppliers are better positioned for 

economic upgrading generates the expectation that they may be able to address the power asymmetry 

with big global buyers, for example, by passing on the cost increase to the buyers or exercising a greater 

control over the production process (Appelbaum, 2008). This rebalancing of the power relationship 

could mitigate some of the negative effects on working conditions of the buyers’ pressure for cost 

reduction and JIT sourcing. On the other hand, it is also suggested that power asymmetries persist even 

between major first-tier suppliers and their global buyers. For example, the value captured by Foxconn, 

a prominent first-tier contract manufacturer for Apple, is extremely small, compared to the gains by 

Apple and other high-end component suppliers (Dedrick et al., 2011). Further, the pace of production 

is virtually dictated by their buyers, significantly undermining the suppliers’ ability to improve labour 

standards in their factories (Chan et al., 2013; Lee and Gereffi, 2013). As many of the top-tier suppliers 

are less dependent on branding and less visible to many consumers compared to their brand buyers, 

they are less likely to face consumer pressure for improving labour standards (Merk, 2014).  

3.3 Growing geographic and organizational concentration  

GSCs are increasingly geographically and organizationally concentrated in many sectors. The 

fragmentation and decentralization of production through GSCs has led to the increased participation 

of developing countries in global industries, as indicated by the rise in GSC participation indices in 

many developing countries (OECD, 2013). However, evidence emerging from a number of industries 

indicates that the key nodes of GSCs in many industries have become geographically concentrated in a 

few emerging economies, such as Brazil, China and India, with abundant labour supply, large and 

dynamic domestic markets, and sizable local supplier base with manufacturing expertise (Staritz et al., 

2011; Cattaneo et al., 2010a). Also, much of the manufacturing nodes in GSCs are significantly 

clustered in a few Asian countries, while other regions like Latin America and Africa play a greater role 

in supplying inputs like commodity products.11  

At the same time, consolidation takes place at the organizational level across the key segments of GSCs. 

Today, just a few global lead firms control the manufacture of large commercial aircraft, carbonated 

drinks, and smart phones, and four to six MNEs dominate the global markets of beer, elevators, heavy-

duty trucks, personal computers, and digital cameras (Nolan, 2012). Global lead firms are getting bigger 

through mergers and acquisitions (M&A) leading to the exit of many rivals. These lead firms are 

rationalizing their supply chains, working with a smaller number of larger, more capable first-tier 

suppliers and intermediaries strategically located in large emerging economies (Gereffi, 2014). The 

effort is motivated not only to reduce costs but also to control the risk in the face of tightened standards 

pertaining to product safety and quality and social and environmental concerns (Maertens and Swinnen 

2009). This has led to consolidation in the middle-section of GSCs and the rise of transnational contract 

suppliers like Li & Fung (apparel), Yue Yuen (footwear), and Foxconn and Flextronics (electronics), 

which cater to multiple global brands simultaneously (Appelbaum, 2008; Sturgeon and Lee, 2005). 

                                                           
11 In apparel, for instance, China alone accounted for over 40 per cent of the world’s exports and along with the 

other five leading exporting countries – Bangladesh, Italy, India, Turkey and Viet Nam – represented 64 per 

cent of the world’s export value in 2010 (Bernhardt, 2013). In mobile phones, the five largest exporting countries 

exported 73 per cent of the world’s mobile phones in value, and 61 per cent of the world’s exports came from 

three East Asian economies – China, Republic of Korea and Hong Kong – in 2011 (Lee and Gereffi, 2013). 
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Finally, the downstream segments of the GSCs like marketing and sales are also increasingly controlled 

by bigger and more powerful retailers like Walmart and brand buyers like Apple (Hamilton et al,, 2011; 

Humphrey, 2007).   

This increasing consolidation and rationalization of GSCs prompts the question of whether labour 

conditions are increasingly polarized and segmented in GSCs between different groups of workers, e.g., 

between those in emerging economies where production is concentrated and those in other developing 

countries where global buyers have exited,12 between workers for large suppliers who benefit from the 

suppliers’ economic upgrading and their global buyers’ labour codes, and those working for smaller 

suppliers that are marginalized in the consolidated supply chains. The concern is amplified by the 

widespread use of casual and temporary workforce and the expansion of the informal sector. It is 

questioned whether more flexible modes of production adopted by consolidated buyers such as fast 

fashion would expand temporary employment with precarious conditions and therefore reinforce the 

polarization of labour conditions among workers.  

3.4 The expansion of casual and temporary employment 

While the growth of casual and temporary workforce is nothing new in advanced economies (Kalleberg, 

2009), non-standard forms of employment are increasing in many developing countries where GSCs 

play significant roles in export growth and employment (ILO, 2015b). In China, dispatched agency 

workers doubled in number to 60 million between 2008 and 2012. In India, contract labour increased 

in manufacturing from 13 per cent to 20 per cent between 1994 and 2006 (Rossman, 2013). In Mexico, 

approximately 60 per cent of workforce in electronics were temporary agency workers in 2009, and it 

was about 90 per cent in some companies. In Thailand, agency workers accounted for over a half of the 

approximately 500,000 workers in the electronics industry (Holdcroft, 2012).  

Despite the fact that temporary employment can give workers flexibility in time use and some even 

prefer it to regular, full-time jobs, it is often associated with a wide range of social downgrading 

outcomes, including wage discrimination, job insecurity, poor health of workers, lack of employee 

benefits, inadequate skill training, weak bargaining power, and a low-level of unionization. 

Furthermore, temporary employment can affect a firm’s performance negatively, through a higher 

number of defective products and hamper economic upgrading (ILO, 2014). This leads to the question 

whether economic upgrading through GSC participation, when it involves an extensive use of 

temporary employment, only benefits certain groups of workers, i.e., regular, full-time, male, high-

skilled, whereas the same benefits may not be extended to other groups of workers, i.e., temporary, part-

time, female, low-skilled and migrants. Even within the same factory, wages, paid leave, health  

services, skill training, and labour rights might be provided in a discriminatory manner in favour of the 

former groups of workers (Lee et al., forthcoming; Plank et al., 2014).  

Furthermore, as more GSCs have evolved into a complex network of firms with multiple tiers of 

suppliers, supply chains extend to the informal sector, such as small-scale, household-based work 

(Barrientos et al., 2011). While the informal economy has long been an important source of employment 

in developing countries, economic globalization is considered to further accelerate the rise of informal 

                                                           
12 In the apparel GSCs, for instance, the phase-out of the Multi-Fiber Arrangement (MFA) and the global crisis in 

2007-08 led to the concentration of apparel production to Bangladesh, China, Turkey and Viet Nam, primarily 

at the expense of Mexico and Central American and Caribbean suppliers to the US and North African and 

Eastern European exporters to EU-15 (Gereffi and Frederick, 2010). 
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jobs (Bacchetta et al., 2009), and the fragmentation of value-added activities facilitates the use of 

informal labour for a narrower range of production activities, often for the least sophisticated tasks 

(Shepherd, 2013). Yet, the empirical question to be answered is whether increased GSC participation 

intensifies the informality of work, and whether informal jobs are more prevalent in firms or sectors 

linked to GSCs than in those that are not.  

With regard to promoting labour standards, the presence of informal sector in GSCs poses additional 

challenges. They are generally characterized by lack of reliable information and this significantly limits 

transparency and traceability and makes it much difficult to monitor and intervene in labour conditions 

in the informal part of the GSCs. Furthermore, the rise of informality can affect the effectiveness of any 

attempt to reduce the violations of labour standards. It is found that in the face of external scrutiny such 

as buyers’ audits, suppliers often turn more hazardous jobs to lower-tier suppliers or informal sectors 

where transparency is quite limited (Hurley, 2005; O'Rourke, 2003). Informal sector/employment may 

serve as a buffer for suppliers against the pressure for social upgrading but at the expense of the 

effectiveness of any efforts to improve labour standards. 

4 Governance and social upgrading in GSCs 

As production processes are sliced into a narrow range of tasks and spatially and organizationally 

dispersed across countries and firms, ‘GSC governance,’ or coordinating and integrating the fragmented 

activities, has become critical (Ponte and Sturgeon, 2014; Gereffi et al., 2005).  

4.1 Governance in GSCs and relevance to social upgrading 

GSC governance differs according to the type of actors who primarily initiate it (Gereffi and Lee, 2016):  

Private governance involves regulating transactions among firms. It mainly pertains to coordination of 

inter-firm transactions and allocation of financial, material, and human resources between suppliers and 

buyers. It can also address social and environmental dimensions, as exemplified by corporate codes of 

conduct. In GSCs, private governance is driven by lead firms like global buyers and brand 

manufacturers, often through their own private standards. Private governance also play a role in place-

based production systems, such as industrial clusters and districts, where joint actions are taken at local 

or national level or through business and industry associations to facilitate the coordination of inter-

firm relationship (Schmitz and Nadvi, 1999).  

Public governance is exercised by governments at various levels within the nation-state as well as 

international organizations like the United Nations (UN) and the International Labour Organisation 

(ILO). For example, at the supranational level, ILO core conventions provide the guidelines for labour 

standards and workers’ rights. Bi- or multi-lateral trade agreements (e.g., NAFTA) can play a role in 

shaping the dynamics of GSCs by granting a preferential market access (Bair and Gereffi, 2001) as well 

as influencing social upgrading through ‘social clauses’ in the agreements (ILO, 2013; Polaski, 2003). 

At the local level, public governance entails laws and regulations set by national and sub-national 

governments. National labour laws and their enforcement can directly influence the labour conditions 

of workers across the country, and the level of enforcement may vary even within a country (Amengual, 

2014). Other measures such as, competition policy, investment regulations, and immigration policy can 

affect them indirectly.  
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Social governance is driven by various types of civil society organizations (CSOs), which include 

workers’ organizations like labour unions as well as NGOs, community-based organizations, and 

various non-state, non-profit organizations. It explicitly aims to address workers’ rights and labour 

standards, including union actions and codes of conducts initiated by NGOs (Barrientos and Smith, 

2007). Because it is rarely mandatory, social governance generally resorts to the actions of private firms 

or governments that have direct power to enforce codes or regulations. For example, labour unions use 

collective bargaining and workers’ actions like strikes to influence buyers and suppliers in GSCs, and 

other CSOs affect social upgrading at both global and local levels by deploying various forms of 

activism, including ‘naming and shaming’, petitions, boycotting, and protest (Selwyn, 2013; Vogel, 

2010). Since different actors have different capacities and abilities to influence social upgrading, each 

type of governance has both its own merits and limitations in regulating labour conditions in GSCs 

effectively.  

Private governance is based on voluntary actions, limiting its effectiveness. Although suppliers may 

have an incentive for compliance to access the buyers’ supply chain, and private governance can be 

tailored to specific conditions in a given chain, its coverage tends to be limited in that it only applies to 

workers in complying factories or firms, or only regular workers in many cases with casual and 

temporary workers as well as a large group of workers outside the chains little affected. In contrast, 

public governance is generally legally binding with a strong legal basis. It is inclusive as it affects all 

the workers in a given country regardless of whether they work or not in GSC-linked factories. Yet, the 

effectiveness of public governance is generally much limited in regulating transnational activities like 

GSCs. Finally, since social governance is rarely mandatory, other factors such as reputational risk or 

multi-stakeholder involvement determine its effectiveness (O’Rourke, 2006; Dolan and Opondo, 2005). 

While the engagement of multiple – public, private and social – stakeholders, and ‘multi-stakeholder 

initiatives’ (MSIs), can make social governance more effective (see Table 1), it may be subject to 

potential tensions and conflicts among the actors (see Section 4.3).  

The rise of GSCs has posed a challenge for national governments to enforce labour standards in such 

cross-national activities. MNEs often take advantage of a regulatory void in developing countries, 

whether it is due to the developing country government’s weak capability or lacking willingness to 

enforce labour standards. The void was intensified by a series of deregulation in developing countries. 

This has prompted a discussion of global “governance deficit” (Mayer and Gereffi, 2010), as well as 

growing calls for ‘‘grounding” globalization (Webster et al., 2008), or “re-embedding” the market 

(Mayer and Pickles, 2014).13  

A few alternatives have been proposed as a way to fill the gap in labour regulations in GSCs (Mayer 

and Pickles, 2014; Locke, 2013). One is to include a ‘social clause’ in bi- or multi-lateral trade 

agreements. Trade agreements with labour provisions have increased in the past two decades, and their 

positive impacts on labour conditions have been reported in the case of the Dominican Republic (ILO, 

2013; Schrank, 2013). Yet, their effectiveness can be limited by the opposition of developing countries 

that may consider such provisions as a trade barrier (Haworth and Hughes, 1997), and the fact that they 

are essentially an instrument signed between states and do not necessarily reflect the complexity of 

                                                           
13 A series of more recent research, however, suggests that the regulatory gap should not be overstated. It sheds 

new light on the persisting and renewed importance of the state and government bureaucracies in improving the 

effectiveness of labour governance independently and combined with private and social forms of governance 

(Toffel et al., 2015; Amengual, 2014; Pires, 2013; Schrank, 2013). See Section 4.3 for more discussion. 
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trade through GSCs. There are also various efforts from inter-governmental organizations like the ILO 

and other UN agencies, notably the ILO core labour standards, the UN Global Compact, and the OECD 

Guidelines for Multinational Enterprises, as well as tripartite pacts such as the Bangladesh Accord to 

establish a fire and building safety program in the country’s garment sector. However, some of these 

‘principle-based’ standards lack effective monitoring mechanisms and rely on national governments’ 

actions to be effective in implementation.14 In this context, despite its constraints noted above, private 

governance emerged as a more realistic and “second-best” solution (Locke, 2013: p.9) compared to 

national labour regulations to address labour concerns in a globally fragmented production system 

(Mayer and Gereffi, 2010; Barrientos and Smith, 2007; O’Rourke, 2006).15 

4.2 Private labour standards: Compliance-based model and capability-building 

approach 

Table 1 illustrates various forms of private labour standards (Donaghey et al., 2014; Mayer and Pickles, 

2014; Fransen, 2012). While corporate codes of conduct are set by lead firms and implemented through 

internal or external monitoring, other forms of private standards generally require a varying degree of 

cooperation between MNEs or their collectives (e.g., industry associations) and other public and civil 

actors, including inter-governmental organizations, labour unions and NGOs. Implementation 

mechanisms vary by the types of standards, including internal first- or second-party self-monitoring by 

MNEs or suppliers, third-party certifications by independent auditors, social labelling (e.g., Fair Trade), 

voluntary self-obligation to ethical principles, and development of joint-training programmes involving 

employment relations institutions.   

The literature points to the conditions under which private compliance model is more likely to be 

working to improve labour standards in GSCs. These include the presence of lead firms to drive the 

chain, strong collective actions by consumers or advocacy groups, alignment of social and commercial 

incentives, and worker representation and participation in decision-making (Mayer and Gereffi, 2010). 

It is also suggested that a close collaboration between buyers and suppliers, or between auditors and 

factory managers, guided by mutual trust, respect and reciprocity, plays a role in facilitating supplier 

compliance as long as it does not hinder the objectivity of monitoring (Locke et al., 2009). In contrast, 

too rigid enforcement of standards and buyers’ exit in response to non-compliance can have a negative 

impact on workers and working conditions, such as job losses (Pike and Godfrey, 2014). Finally, the 

compliance model is likely to be more effective in improving some labour standards, such as health and 

safety, than in others, notably freedom of association and collective bargaining (Locke, 2013; Anner, 

2012). 

                                                           
14 The level of monitoring and enforcement varies by standards; for example, the ILO has a “supervisory system” 

to monitor whether its core labour standards are respected (ILO, 2015c).  
15 The prevalence of private standards in GSCs is not limited to labour standards but a broader phenomenon in 

various areas, from product safety to environmental footprints. It relates to the buyers’ efforts to ensure the 

quality of products in distantly organized production systems (Ponte and Gibbon, 2005). The rise of private 

standards, or “privatization of labour standards” (Bartley, 2005), which also coincided with a growing attention 

of global buyers in corporate social responsibility (CSR) for their business activities. As supplier factories 

confront intense public scrutiny and criticisms of labour wrongdoings, their CSR initiatives have extended 

beyond the boundary of those firms (van Tulder, 2009). 
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Table 1: Implementation and examples of private labour standards 

Type Sponsor Implementation Examples 

Corporate code 

of conduct 

Lead company First- or second-party self-

monitoring of MNCs at the 

firm and supplier levels 

Levi Strauss, Nike, Reebok, 

Starbucks’ C.A.F.E. Practices 

Multi-

stakeholder 

standard 

(industry-led 

model) 

Multi-industry 

associations, societal 

groups 

Second-party monitoring of 

MNCs at the firm and 

supplier levels; focus on 

verification rather than 

certification 

Ethical Trading Initiative (ETI), 

GlobalGAP, Utz-Certified, 

Worldwide Responsible Apparel 

Production 

Multi-

stakeholder 

standard 

(transnational 

institution-led 

model) 

Intergovernmental 

institutions, NGOs, 

multi-industry 

associations 

Voluntary self-obligation to 

ethical principles, or 

nonfinancial reporting 

practices 

UN Global Compact, ILO’s Core 

Labour Standards, OECD 

Guidelines for Multinational 

Enterprises, ISO 26000 

Multi-

stakeholder 

standard 

(societal-led 

model) 

Societal groups, 

NGOs, religious 

organizations, 

unions, and multi-

industry associations 

Mostly third-party 

certification of specific 

production facilities; some 

communicated through a 

recognizable consumer 

label 

Social Accountability 8000 (SA 

8000), Fairtrade Labeling, Forest 

Stewardship Council (FSC), Fair 

Labor Association 

International 

framework 

agreement 

(IFA) 

Global union 

federations; MNCs 

National/local employment 

relations institutions 

Accor Hotels-IUF, Carrefour-

UNI, Danone-IUF, H&M-UNI, 

Telefonica-UNI, Volkswagen-

IMF16 

Source: Donaghey et al. (2014: p.235) 

Despite some progress, there is a growing concern in recent years that a voluntary compliance model 

has reached a limit in improving labour standards in GSCs (Rossi et al., 2014a; Locke, 2013). For 

example, Locke (2013) points out that the key assumptions underlying the compliance model do not 

hold in many aspects. First, unlike the assumption that buyers have ‘asymmetric’ power relations with 

suppliers allowing them to enforce their own standards, buyer power is not always as strong and 

absolute in reality as it is assumed (Miller, 2014). Suppliers could find alternative buyers with lower 

standards, and buyers rarely leave supplier factories to punish non-compliance. The exit is even 

discouraged by labour groups because of its potentially negative effects on the workers and 

communities left behind (Pike and Godfrey, 2014). In addition, supplier’s actions are generally less 

influenced by compliance officers, who are mandated to address labour conditions, than sourcing 

officers, who focus on supply chain efficiency including cutting costs. Second, the auditing process is 

often flawed in that collected information is not accurate and up-to-date as it is intended. In many cases, 

a bureaucratic process of ‘checking the boxes’ fails to unearth the underlying causes of non-compliance. 

Furthermore, the prevalence of multiple different buyer standards even in the same sector creates “code 

overload” (Mayer and Pickles, 2014: p.24), leading to “monitoring fatigue” on the supplier side (Locke, 

2013: p.27). In response, some suppliers only symbolically and superficially implement buyers’ codes 

without any real commitment (Boiral, 2007).  

 

                                                           
16 IUF (International Union of Food, Agricultural, Hotel, Restaurant, Catering, Tobacco and Allied Workers' 

Association); UNI (UNI Global Union); IMF (International Metalworkers' Federation).  
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With recognition of these limitations of the traditional compliance-based model, a “capability-building” 

approach has emerged as an alternative or complementary model (Distelhorst et al., forthcoming; 

Locke, 2013). It mainly aims to assist suppliers in accumulating various capabilities necessary to 

improve labour conditions. It focuses on providing workers and managers with the ability to comply 

with labour standards (Milberg and Amengual, 2008). Education and learning is considered as 

important as inspection and deterrence. Buyers are expected to lend support to suppliers for skill 

upgrading, technological learning, and managerial enhancement (Ivarsson and Alvstam, 2010). The 

examples of the private governance programs focusing on capability-building include the Fair Labor 

Association’s (FLA) Sustainable Compliance Initiative, Social Accountability International’s 

certification process (SAI 8000), and the ILO’s Better Work program. 

Excessive overtime, for example, has been a persistent problem in EPZs and GSC-linked firms in 

developing countries despite continuing monitoring and the efforts to change the incentives of managers 

and workers. The capability-building model approaches the problem by focusing on improving 

production quality and processes in a way that reduces (the demand for) overtime. For instance, 

production delays due to inefficient supply chains and production processes are among the common 

causes for overtime. Thus, the incidence of overtime can be reduced by identifying such causes and 

changing supply chain and production management practices through consultation and training 

(Milberg and Amengual, 2008). By combining traditional factory monitoring with capability-building 

and root cause analysis (Locke, 2013), the model aims to a ‘race to the top,’ instead of a ‘race to the 

bottom’.  

A recent quantitative study (Distelhorst et al., forthcoming) across over 300 factories in 11 developing 

countries in Nike’s GSCs provides empirical support for the efficacy of the capability-building model. 

The study finds that the adoption of lean manufacturing is positively associated with compliance to 

labour standards, particularly in wages and working hours. However, they also find that the effect of 

the advanced managerial practice is heterogeneous. The positive relationship is not observed in other 

social upgrading outcomes such as health and safety. The effect is strong in some countries like India 

but much less in China, posing further questions on the condition under which improved managerial 

practices are likely to increase compliance. Also, the capability-building model may be applicable to 

large and resourceful buyers like Nike and their long-term suppliers, but may not be very effective in 

supply chains characterized by a fragile and fleeting buyer-supplier relationship (Distelhorst et al., 

forthcoming; Locke, 2013).  

4.3 Emerging issues and implications for labour standards in GSCs 

While private standards continue to play an important role in improving working conditions in GSCs, 

the limitations of private voluntary standards has led to a search for alternative paths for social 

upgrading (Mayer, 2014; Rossi et al., 2014a; Locke, 2013). Such efforts have become complicated with 

the recent structural changes in GSCs. For instance, geographical and organizations’ concentration in 

GSCs can increase the effectiveness of private standards in the countries or firms where production is 

concentrated, whereas their roles may be much limited in those that are not within the supply chains. 

This sub-section discusses emerging issues and questions, focusing on improving the effectiveness of 

private governance and building a complementary and synergistic governance for sustainable social 

upgrading in GSCs (Mayer, 2014; Locke, 2013; Amengual, 2010).  
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4.3.1 Improving the effectiveness of private governance 

Regarding the future of private governance, a first set of questions involves how to make private labour 

standards more effective. Being aware of the potential conflicts between their sourcing practices and 

corporate social responsibility (CSR) efforts, buyers can take a more proactive approach to change their 

sourcing practices so as to minimize labour violations in their supplier factories and reduce potential 

risk. Buyers can also increase payment to their suppliers so that the latter can use the resources to initiate 

and sustain social upgrading (Miller, 2014).17 This would entail buyers to take on the additional costs 

by sacrificing their profit margins.18 However, such actions could limit flexibility in their supply chain 

management and undermine their ‘bottom line’ in a highly competitive global market. Or, they may 

pass the costs to the consumers, particularly those in advanced economy markets who are willing to pay 

premiums to the products produced in a socially responsible manner. The extra costs can also be 

absorbed by increased efficiency or productivity gains in supplier factories (e.g., through retraining a 

skilled and motivated workforce) and across the supply chains (e.g., through collaboration in sourcing, 

testing and warehousing) (Miller, 2014; Williams, 2013).  

A more intriguing question is whether social upgrading has any positive impact on economic upgrading. 

In other words, is there any “business case” for social upgrading? (Rossi et al., 2014b: p.9) The 

underlying logic is that if social upgrading helps suppliers or buyers to improve their bottom line, they 

are more likely to be committed to improving labour standards. Sarkar et al. (2013) find, for example, 

that improved labour conditions in Indian IT services, prompted by competition for skilled workers in 

short supply, pushed the firms to move up to higher value-added activities to capture more economic 

gains. Though the study mainly pertains to IT professionals and high-skilled workers, it also relates to 

broader questions that have yet to be examined more explicitly. For example, to what extent can workers 

impact the way in which a country or firm is integrated to GSCs and can move up the supply chains? 

How do GSC dynamics interact with workers’ actions and do they lead to social upgrading? (Selwyn, 

2013; Coe, 2012) And, more generally, how does labour “co-constitute” GVCs? (Riisgaard and Gibbon, 

2014: p.183) 

The second set of questions regarding the future of private governance involves how recent GSC 

changes affect the effectiveness of private standards and the compliance-based model, specifically, and 

labour governance in GSCs in general. Overall, geographical and organizational concentration in GSCs 

can affect private governance both positively and negatively. On the one hand, the rising concentration 

of the key nodes of GSCs to a few emerging economies can make a negative impact on employment 

and other social upgrading outcomes in different parts of the developing world, where the majority of 

countries and firms would be left out with fewer linkages to GSCs and a more limited prospect of 

economic and social upgrading. Similarly, the fact that global lead firms are increasingly working with 

a smaller set of more capable and large suppliers that are able to comply to private labour standards can 

                                                           
17 The fact that labour costs for suppliers in many industries account for a relatively small portion of the total 

value created in the supply chains makes it compelling to look at pricing that would promote higher pay for 

suppliers, or “sustainable pricing” (Miller, 2014: p.104). For example, in a study of Apple’s iPhone and iPad 

value chain, Kraemer et al. (2011) find that direct labour costs for assembly of these products in China only 

accounted for less than 2 per cent of their retail prices, while more than a half of the total value captured was 

attributed to Apple.  
18 In a notable move in 2010, Marks and Spencer, a UK supermarket, announced a plan to ensure that the prices 

it pays to its suppliers are adequate to pay a fair living wage to workers in the least developed countries, starting 

with Bangladesh, India and Sri Lanka by 2015 (Marks and Spencer, 2014). 
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lead to the marginalization of a large number of smaller suppliers that are unable, and it would have a 

detrimental effect on a large group of workers working for the suppliers. Furthermore, the fact that even 

large first-tier suppliers have to manage slim margins against their brand buyers, which are very 

powerful (Lee and Gereffi, 2013) suggests that the former’s ability to provide decent working 

conditions is constrained, as shown in substandard working conditions provided by first-tier suppliers 

in garment GSCs (Merk, 2014).  

On the other hand, the concentration can make the implementation of private governance focus on a 

relatively small set of countries where production is concentrated, which could help increase the 

efficiency and effectiveness of monitoring and enforcement. Also, concentrated buyers with stronger 

power to drive the chains could improve the effectiveness. Through a closer coordination and 

collaboration, lead firms and their first-tier suppliers can make a concerted effort for social upgrading 

as long as both actors take it as seriously as their economic bottom line and supply chain efficiency. 

Also, large transnational first-tier suppliers, as they become more visible to CSOs, could become subject 

to intense public scrutiny and labour actions on a large scale that could disrupt the entire supply chains 

(Appelbaum, 2008). This could enhance the overall transparency of GSCs and increase the incentive 

for large contract manufacturers to act more responsibly and to improve social standards. Therefore, we 

empirically still need to answer the question of under what conditions rising concentration is likely to 

bolster or undermine the effectiveness of private standards in GVCs.  

Finally, more research is needed on labour standards and standard compliance at the lower tiers of 

GSCs. The rising concentration in GSCs increases visibility in some parts of the chains, such as first-

tier suppliers, while it generates a greater number of smaller suppliers at the lower-tiers of the supply 

chains that cater to the large transnational suppliers. A recent study on public and private standards in 

health and safety in lower-tiers of electronics GSCs suggests that the suppliers’ compliance is impacted 

by neither private nor public standards (Nadvi and Raj‐Reichert, 2015), particularly in industries like 

electronics where hundreds of smaller suppliers rely on only a handful of large contract manufacturers. 

They are also not subject to a similar level of external scrutiny by CSOs as their buyers are. The study 

highlights that the mechanism to make firms comply with any labour standards may vary across 

different nodes of GSCs. 

4.3.2 Competition, complementarity or synergy: Interactions of governance and social 

upgrading  

The growing awareness that private voluntary standards alone are insufficient to advance labour 

standards in GSCs has led to a search for alternative governance forms as well as a broader set of actors 

beyond buyers and suppliers (Gereffi et al., 2014; Rossi et al., 2014b). This more holistic approach pays 

attention to multiple governance forms and actors that coexist and interact, and provide various social 

upgrading paths taken by different actors (Locke et al., 2013b; Puppim de Oliveira, 2008). Gereffi and 

Lee (2016), for instance, specify six distinctive trajectories to social upgrading, depending on the type 

of actor who play a central role: market, global buyers’ CSR programs, multi-stakeholder initiatives, 

labour, industrial clusters, and governments. Each path is distinctive in terms of key drivers and 

mechanisms, and relies mainly on one of the governance forms, private, public or social governance, as 

shown in Table 2.  
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Table 2: Key Drivers, Mechanisms and Actors of Social Upgrading 

Paths Key drivers Main mechanisms Major actors 

Market-driven Market 

competiveness  

Market supply and demand  Buyers; consumers; suppliers  

CSR-driven Global buyer’s 

reputation and 

purchasing power 

Compliance to buyers 

codes; social audits 

Global buyers 

Multi-

stakeholder-led 

A broad-based 

coalition for 

standard-setting, 

monitoring, 

capability-building 

and sanctions 

Multiple, standardized, 

social standards; capability-

building & cooperation 

International NGOs; global 

buyers; local actors 

Labour-centred  Workers’ grievance; 

exercise of 

bargaining power 

Monitoring; collective 

bargaining; social dialogue; 

strikes; sabotages 

Workers; labour unions 

Cluster-centred  External CSR 

pressure; collective 

efficiency  

Collective standard-setting, 

implementation, support  

Cluster firms; industrial 

association; cooperatives 

Public 

governance-led 

Public pressure; 

experimentalist 

approach to improve 

workers well-being  

Strong labour law; law 

enforcement 

National, regional, and local 

governments 

Source: Gereffi and Lee (2016) 

Furthermore, different governance forms or upgrading paths may coexist but also interact with each 

other; they can compete with each other, or may complement one another (Gereffi and Lee, 2016; Locke 

et al., 2013b).19 In the scenario of competition and displacement, multiple forms of governance compete 

with one another and this could pre-empt, displace or crowd out some competing forms. For example, 

there has been a persistent concern that private governance like voluntary corporate codes of conduct 

may weaken or displace public labour governance, such as local regulations or labour unionism 

(Esbenshade, 2004; O'Rourke, 2003; Justice, 2002). In fact, criticizing fair and ethical trade initiatives 

for their limited scope, Neilson and Pritchard (2010) argue that such initiatives tend to “supplant 

traditional regulatory formations anchored in the national state” (p. 1847). Some empirical support for 

the displacement hypothesis is found in Bartley’s (2005) study of the emergence of private governance 

in the U.S. apparel sector. Private codes of conduct were initiated as a way for manufacturers and 

retailers to avoid their legal liability for labour abuses by sub-contractors and fend off or pre-empt 

government intervention against sweatshops. However, the study also emphasizes that the rise of private 

labour regulations did not simply lead to the displacement of public regulations by private ones. The 

increased prominence of private codes of conduct made firms more, not less, vulnerable to claims of 

legal liability as it became more difficult for them to claim a lack of knowledge of or control over their 

supply chains, and social activists used it as an opportunity to broaden the domains for corporate 

accountability in GSCs.  

Therefore, an alternative possibility is complementarity among different forms of governance and 

related actors, leading to the emergence of a ‘hybrid system of regulation’ (Oka, forthcoming; Chung, 

                                                           
19 This part on the interactions of different governance forms is drawn from Gereffi and Lee (2016), but  

considerably expanded with much recently published or forthcoming articles. The author is grateful to one of 

the anonymous reviewers for help on expanding it.  
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2015; Amengual, 2010; Polaski, 2006). As noted above, each governance form has its own strengths 

and weaknesses, which could make them complementary (Rodríguez-Garavito, 2005). In reality, one 

form of governance relies on other forms of governance. The effectiveness of one measure often hinges 

on that of the others, or one form reinforces other forms (Amengual and Chirot, forthcoming; Mayer 

and Pickles, 2014). For instance, many corporate codes of conduct (private governance) have integrated 

ILO core labour standards as broader guidelines and require suppliers to abide by national labour laws 

(Gilbert et al., 2010; Kolk and van Tulder, 2004). Private firms in Cambodia used ILO’s compliance 

evaluation reports in their sourcing decision-making (Polaski, 2006). Moreover, different issues can be 

addressed more effectively by different governance forms (Locke et al., 2013). Labour unions and 

increased managerial capabilities, for example, may play a significant role in improving wages and 

regulating working hours, but not so much in health and safety issues, which may be better addressed 

by state regulations (Distelhorst et al., forthcoming; Oka, forthcoming).  

Complementarity can take place without explicit coordination among actors (Coslovsky and Locke, 

2013). In an example of the Dominican Republic, private auditing created the effect of complementing 

state regulations by freeing up and directing scarce public resources to monitoring ‘less visible’ firms 

in the informal sector (Amengual, 2010). It is also possible that different actors can work together with 

the intention of governing labour standards. For example, in Cambodia, the government and an industry 

association worked with the ILO and the US government to improve labour conditions in the garment 

sector, at the same time ensuring the access of the local firms to the US market (Polaski, 2006). In 

Argentina, labour inspectors utilized their linkages and coalitions with pro-enforcement societal groups 

to mobilize material, informational and political resources to improve enforcement of labour standards 

(Amengual, 2014).  

Furthermore, some suggest the notion of ‘synergistic governance’ that different governance forms can 

create a synergy when deployed together or, in order to make one form of governance more effective, 

actors leverage other governance forms (Mayer, 2014: p.354). Locke (2013) points out that private 

voluntary standards appear to be most effective when they are layered on and blended with public 

mandatory regulations. Private governance may have the greatest chance to succeed if it is combined 

with the engagement of other governance actors in the forms of multi-stakeholder coalitions, 

government actions, and sustained pressure from organized workers and other civic activists (Mayer 

and Gereffi, 2010). In a similar vein, Mayer (2014) argues that the state in some emerging economies 

like Brazil and China increasingly leverage private and social governance for improving labour 

conditions. For instance, the move by Apple in 2012 to take more responsibility for labour conditions 

in Foxconn factories that had allegedly led to a series of worker suicides was facilitated by the Chinese 

government’s involvement through regulatory actions (e.g., mandated minimum wage increases) and 

more aggressive actions by Chinese workers, as well as the strong pressures from international NGOs 

(Gereffi et al., 2014).  

This interest in complementary and synergistic governance prompts to re-evaluate the role of the state 

and state institutions in developing countries in regulating labour standards in GSCs (Toffel et al., 2015; 

Amengual, 2014; Pires, 2013; Schrank, 2013). Against their conventional portrait as ill-equipped with 

regulating labour practices in MNEs’ transnational supply chains, a series of studies highlight the 

importance of such public institutions in complementing voluntary, transnational private standards and 

extending enforcement beyond “regulatory enclaves” (Posthuma, 2010: p.2) to those who are missed 

out by private governance (Distelhorst et al., 2015; Locke et al., 2013b). This was possible because 
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workers’ organizations, local and transnational CSOs, and international organizations pushed the state 

to activate its regulatory institutions, and state institutions became embedded in a wide network of 

private, social and other public actors at local, regional and global levels (Amengual and Chirot, 

forthcoming).  

One notable implication of the complementarity and synergistic approaches is that interventions for 

promoting labour standards need to be multi-dimensional and multi-scalar (Coe, 2012). A sole focus on 

factory sites as a locus of intervention is often not so effective when buyers’ practices play a key role 

(Locke, 2013). It also highlights the importance of the efforts to identify the most effective locations 

for strategic actions, or “leverage points,” along various intersects of public, private and social 

governance (Riisgaard and Hammer, 2011; Juravich, 2007). For instance, there are differences between 

banana and cut flower supply chains in terms of buyer-supplier relationship, the relative power of 

producers, buyers and consumers, and forms of union organizations. These differences made the labour 

engage in different types of labour governance in the two GSCs, i.e., international framework 

agreements in banana and private labour standards in cut flower (Riisgaard and Hammer, 2011). 

However, we still need to have a better understanding about the conditions under which a more 

collaborative governance is likely to emerge, and which mix of public, private and social governance 

works well in different settings (Gereffi et al., 2014). More broadly, despite recent scholarly efforts 

(Gereffi and Lee, 2016; Lakhani et al., 2013), it remains an important challenge to fully theorize the 

interactions of and fundamental tensions between GSC dynamics that operate across countries and 

regions, and institutional contexts and dynamics at local and national levels where the supply chains 

are situated, and draw their implications for policy-making (Neilson and Pritchard, 2009). 

5 Conclusion 

This paper has examined the ways GSCs impact the opportunities and challenges for social upgrading 

of workers, focusing on the effect of private governance on labour conditions and rights. Based on an 

expanding body of the literature on GSCs and labour governance, the paper has discussed emerging 

issues and their implications for labour standards in GSCs in terms of the future of private standards, 

the role of the Global South, and the interaction of private, public and social governance in global labour 

governance.  

The paper shows that global buyers’ supply chain strategies, especially sourcing and purchasing 

practices, have drawn a considerable attention to the underlying causes of many labour violations in 

supplier factories, and the differentiation of labour conditions between regular and temporary workers. 

Post-crisis GSCs have intensified the possibility of segmented social upgrading and the wider use of 

informal work in GSCs, but at the same time, the question has emerged whether South-South trade 

would provide an alternative path for social upgrading. Private voluntary standards have been embraced 

by global buyers as a solution to fill the governance deficit in regulating labour in the fragmented cross-

national production system. Despite the progress made, recent studies highlight the limitations of global 

buyers’ private governance and its inherent tension with their own purchasing practices. To meet the 

challenges ahead and move beyond private governance, we need to better understand how to make 

private governance more effective so as to ensure a balance between commercial and social drivers, and 

how to create a complementary and synergistic relationship between private, public and social 

governance in GSCs. 
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