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lll Summary

Scope of the project
* Unique scale

* Unique for its content: three main tools: Suppliers’ and buyers’ feedback on purchasing practices and
working conditions + case studies in 5 countries

Key results in five areas of purchasing practices from suppliers’ and buyers’ surveys
e Contract clauses
e Technical specifications and product development
e Order placement and lead times
e Market power and prices
* Demands for social standards

Case studies: Specific results on wages
* Management-.Workers combine database, determinants of wages, Impact

What implications for the business model in GSCs?
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Il Three main tools:
Global survey among suppliers, global survey among buyers
and qualitative case studies
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Suppliers:
1454 Suppliers, 87 countries, 23 sectors

Buyers:

102 Buyers, 13 countries, 13 sectors

Case studies :
30 suppliers, 5 countries, 10 sectors, 632 workers
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Il Global surveys: Method and data collection

Research based on a two step approach

1.large scale surveys to get the most comprehensive picture on purchasing practices;
2.case studies with both management and workers’ surveys to enable more in-depth
analyses

Global surveys were sent out between 2015 and 2019
e 1454 suppliers and 102 buyers, respectively

Surveys asked qualitative and quantitative questions:
* e.g. How would you rate your factory’s bargaining position with buyers (1= very bad,
5=very good)?
e e.g. How many buyers does your factory sell their production to? What proportion of
your factory’s total sales are sold to your main buyer?

Survey designed to gain a better understanding of how supply chains operate in practice

We analysed survey responses and through statistical methods generated simple tables/ graphs
and econometric analyses
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I Five areas of purchasing practices:
Reflecting a disbalanced relationship

* Type of contract between the buyer and the suppliers (35% of suppliers have some non-written contracts
with the buyers; 44% of the contracts specify who would be responsible for the costs incurred when changes
in orders)

* Accuracy of technical specifications about products and its features (33% of suppliers suggest technical
specifications are not accurate enough)

* Buyers’ placement of orders, and in particular the timing with which the buyer is placing its orders (only
16% of suppliers in the Global Survey considered orders to have enough lead times, while the majority of
them reported that more than 30 to 50% of their orders had insufficient lead times)

* Prices agreed between the buyer and suppliers (39% of the suppliers reported to have accepted orders
whose price did not allow them to cover their production costs; 52% in Textile and Clothing)

e Although buyers (90% of them) expect suppliers to follow a code of conduct especially on social standards,
nearly half of suppliers (49%) receive no help to achieve such social standards (and among the 51%, only
17% enjoy from shared audits or financial assistance for doing so)
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Il 1.1 Contracts

Suppliers:
Do you have unwritten contracts with your
customers ?

® No mYes

More than a third of the suppliers have
unwritten contracts with some of their
customers.

70,00%

60,00%

50,00%

40,00%

30,00%

20,00%

10,00%

0,00%

Buyers:
Does it happen that your company has
unwritten contracts with your suppliers?

58,14%

37,21%

4,65%

.

Yes, to a great Yes, to some No never
extent extent




Il 1.2 Uncomplete contracts: Effects on working conditions

Buyers: Effects of uncomplete contractual arrangements on working
conditions

Social dialogue || EGTNNGTEEGEGEGEGEGE 27,27%
Health and safety || GG 22,22%
Working rhythms and intensity at work ||| |G| NN N ;5 43%
Use of temporary or subcontracted workers || EGTRNRGTGGGEEEEEEEE -2, 55%
Payment of overtime || GG Z3,43%
Use of overtime || GGG 3.64%
wages  [INNNENEGG --.550

0,00% 10,00%  20,00%  30,00% 40,00% 50,00% 60,00%  70,00%
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Bl 2.1 Accuracy of technical specifications

Very accurate

Accurate

Somewhat accurate

Innacurate

Very innacurate

Suppliers:
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Buyers:

Does it happen that your company provide
suppliers with technical specifications on the
product that may not be fully accurate?

60,47%

37,21%

M

2,33% Why?

Yes, often Yes, sometimes No, never




) Buyers’ reasons behind innacurate technical specifications

Buyers:
What are generally the reasons behind not fully-accurate
technical specifications?

74,07%

80,00%

70,00%

60,00%
44,44% 44,44%

50,00%
40,00% -

30,00% -

14,81%

.

Lack of communication Not fully accurate or Last minute changes Other
between the buyer and incomplete design and required by your
the supplier technical details of the company to further
product by your technical improve the product
department

20,00% -

10,00% -

0,00% -




Il 2.3 Consequences on working conditions

Suppliers: Buyers: Inaccurate technical specifications have the following
Inaccurate technical effects on working conditions

specifications lead to a
decrease of WAGES by
. .
26.9% Social dialogue |l 9,09%
Health and safety |G 21,21%
Working rhythms and intensity at work || N ||N AR A :5,25%

Use of temporary or subcontracted
borary I 2,42%

workers
Payment of overtime || GGG 30,30%
Use of overtime [ 75, 76%

Wages | 15,15%

0% 10% 20% 30% 40% 50% 60% 70% 80%
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Il 3.1 Placement of orders and lead times

Suppliers: Buyers: How would you rate the average lead
What percentage of your orders’ have times offered by your company to your
sufficient lead times? suppliers?
60,00%
>90% 47,50% 50,00%

50,00%

40,00% -

70-90%

30,00% -
50-70%

20,00% -

< 50%

10,00% -
2,50%

. B

Largely enough Just enough Not long enough

0% 10% 20% 30% 40% 50% ?  0,00% -
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Il 3.2 Buyers’ reasons behind short lead times

Buyers: Where does the pressure to reduce lead times come from?

70,00%

57,50%
60,00%
50,00% -
40,00%
40,00%
30,00% 30,00% 27,50%
30,00% -
20,00% -
[o)
10,00% - 5,00%
000% - ‘ ‘ ‘ B
Increased consumer Specific consumption Increased seasonal Pressure from other Technical Provision of raw
demand and trends demand buyers further up the developments in the materials arriving late
expectations supply chain industry reducing

production time
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Bl 3.3 Consequences of lead times on working conditions

Suppliers:

Lead times: when less than
50% of lead times are
sufficient

Working time increases (+2.8%)
Wages increase (+16.3%)

Subcontracting increases (+20.8%)

Buyers: Short lead times have the following
consequences on working conditions

Social dialogue

Health and safety

Working rhythms and intensity at work

Use of temporary or subcontracted
workers

Payment of overtime

Use of overtime

Wages

B 13,18%

I - 1,52%
I 5, 45%
I c6,67%
I 51,52%
I 54,85%
I 04, 24%

0% 20% 40% 60% 80% 100%
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Bl 4.1 Market power and prices

Suppliers: Buyers: Would you say that your
On average: 39% of suppliers accept orders below company has a responsibility to ensure
the cost of production that the price agreed covers at least
-54% in low HDI countries productlon Costs?
- 34% of suppliers in high HDI countries
60,00%
60% 50,00% 48,72% 48,72%
55% 549
50% 40,00% -
45%
; 39% 39% 39%
40% > > ° 30,00% -
35% 34%
30%
20,00% -

25%
20%

0.5-0.7 0.7-0.8 0.8-0.9 0.90-0.95 0.95-1 10,00% -

HDI index 2,56%
—By HD| —Average 0,00% -
Yes, fully Yes partly No, never
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Il 4.2 Minimum wages and prices

Suppliers:
What percentage of your
customers were willing to reflect
the minimum wage increases in
the price paid?
50%

Buyers: When there is a minimum wage
increase in the country where your supplier
operates, does your company reflect such
increase into its prices to the supplier?

46,34%

-> Only a quarter of them 45%
40%

39,02%

35%

30%

25%

20%

15%

14,63%

10% -
5% -
0% -

m No mYes
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Il 4.3 Acceptance of prices below costs:
Consequences on working conditions

Suppliers: Buyers: Please tick all the boxes where you
believe there may be some correlation

Social dialogue I 24%

Health and safety |G 42%

. , e WORKING TIME: + 2% Working rhythms and intensity at
Imposing prices work I 33%

e WAGES: -11% U ft
se of temporary or
POTATY OF e /5

below
prod uction costs * TEMPORARY WORKERS:+2.4% subcontracted workers

e SUBCONTRACTING: + 17.3% Payment of overtime || NG 48%

Use of overtime [ 33%

Wages [N 85%

0% 20% 40% 60% 80% 100%
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N 4. Overall impact of good purchasing practices on
hourly wage

* Transforms items from wage regression
into an index with values bounded .

between 0 and 1 90%

80%

* Interpretation: maximum average 70%

. : : 60%
hourly wages retrievable if purchasing S0%
practices switch from worst to best 40%
30%
: : 20%
* Therefore, purchasing practices can 105 l I
make a real difference with regard to o
0.05

chains Good practices index (0=bad, 1=good)

W Increase in wages
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Ml 5. Demands for social standards

Suppliers: Do any of = No ' °
your customers expect
you to follow a code of
conduct?

m Yes

Suppliers: If your customers help you meet their code  Buyers: Does your company provide support
of conduct requirements, in what ways do they do so?  to ensure suppliers meet the code of conduct?

70,00%

60,00% 57,89%
, ()

Shared audits costs 7% "
50,00%
Financial asistance 9% 40,00%
.. . . 30,00%
Joint identification of breaches F25%" °
20,00%
Rewards 3% 10,00%
Training staff EN38%Y 0,00%
Yes, for all Yes, for some No
0%  10% 20% 30% 40% 50%  60% suppliers suppliers
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e Buyers: Impact of purchasing practices on working conditions

80%

70%

60%

50%

40%

30%

20%

10%

0%

Buyers: Do you believe that your company's
purchasing practices influence wages and
other working conditions ?

73,53%

0,
11,76% 14,71%

Yes, toagreat Yes,tosome No,thereisno
extent extent correlation

Buyers: Do you believe that your company's
purchasing practices are also influencing the
payment of a living wage/fair wage?

No, | believe that the payment of
a living/fair wage is not linked to
our purchasing practices

33,33%

Yes, because buyers determine
prices that set suppliers' margin
and suppliers' ability to pay
higher wages

66,67%

0% 10% 20% 30% 40% 50% 60% 70% 80%
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Il Progress reported by the buyers

Buyers: In what of the following specific areas of purchasing practices do you believe your
company has done most progress?

90,00%

83,33%
80,00%
70,00%
60,00% )

53,70% 51,85%
50,00%
40,00%
° 35,19% 33,33%
30,00%
20,00%
10,00% 7,41%
oo ]
Clauses in contracts with Technical specifications Lead times for delivering Prices of products Contribution to decent  Other. Please, specify
suppliers about products to be the products working conditions for
requested workers in its supply

chain
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Bl Buyers: Market power, prices & unbalanced relationship

50,00%
45,00%
40,00%
35,00%
30,00%
25,00%
20,00%
15,00%
10,00%

5,00%

0,00%

Buyers: How would you rate the

bargaining position of your company on

average?
45,00%
32,50%
10,00%
] 50%
l 5,00%
Weak Relatively  Average  Relatively Strong
weak strong

45,00%

40,00%

35,00%

30,00%

25,00%

20,00%

15,00%

10,00%

5,00%

0,00%

Buyers: How easy would it be to substitute
one of your company's suppliers if its

prices became too high?

42,50%

30,00%

Difficult

Relatively Average Relatively Easy
difficult easy
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Bl Cose studies: Results from 31 suppliers in Bangladesh, China, India,
Turkey and South Africa

Management Survey
* Purchasing practices and factory-level characteristics (e.g. sector, size, bargaining
position)

Employee Survey
* Working conditions (e.g. wages, working time, OSH) and individual-level
characteristics (e.g. sex, education level, experience)

Employer-employee matched database creates unique opportunity to analyse:
1. Working conditions at the worker level;
2. Purchasing practices between the supplier and its buyers; and
3. The relationship between 1. and 2.
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Il Employee Survey results: Basic needs and wages

“Are wages enough to cover Basic needs covered by
family expenses?” workers’ wages
* Over half (56%) of oo 97%
workers reported their No, far below [ 21% oo »
wages are insufficient jgj i 70
to meet basic needs of No, SENT) o 3504 % oo
. elow 5 0
themselves and their 0% 4% B 40%
ofe 40%
meIIIES Yes, just enough [N 40% 30% 4% 4%
20%
Yes, more than 10%
enough I 4% 0%
¥
0 0 0 0 <<° ’00 Cb \‘\0 \‘5\ @ Q
OA) ZOA) 40A) 60/) @ob%efb\{?%b\}o (}0 C(\§b (’b\ﬁ\ '\{bc,
& X &
v “
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Il Management Survey results: Wages and purchasing practices

“Do the following purchasing “Do the following purchasing
practices make it difficult to pay practices lead to lower
wages on time?” wages?”

Inaccurate

teFr.mlc.aI - 1% Insufficient lead times - 4%
specifications

Insufficient lead i
_ 8% Inaccurate technical
imes R Il -

specifications

Selling production :
8% Low order forecasting
pelowcost N &% -~

accuracy
Low order
forecasting | " Selling production . R 17
accuracy below cost
0% e M 1% 0% 5%  10%  15%  20%
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(wage equation) Eucstion=primary |
oucation=seconday i

Education= tertiary

Female

Tenure

Fi : -8.31e-06*

Collective bargaining

Position= line leader/ supervisor

Years with client= more than three years
Number of buyers

Prices offered by buyers below production cost
Inaccurate technical specifications

Orders with insufficient lead times

Poor planning and forecasting
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Il Summary of the impact of purchasing practices on wages

% Change in monthly

wage

Note:
We include control variables at the individual, firm,
sectoral and country levels
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Il \What implications for the business model?

e Our Global Survey results have shown that the problem of low wages, excessive overtime hours and poor working
conditions is not only domestic but that root causes are to be found at the core of global supply chains,

* In the relationship and terms of contracts between buyers and suppliers, with an unbalanced relationship
* Something that is also confirmed by the buyers
* The buyers also acknowledge their impact on working conditions

* Progress achieved seems to focus so far on codes of conducts, action at supplier level, and some changes in
contracts without however reforming two core purchasing areas that are illustrative of the current business model
(especially of fast-fashion): Lead times and pricing

e Also poorly inclined to decentralize R&D

* While both suppliers and buyers have a responsibility, the whole functioning of the global supply chain is leading
to poor wages and working conditions notably through outsourcing

* Need clearly to reform all these purchasing practices and to modify the different steps and internal mechanisms
within the global supply chains.
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