NYUYSTE

CENTER FOR BUSINESS AND HUMAN RIGHTS

Written Submission to the U.S. Senate Committee on Foreign Relations Hearing:
“Prospects for Democratic Reconciliation and Workers’ Rights in Bangladesh”

Center for Business and Human Rights
New York University Stern School of Business

February 11, 2014

More than 1,800 people have died in Bangladeshi factories in the last 24 months, victims of tragic
factory fires and a building collapse that ranks as one of the largest industrial accidents in modern
history. In the context of an acute lack of government oversight, poor infrastructure, and loose sourcing
relationships, the risk of further deadly industrial accidents remains high unless serious reform is
undertaken to address these chronic problems. We commend the Committee on Foreign Relations for
convening this timely and important hearing to examine the role of the U.S. Government and American
and European brands in enhancing workplace safety and workers’ rights in the supply chain.

American consumers and companies have played an important role in the growth of the garment
industry in Bangladesh. Employers in the garment sector that supply American brands and retailers have
created millions of jobs that provide a path out of extreme poverty for many young Bangladeshis,
especially rural women. Apparel now represents 80% of the country’s export economy.

But the work environment in the garment industry in Bangladesh is dire. Industrial accidents happen at
an alarming rate, demonstrating a deep breakdown in the way the supply chain operates. Fundamental
reform is needed in three key areas: the sourcing strategies of global brands and retailers, oversight of
the garment sector by the government of Bangladesh, and investments in development to address
infrastructure failings that contribute to the cycle of factory disasters.

The Committee’s hearing examines efforts to address shortcomings in workplace safety and respect for
workers’ rights in Bangladesh by the U.S. Government and two separate private initiatives on the part of
multinational brands. Over the last year, the Center for Business and Human Rights at New York
University Stern School of Business has studied these efforts, including through two research missions to
Bangladesh and a meeting convened at NYU Stern that brought together major players in the garment
sector. Our conclusion is that reforms proposed to improve working conditions in the last year are not
sufficient to bring about fundamental change in the supply chain. There is an urgent need to identify and
address underlying causes of industrial accidents and to chart a practical and achievable way forward for
the garment sector in Bangladesh.

Context

The premise of globalization and global supply chains is that they benefit people in developed and
developing countries. Consumers in the United States and other developed countries have wide access
to affordable products, while workers in places like Bangladesh are lifted out of extreme poverty and
their countries become more prosperous and stable partners. The tragedies that have unfolded in
Bangladesh in the last year are a stark illustration that deep reform is needed to make this equation add

up.



Bangladesh is by no means the only country that has capitalized on a large labor force and low
production costs to build an export economy centered on apparel exports. China, Vietnam, Indonesia,
Honduras, Cambodia, Mexico, and India all have followed similar strategies. But Bangladesh is unusual in
its production volumes (it follows only China and Vietnam in U.S. apparel imports) and the outsized role
garments play in its export economy, coupled with the country’s exceptionally weak governance.

Bangladesh ranks at or near the bottom among the 97 countries measured in the World Justice Project’s
annual Rule of Law Index, across all measures of good governance. It ranks 97th in civil justice, 90th in
regulatory enforcement, and 89th in absence of corruption. In these areas, it joins Liberia, Cameroon,
Cambodia, Sierra Leone, Venezuela, Zimbabwe, Ethiopia, and Pakistan. In short, the government lacks
the political will, technical capacity, and resources necessary to protect the basic rights of its own
workers.

Initial steps toward deeper reform

Some important steps have been taken in the last year that begin to lay the groundwork for deeper
reform. In June 2013, the Obama administration suspended Bangladesh’s participation in the
Generalized System of Preferences (GSP) program, which gives preferential trade status to least
developed countries. While the GSP program does not include apparel exports from Bangladesh, it sent
an important signal that the United States considers a lack of respect for worker safety and workers’
rights to be a serious diplomatic issue. As Senator Levin and Congressman Miller said at the time, “this
decision sends a strong message that Bangladesh must take serious and concrete action to improve the
situation on the ground.”

The government of Bangladesh complained bitterly about the decision, despite the fact that it affects
only 1% of Bangladesh’s exports to the United States. In their statement, Senator Levin and
Congressman Miller also expressed an expectation that the “decision will be viewed with interest by
others considering similar action, such as the European Union.” The European Union’s GSP program
includes garments for Bangladesh; suspension would represent a serious economic blow, though the EU
has not indicated whether it will consider such a move.

Second, two important private initiatives have been formed around the issue of fire and building safety,
each bringing together separate groups of global apparel brands and retailers, the Accord on Fire and
Building Safety (“Accord”) and the Alliance for Bangladesh Worker Safety (“Alliance”). Both aim to
improve factory safety through three-part programs that include factory inspections, worker trainings,
and the provision of resources to make factory improvements over a five-year period.

Considerable attention and energy has been devoted to parsing differences between these two
initiatives, including in the context of this Committee’s hearing. One important difference is the
participation of global and local unions in the Accord. The Accord also imposes stricter requirements for
global retailers in providing mandatory funding for remediation, whereas the Alliance makes
contributions for remediation voluntary. But our analysis of the Accord and the Alliance (Appendix 1)
concludes that the similarities outweigh the differences. Both bring together large groups of companies
operating in the same sector to conduct specific activities centered on fire and building safety in a
coordinated and accountable manner. It is a very positive development that more than 150 American
and European companies are working together on these issues and embracing common standards for
implementation, but more needs to be done.



On a parallel track, the government of Bangladesh has initiated its own “National Tripartite Plan of
Action on Fire Safety in the RMG Sector.” The plan identifies many of the issues that are relevant for
transforming the garment sector, including setting up a transparent and accountable system for
subcontracting. But the plan includes an overly ambitious timeline, and deadlines have passed for the
majority of the 21 actions steps. Especially in Bangladesh’s turbulent political and electoral climate, it
seems unlikely that there will be either sufficient political will or government resources to implement
the plan’s complex administrative and programmatic activities.

Business as usual is not an option

“Business as usual is not an option” was a common refrain in the immediate aftermath of Rana Plaza.
But since last April, little has changed in the way business operates. Professor Richard Locke, now of
Brown University, has conducted extensive research on systems to improve working conditions in the
manufacturing sector. His recent book, The Promise and Limits of Private Power: Promoting Labor
Standards in a Global Economy (Cambridge 2013), concludes that the two most important factors for
improving working conditions are long-term, trust-based business relationships between buyers and
suppliers, and a strong rule of law.

Locke also concludes that systems based on labor inspections by multinational brands that are
conducted independently of any sourcing incentives or disincentives are, on their own, largely
ineffective in achieving better working conditions. Many apparel brands initiated this kind of private
compliance model in the late 1990s, and Locke’s conclusion resonates among people who struggled to
make improvements under this model.

Since they both launched last year, it appears that the Accord and the Alliance are doubling down on the
private compliance model and are investing heavily in the same regime of inspections and remediation
plans that have constituted conventional wisdom in the apparel sector for the last 15 years. Both
initiatives are in the early stages of development and there is room for both to innovate and expand
their scope. For now, while the Accord and the Alliance should be commended for bringing together
more than 150 global companies to collectively address factory safety and for increasing accountability
to outside stakeholders, neither agreement goes far enough.

The collapse of Rana Plaza last April was the most deadly industrial accident ever to occur in the global

apparel industry. Yet it is not at all clear that the deaths of more than 1,200 workers in a single accident
have changed the underlying structure of the supply chain model that helped create the circumstances
leading to the tragedy.

Real reform requires further action

Reforming the supply chain will require significant investments in three key areas: supply chain
management, government oversight, and infrastructure development. Investing in these areas does not
mean that business — either globally or in Bangladesh — should cease to be profitable enterprises. We
believe strongly in the power of companies to create value for business and society, as they have done
in Bangladesh and around the world. But the current model is not sustainable. A supply chain that is
literally falling down is bad for workers, business, consumers, and Bangladesh’s prospects for growth in
its export economy.



1. Supply chain management

As Locke’s research has shown, the best thing global companies can do for working conditions is to
develop long-term, trust-based business relationships directly with suppliers. For most companies,
especially those that are heavily reliant on intermediaries and sourcing agents to procure their products,
this means fundamentally reexamining their sourcing strategies. Some companies, including Nike,
Adidas, H&M, and Fast Retailing (Uniglo) have started to make strides in this area by shortening their
supply chains, establishing relationships with strategic suppliers, and maintaining direct relationships
with a significant portion of their supplier networks.

We are concerned by repeated reports of American and European companies expressing surprise that
their products were found to have been made in an “unauthorized” facility, often with acutely
substandard conditions and even child labor. It is not credible for major brands to claim ignorance of
where their products are being made. The answer to this problem is not yet another supplier code of
conduct or inspections on top of inspections, but investments in better supply chain management.

There is something wrong with the way the supply chain is managed if the only way to meet demands
for price, quantity, and delivery time is to split up orders among an opaque network of suppliers, some
of whom operate substandard facilities. This is what many in the garment sector describe as an open
secret — the dependence on a system of authorized and unauthorized subcontracting in which workers
ultimately pay the price.

Companies are quick to point out that they have policies against unauthorized subcontracting, and many
supplier relationships have been cut in recent months over allegations of improper subcontracting.
What is needed now is better data about the nature of subcontracting and an open conversation about
how to meet the pressures suppliers face in a more sustainable way, for workers and for business.

The Center for Business and Human Rights at NYU Stern is urging a more open conversation about the
nature of business relationships in the supply chain and their effect on working conditions and respect
for workers'’ rights. This spring, we will publish a detailed report on the situation in Bangladesh and will
convene a second meeting in Dhaka that will bring together buyers, suppliers, worker organizations,
governments, and international organizations.

Reexamining sourcing strategies will not be easy. Doing so is likely to have far reaching implications well
beyond Bangladesh, and it may increase costs for brands and consumers. But failing to look at the
connection between business practices and working conditions will only perpetuate the tragedies of
Rana Plaza, Tazreen, and countless other factories.

2. Government oversight

Primary responsibility for protecting the rights of Bangladeshi workers rests firmly with the Government
of Bangladesh. Since its inception in the 1980s, an almost total lack of oversight has characterized the
readymade garment sector in Bangladesh. In the heyday of the Multifibre Arrangement (MFA), Korean
factory owners facing limits on export quotas turned to Bangladesh as a place ripe for development in
apparel exports. With few regulations and no building code in place until 1993, apparel factories were
allowed to spring up almost anywhere in and around Dhaka —in back yards, above auto body shops, in
shopping centers, and tenement buildings.



The legacy of this system is well known. With increasing demand for high production volumes, floors
have been added illegally to existing buildings to accommodate yet more factory space. Historically, the
few factory inspectors employed by the government were paid so little that corruption was inevitable.
And the government has devolved important regulatory functions, including issuance of import and
export permits and maintenance of the database of factories, to the leading trade association, the
Bangladesh Garment Manufacturers and Exporters Association (BGMEA).

It is critically important that the government assumes much more significant oversight duties in the
garment sector and devotes the resources and personnel to make its oversight effective. Unfortunately,
the government remains incredibly weak, especially in the midst of electoral turbulence and ongoing
political unrest.

The international community rallied around the launch of Better Work Bangladesh last fall, with donor
governments in the Netherlands, Norway, Switzerland, the United States, and the UK providing
significant funding to underwrite the program. The Better Work program, now operating in eight
countries, was initially developed in Cambodia with the aim of preventing exporting countries from
exploiting low labor standards to attain competitive advantage in the global marketplace. The program
also is intended to shift the burden of labor inspections in exporting countries from private actors —
brands, retailers, and third-party auditors — to the public sector.

But Better Work’s own assessment of its progress to date indicates that it has struggled to sustainably
devolve enforcement of labor standards to the government or to enhance respect for ILO core labor
standards in the most challenging areas. The Thirtieth Synthesis Report issued by the flagship Better
Factories Cambodia program noted that child labor, discrimination, and freedom of association
violations persisted, even after 12 years of auditing under the program.

Despite these challenges, Better Work Bangladesh is certainly worth investment by the international
community. But it should not become a substitute for government oversight. Foreign governments
should keep up diplomatic pressure on the government of Bangladesh, as the United States has done
around GSP suspension, to continue to press for greater investment in oversight functions.

The BGMEA, too, should work with the government to gradually stop serving in its current pseudo-
regulatory role. The BGMEA is a powerful political and economic entity in Bangladesh. This is a moment
for it to lead to ensure the sustainability of what has been the country’s most profitable export industry.
This means leading its membership to accept changes that will likely impose additional responsibilities
on its members — increased regulations, greater public oversight, and strategies to relocate and even
close some factories. These are the areas that are most critical for long-term sustainability of the
garment sector, and they cannot be negotiated by outsiders.

The failure of the government to regulate the labor market is also evident in the lack of adequate
judicial remedy for victims of industrial accidents. Documentation by the Bangladesh Legal Aid and
Services Trust (BLAST) and the Bangladesh Institute for Labor Studies illustrates a pattern of inadequate
remedy and compensation for victims, which adds to the burden of families who have already suffered
greatly and further erodes trust in the garment sector.



3. Infrastructure development

A third critical area for lasting change in workplace safety is infrastructure development. Bangladesh
lacks important infrastructure in industrial production facilities and electricity, among other areas. A lack
of purpose-built production facilities and insufficient electricity delivery are major contributing factors
to fire and building safety risks.

Bangladesh’s infrastructure is one of the most underdeveloped in the world. The 2013-2014 Global
Competitiveness Report by the World Economic Forum (WEF) ranks Bangladesh’s infrastructure 132nd
out of 148 countries under review. The World Bank, IFC, and foreign government donors have made
attempts over the years to invest in infrastructure. Their efforts have been stymied by endemic
corruption and an entrenched unwillingness on the part of the government to investigate and prosecute
corruption.

Here, too, the BGMEA has a leadership role to play in helping to develop new industrial parks where
garment factories can relocate. It is notable that the export processing zones, which were purpose built
for large-scale industrial production, have not been plagued by fires and building collapses. There are
other concerns regarding the zones, most importantly around a lack of respect for freedom of
association, but on the issues of fire and building safety, they provide a lesson for the broader garment
sector. The government, the BGMEA, and foreign donors should redouble efforts to speed the creation
of more industrial parks.

A second major issue is the quality of the electrical supply. Again, Bangladesh ranks near the bottom
among the 148 countries included in the WEF survey, at 133rd. The country is unable to meet the rising
demand for electricity from increasing industrialization. From 2000 to 2012, electricity consumption
increased by an annual average of 12 percent, with little increase in production.

Power shortages and power black outs occur frequently in the garment sector, causing factory owners
to turn to generators. As was well documented in the Rana Plaza collapse, the combination of heavy
generators resting on unstable foundations can have tragic results. Moreover, generators consume
more than 300 million liters of diesel and furnace oil a year, which adds significantly to production costs.
And when power outages cause manufacturing delays, factory owners assume the high cost of
airfreight. Some of the larger and better-resourced factory complexes have even built their own private
power plants, which help those few factories that can afford them, but do little to address sector-wide
shortcomings.

At present, most foreign development funding is focused on investments in Better Work Bangladesh,
worker empowerment and skill development programs, food security, and combatting human
trafficking. But in the absence of major infrastructure overhaul in a few key areas, development
programming in the garment sector will have an insufficient effect. Workers empowered to work in
crumbling buildings still face grave risks. Investing in the kind of major infrastructure development
Bangladesh needs has proven to be a frustrating and often fruitless task because of corruption. It is up
to the government and local industry to make the case that Bangladesh is a sound investment.



Conclusion

The Center for Business and Human Rights at NYU Stern is hardly the first to assert that the way to
increase respect for workers’ rights in Bangladesh is better government oversight and investments in
infrastructure development. Many people also acknowledge privately that loose business relationships,
a lack of incentives for better labor practices, and the priority placed on negotiating the absolute lowest
cost of production are what really drive poor working conditions.

But it is also common to hear that these issues are too difficult to take on or that “we have to start
somewhere,” with the same kind of inspection and remediation programs that have constituted CSR in
the apparel industry since the mid-1990s. The priorities outlined above are ambitious because this is a
moment for bold action. Media coverage of workplace safety in the global supply chain has not been
this high in recent memory. Consumers are hungry for information and assurance that the products they
buy meet basic standards of workers’ rights. The Administration is using its leverage through trade
policy to encourage reform on labor rights. And Congress is paying attention, as demonstrated by this
important hearing.

Enhancing the dignity of work and the sustainability of the garment sector in Bangladesh will require
more than foreign solutions. The government of Bangladesh and local industry must lead a transition to
a better managed and better regulated garment sector that remains competitive over the long term.
The first 20 years of the garment industry have helped lift millions out of extreme poverty in
Bangladesh. We believe strongly that business also can be a force to ensure that the next two decades
are brighter for Bangladesh’s workers. We stand ready to work with local and global businesses,
policymakers, workers’ organizations, and other experts to chart a sustainable future course.

The Center for Business and Human Rights at NYU Stern School of Business was founded in March 2013.
Its mission is to challenge and empower businesses to make practical progress on human rights issues in
their own operations. It is the first center to focus on human rights as an integral part of a business
school. Michael Posner and Sarah Labowitz co-founded and are co-directors of the Center. Ms. Labowitz
is currently on a research mission to Bangladesh.
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Appendix 1: Analysis of the Accord and the Alliance
Center for Business and Human Rights
New York University Stern School of Business

The following analysis compares the Accord and the Alliance across five dimensions: participation,
decision-making and governance, commitments, program and approach, and fees and funding. It is
intended as a snapshot of the two initiatives at an early stage of their development, not as an exhaustive
comparison. The Center’s conclusion, discussed in its written submission to the February 11, 2014
Senate Committee on Foreign Relations hearing on Bangladesh, is that while the participation of unions
in the Accord represents an important distinction, the similarities between the two initiatives outweigh
the differences.

Participation

Both the Accord and the Alliance are comprised primarily of multinational corporations from North
America and Europe. Significantly, the Accord includes 10 unions as signatories, including six unions
from Bangladesh. In this respect, it reflects the European industrial relations context, which have been
characterized by political involvement through labor parties, worker participation in company decision-
making, and relatively high levels of union membership.

Accord Alliance
Brands and 139 multinational companies. The 26 multinational companies. All are
retailers majority of participants are based in North American companies,
Europe; a smaller group is from the representing 90% of readymade
Americas. Also includes Asia’s largest garment exports to the United States
retailer. from Bangladesh.
Worker 10 union signatories, including six None
organizations or unions from Bangladesh
unions
Other Four international labor rights NGOs are | “Supporting associations” include
participants, “witness signatories.” several North American trade
observers, or associations and the NGO BRAC. Li &
advisors Fung serves in an advisory capacity.

Decision-making and governance

Both initiatives are led by small governing boards with a neutral chair. Membership in the Accord’s
steering committee is split between retailers and unions. The Alliance’s board is split between retailers
and outside experts. Both have some international staff, as well as offices and staff in Dhaka.



Accord

Alliance

Decision-making
body

The steering committee is comprised of
3 representatives selected by trade
union participants and 3 representatives
selected by retailer participants. The ILO
selects a neutral chair.

The board of directors includes 4 brand
representatives, 4 outside experts, and
an elected chair.

Staff

Led by an Executive Director for
International Operations and an
Executive Director for Bangladesh
Operations, with an office and staff in
Dhaka.

Led by a President and CEO in
Washington, DC, with an office and staff
in Dhaka.

Commitments

Each initiative is envisioned to last for five years, through 2018. The Alliance requires that members
participate for two years; the Accord requires five years, with some requirements for maintaining order
volumes for the first two years. If a member company leaves the Alliance, the member pays a financial
penalty. If an Accord member is subject to a dispute, the issue is referred to the Steering Committee,
whose decision either party can appeal to binding arbitration. It is not clear that the penalties associated
with dispute resolution are significantly different from the more straightforward financial penalties
contained in the Alliance.

Accord

Alliance

Overall program
commitment

5 years (2013 — 2018)

5 years (2013 — 2018)

Individual
participant
commitments

5 years of participation in the
initiative. Member companies
commit to maintaining order
volumes for two years with Tier

1 and 2 suppliers as long as such
business is commercially viable and
the factory meets the member
company’s requirements.

Minimum commitment of 2 years
participation in the initiative.

Penalties

Disputes between parties

are referred to the Steering
Committee, whose decisions can be
appealed to a binding arbitration
process.

Financial penalties assessed if a member
leaves the initiative before the 2-year
mark; lesser financial penalties if a
member leaves after the 2-year mark.
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Program and approach

In total, the two initiatives encompass approximately 2,400 factories out of the approximately 5,000 —
6,000 factories in Bangladesh. The two initiatives offer similar programs, focused on factory safety and
building inspections, worker training and empowerment, and making funds available for factory
remediation. All program activities in both initiatives focus on building and fire safety and do not
address broader issues of labor rights, freedom of association, or business relationships in the supply

chain.

Accord

Alliance

Core program
elements

Safety inspections, remediation, fire
and building safety training,
member-sponsored funding for
factory improvements.

Safety inspections, safety and
empowerment training, voluntary loans for
factory improvements.

Factories covered

All suppliers producing products for
signatory companies; approximately
1700 suppliers across three tiers.

100% of factories in the members’
respective supply chains; approximately
700 factories.

Fees and funding

In both initiatives, corporate participants make an annual contribution based on dollar volume of
exports to cover the inspection and training programs and operational expenses. The initiatives differ in
the degree to which companies are required to cover the costs of remediation. In the Accord, it is
mandatory for each member company to make sufficient funds available to pay for structural repairs
and renovations, while in the Alliance such funding is made available through voluntary loans.

Accord

Alliance

Participant fees
to support core
programming

and operations

Company signatories make a maximum
annual contribution of $500,000
relative to volume of sourcing from
Bangladesh. Fees cover programmatic
and operational expenses.

Members contribute up to $1,000,000 per
year to a Worker Safety Fund. Fees are
based on dollar volume of exports in the
previous year. Fees underwrite
programmatic and operational expenses.

Additional costs

Each member company is responsible

Individual members may make financing

to support for ensuring sufficient funds are available to suppliers in their individual

factory-level available to pay for structural repairs or | supply chains to help finance factory

remediation renovations in factories where repairs and improvements on a voluntary
remediation is required. basis. Terms are set by the individual

member company.

Support for Each company is responsible for 10% of fees from members’ annual dues

displaced covering the cost of displaced workers | are reserved to support temporarily

workers in its supplier factories. displaced workers.
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