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Executive Summary

The World Bank Group has commissioned
research on ways in which governments of
developing countries can create more effective
enabling environments for corporate social respon-
sibility in global supply chains.

This paper outlines practical recommendations on
how the public sector in these countries can develop
both policy and practical initiatives to promote the
social and environmental performance of local sup-
pliers that are part of global supply chains, while
also enhancing competitiveness.

A CONTEXT

We present this paper in the context of an environ-
ment that is simultaneously static and dynamic. On
the one hand there is increasing recognition that the
current system for achieving, primarily through
the mechanism of private codes of conduct and
worksite monitoring, good labor and environmen-
tal practices in global supply chains is not working.
It is not sustainable, nor does it maximize progress.
On the other hand, there are still barriers to be over-
come for this recognition to be turned into action for
change.

The dynamism in the debate is borne of several fac-
tors, many of which are unrelated, and which
together present the opportunity to develop more

and more systematic  change than has been possi-

ble in recent years. These change factors include the
following:

¥ The phase-out of apparel quotas, which threaten
to bring about fundamental changes in the geog-
raphy of the apparel industry;

¥ Fatigue by both buyers and suppliers with current
approaches, and a sense that progress available
through these approaches has peaked:;

¥ A sense that the atomized models reflected
in individual company codes, and competing
multistakeholder initiatives cannot continue
indefinitely without losing opportunities for
improvement;

¥ Initial signs that both the political will and under-
lying architecture of collaboration are emerging,
reflected in a series of collaborations between
parties that did not even communicate effectively
five years ago;

¥ A greater willingness on the part of national gov-
ernments, international institutions, and bilateral
donors to engage with these issues, and a will-
ingness on the part of other actors to engage with
the public sector in developing countries; and

¥ A growing sophistication in the understanding of
the policy, market, and social drivers for the
debate.
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Itis also important to acknowledge the static nature
of the elements of this debate. The factors that con-
tinue to hinder progress include the following:

¥ Highly politicized debates in exporting countries,
in which labor and management in particular
often seek conflict first, and conciliation second,;

¥ Lack of resources, especially on the part of
exporting-country governments, which do not
view export sector workplaces as the highest pri-
ority for social and environmental interventions;

¥ Continuing cynicism on the part of suppliers,
who do not believe that investments in better
social and environmental conditions will bring
improved economic performance or greater
access to markets;

¥ Concerns that China s presence in the global
market risks rendering noncompetitive efforts in
other countries to secure social and environmen-
tal improvements;

¥ Ongoing holes in the system, owing to very
patchy enforcement by governments and uneven
enforcement by companies seeking to ensure
good practices by their suppliers; and

¥ Lack of internationally accepted principles on
environmental matters, as is the case with Inter-
national Labour Organisation (ILO) core labor
standards.

The authors of this report believe that now is the
time to capitalize on some of the emerging oppor-
tunities, and that some of the barriers can be over-
come by catalyzing greater action by governments,
which have a pivotal role to play.

Indeed, this report takes as an underlying premise
the notion that codes of conduct to a large extent
emerged as a corporate policy solution (though often
triggered by public criticism) to a public governance
failure. In addition, the current code of conduct tra-
jectory, which emphasizes individual solutions, has
exhausted its potential for further progress, in no
small part because it does not acknowledge the
important role governments play in creating the
enabling environment for the achievement of good
labor and environmental standards.

Accordingly, although codes of conduct are a force
for positive change in terms of labor and environ-
mental performance, current approaches are far

likelier to bring sustainable improvements when
implemented within a comprehensive, public sec-
tor—governed framework.

Governments have good reasons to invest in devel-
oping such frameworks. First, such efforts are likely
to deliver economic and social spin-offs that con-
tribute positively to national competitiveness. Sec-
ond, these frameworks provide a level playing field
for enterprises active in the country. Third, they
insert into the debate over supply chains an opportu-
nity for governments to have greater influence over
outcomes than they have to date, as solutions have
often been presented from outside these economies.

Thus, this report presents recommendations that
identify ways in which the public sector can mobi-
lize not only its own resources, but also the
resources, skills, and capacities of different actors in
areas such as capacity building, training of workers,
collaboration with other actors, and the strengthen-
ing and diversification of inspection systems.

This report proceeds on the assumption that contin-
ued and enhanced efforts on the part of business,
both by multinational buyers and local suppliers are
essential, and should in no way be seen as letting
such actors off the hook. Furthermore, it proceeds
on the assumption that one essential role for gov-
ernment is to create enabling environments that
envision strong contributions from civil society
(nongovernmental organizations (NGOs) and trade
unions in their respective roles), and also from
workers and communities. Such collaborative
efforts are at the heart of the approach outlined here.

In fact, the importance of all these actors underlines
the need for government efforts since it is only gov-
ernment that can create or ensure an environment in
which the main pillars of an enabling environ-
ment drivers, capacity, and tools point each of
these actors in a common direction.

Our recommendations arise from six months of
work involving desk research; outreach to numer-
ous government officials; and contacts with buyers
in the apparel and agriculture sectors, NGOs and
trade unions in the United States and the European
Union, similar organizations in exporting countries,
and donor agencies, both bilateral and multilateral.

1 A full report of the parties with whom we consulted is in
appendix C.
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We considered and analyzed the results of these
consultations and the information generated by
other means.

We would note that the level of experimentation on
the part of exporting-country governments remains
relatively low in quantity and quality, and thus
some of the proposals made in this report are based
less on extensive, practical experiences and more
on analytical perceptions of what may work well in
different settings. Moreover, consultations have
shown that while there is an increasing sense among
various parties to the debate that governments
should be engaged more energetically, some actors
still find it hard to appreciate the need for a new tra-
jectory that does not center on the performance of
the private sector alone. There also remains consid-
erable skepticism about the degree to which export-
ing-country governments are genuinely prepared to
compete on the basis of better social and environ-
mental performance.

In short, many seasoned observers continue to see
government as the problem rather than the solution.
We proceed on the assumption that this is not an
immutable situation, and that it must be faced
directly for progress to be made. We address some
of these points below.

B SUMMARY OF RECOMMENDATIONS

The achievement of good, sustainable labor and
environmental workplace practices in global supply
chains requires a supportive enabling environment.
The public sector has a key role as a principal over-
seer of the enabling environment.

Developing-country governments are likely to be
successful in improving social and environmental
standards if they develop coherent strategies that
address all the critical elements of the enabling
framework: transparent and efficient legal and mar-
ket-based drivers, robust capacities, and useful
tools and skills.

In our view, developing-country governments
should develop approaches that seek to mobilize the
skills, resources and capacities of multiple stake-
holders including suppliers, buyers, and civil soci-
ety, and engage them in collaborative efforts
focused on particular industries or particular agri-
cultural commodities. Such initiatives should fea-

ture collaborative governance, common standards
based on local laws and consistent with interna-
tionally agreed principles, and financial sustain-
ability.

As noted in the report, we believe that collabora-
tive, industry-focused and multistakeholder initia-
tives such as those currently being developed or
implemented in the Central American garment
industry, the South African wine industry, the
Kenyan horticulture industry, and the Cambodian
garment industry hold the greatest potential for
improving labor and environmental standards in
global supply chains.

In developing countries, the public sector can con-
tribute to the development of these collaborative,
industry-focused initiatives by endorsing or sup-
porting other stakeholders efforts; facilitating the
creation of these frameworks through its convening
power; or establishing legal frameworks.

Our recommendations for public sector interven-
tions fall into four main categories: standards,
including refinement and enforcement; capacity
building; incentives; and worker empowerment.
These are elaborated below.

While the individual proposals falling within these
four categories have merit on their own, we suggest
that, whenever possible, actions in each of these
four categories be implemented through collabora-
tive frameworks that are designed in as compre-
hensive a manner as possible.

The recommendations we make in the paper are
included here:

¥ We recommend that national governments work
to ensure that their labor and environmental laws
are consistent with internationally agreed princi-
ples, as this enables the achievement of good
labor and environmental standards. In the field of
labor standards, we propose that national gov-
ernments, as appropriate, benefit from the advi-
sory services of the ILO, which is well suited to
carry out such consistency reviews. Inthe area
of environmental standards, we propose that
national governments, as appropriate, seek the
advice of organizations such as the World Bank
Group, the United Nations Environment Pro-
gramme (UNEP), and the United Nations Devel-
opment Programme (UNDP).



This report provides recommendations on the
kinds of public policy interventions required to cre-
ate an enabling environment to achieve good labor
and environmental conditions in global supply
chains. It has been prepared in accordance with the
Terms of Reference dated April 21, 2004.

This report confirms that new approaches are
needed to ensure that codes of conduct contribute
more efficiently to the wider enjoyment of labor
rights and greater environmental protection.

There is, however, first and foremost a need to
depart from the trajectory that has guided the
codes-of-conduct debate to date. We believe that
there has been an imbalance in favor of the view of
the debate as one centered solely on private mis-
deeds, instead of looking also at the public gover-
nance aspects. The debate has been framed mainly
as a corporate governance challenge with the pub-
lic sector as a subordinate element, instead of the
more constructive view of the question as a public
policy governance challenge with the private sec-
tor as an integral part of the overall puzzle.

Although more and more key stakeholders in the
debate are recognizing that the current approach
has exhausted its potential, many are still finding it
difficult to embrace approaches that depart from
the old trajectory. This is witnessed in a number of
recent reports on the subject that, while professing
a comprehensive approach to the problem, devote
only limited space to the role of the public sector in
developing countries. While it is of course essen-
tial to attend to the private sector s actions both in
identifying problems and solutions, this over-
reliance on the private sector has substantial limits.

This suggests that there are still important barriers
of perception that need to be overcome if the Bank
is to further advance its agenda. Nonetheless, we

1. Introduction

believe that the work of the World Bank Group s
CSR Practice comes at a time that could well prove
critical to devising credible, effective, and sustain-
able solutions to the challenge of integrating more
fully social and environmental practices into global
supply chains.

We also believe that the World Bank Group is ide-
ally positioned to link economic progress with
social and environmental concerns, and to engage
the party that has been most conspicuously absent
from the debate: the governments of exporting
countries. Although this is an area that would ben-
efit from further research, anecdotal and analytical
evidence suggests that promotion of labor and
environmental standards can be seen as contribut-
ing positively to the Bank s overall strategy of
poverty reduction.

The report seeks to bring to the attention of the
World Bank Group the kind of analytical consider-
ations, practical examples, and policy recommen-
dations that will help the World Bank Group to
offer successful advice to the governments of
developing countries on how to improve their com-
petitiveness on the basis of good labor and envi-
ronmental performance.

THE BASIS OF THE REPORT

While the report builds on much of the empirical
and analytical work commissioned by the World
Bank Group CSR Practice® as well as the work of
others, at the core of the report are the practical
experiences of governments in developing and

3 Notably Fox, Ward, and Howard (2002); J¢;rgensen and oth-
ers (2003); Smith and Feldman (2003)[not found]; Berman,
Webb, and others (2003); and Ward (2004).



1 Public Sector Support for the Implementation of Corporate Social Responsibility (CSR) in Global Supply Chains
0 pp p p p y (CSR) pply

developed countries as well as consultations under-
taken with more than 80 representatives of the pub-
lic sector, international institutions, buyers, and
civil society. The organizations consulted for the
report are listed in annex B, and 18 cases are pre-
sented in annex C.

These cases present a diverse mix of experiences in
several developing and developed countries.
Nonetheless, it is noteworthy that the majority of
them represent practical experiences of a relatively
recent and thus limited nature, some only in their
initial, formative stages. We believe this is reflec-
tive of the level of experimentation to date, and we
therefore caution readers to consider that the con-
clusions are often drawn from single or recent
experiences or projects.

In addition to the work undertaken for the purposes
of this study, the report has benefited from consul-
tations and work funded by the Swedish Ministry
of Foreign Affairs and the Swedish International
Development Agency on the role of bilateral
donors in promoting better labor and environmen-
tal standards in global supply chains. This work
also has resulted in a public report released in the
autumn of 2004. We would note that that report
builds on the present report as well as the research
undertaken.

STRUCTURE OF THE REPORT
The report is divided into five sections.

The current, first section provides a number of
observations with regard to definitions, scope of
work, and methodology.

In the second section, we explore the reasons why
the public sector in developing countries in the first
place should be concerned with labor and environ-
mental standards in global supply chains. In many
respects, we believe that addressing the why may
be as critical to the success of the Bank s efforts as
the how, the latter being the focus of the report.

The World Bank Group s efforts to assist govern-
ments of developing countries achieve higher labor
and environmental standards consistent with eco-
nomic development should be based on an overall
framework. This framework is developed in the
third section of the report.

The fourth section is the body of the report. The
recommendations in the section fall into four main
categories, each of which contains specific propos-
als. Our report, therefore, does not follow the tra-
ditional pattern by which recommendations are
preceded by a comprehensive analysis. Rather, we
have opted for an approach where the analysis
forms part of the recommendations.

Annex A lists the literature cited in the report.
Annex B lists all the organizations we consulted in
gathering evidence for this report.* Annex C con-
tains a full description, presented using a common
template, of the 18 practical examples cited in the
report. Throughout the text, references are made to
these examples, and readers are encouraged to
familiarize themselves with them. The examples
are not an exhaustive list of useful initiatives, but
instead outline some of the more thought-provok-
ing models, which can be applied or adapted in
other circumstances.

1.1 SCOPE OF WORK, DEFINITIONS, AND
METHODOLOGY

In this initial section, we seek to provide a founda-
tion for the report by defining key terms and
describing the methodology used to create this
document.

1.1.1 Definitions

The following reflects the authors definitions of
key terms used throughout the paper.

CSR

In the Terms of Reference to this study and else-
where, the World Bank Group uses the term CSR
in global supply chains. Throughout this report the
term or variations of the term labor and environ-
mental standards in global supply chains is used.
There are several reasons for this.

4 This report was initially conceived as an internal report for
the World Bank Group; hence consultations were undertaken
under the assumption that information would not be disclosed
to the wider public. Given that the World Bank Group has
decided to publish the report, it was agreed that the names of
the individuals consulted would not be disclosed, nor would
the report refer to individuals comments.
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First, the scope of this work is limited to addressing
labor and environmental conditions in the work-
places of suppliers in global supply chains; hence
the CSR concept is seen as too broad and potentially
misleading. On several occasions, consultation
partners for this study expressed confusion about
the use of CSR instead of the more precise term
labor and environmental standards.> We also expe-
rienced this in the first study that we undertook for
the World Bank Group.b

Second, and possibly more important, the concept of
CSR in global supply chains is problematic in that it
implicitly takes on a developed-country perspective
on the issues that are being addressed. It may be
argued that the concern of multinational corpora-
tions with labor and environmental conditions in
their global supply chains is an expression of corpo-
rate social responsibility. However, in the perspec-
tive of developing-country governments and suppli-
ers the proper implementation of codes of conduct is
first and foremost a question of compliance with
national laws and regulations noting that, in gen-
eral, on many key issues codes refer to national laws
and regulations and also a question that bears
directly on the investment climate for the country.

Third, labeling the implementation of good labor
and environmental conditions as CSR may not be
the best way to incentivize developing-country gov-
ernments or their domestic suppliers to act
since the use of CSR risks defining the agenda as a
developed-country challenge rather than as a devel-
oping-country opportunity (and obligation).

Labor Standards

Throughout this report the concept of labor stan-
dards, labor conditions, and workplace practices are
used more or less interchangeably denoting suppli-
ers workplace realities in global supply chains. As
such, we refer to, among other things, workplace
health and safety; working hours; wages and bene-
fits; terms of employment; discrimination; harass-

5 Ward (2004, p.17) notes that domestic visions of what it
means to be socially responsible may well be quite different
from those of international buyers, and continues, When
buyer-imposed CSR norms that do not address these indige-
nous dimensions of responsible business behaviour are
referred to as CSR there is a risk of confusing or even under-
mining the local agenda.

6 J¢rgensen and others (2003).

ment, abuse, and disciplinary action; forced labor;
child labor; freedom of association; and collective
bargaining.

Environmental Standards

In a similar fashion, the concepts of environmental
standards, environmental conditions, and work-
place practices are used more or less interchange-
ably. These phrases cover issues such as water use
and quality, air quality, soil quality, and waste
management.

Suppliers in Global Supply Chains

The global supply chains of major multinational
corporations are far-reaching, encompassing con-
tractors, subcontractors, agents, family estates, and
homeworkers. The nature of supply chains varies
not only according to industries but also to firms.

In the case of the garments and textile sector, we
generally use the term suppliers in global supply
chains to refer to manufacturers of finished prod-
ucts sold to foreign buyers. We have not focused
our attention specifically on the work performed by
subcontractors, homeworkers, or other entities.

In the case of the agricultural sector, the term gen-
erally refers to a broad spectrum of business enti-
ties, including large agricultural estates, large
packaging facilities, growing cooperatives, small
family agricultural estates, and other suppliers. It
is worth noting that there is substantial supplier
diversity in agriculture, owing in part to the dif-
ferent ways certain commodity markets operate.

1.1.2 Scope of Work

The scope of our work is defined by a number of
parameters.

First, much of the focus of the work done for this
report has been on the formal export sector. Thus,
the report does not explicitly address either the
conditions of the vast majority of workers in the
economies being discussed, or the workplace con-
ditions that are most in need of reform. It is note-
worthy that several consultation partners stressed
the importance of ensuring that efforts to address
labor and environmental standards in global supply
chains do not divert resources from efforts to
improve workplace practices in the informal sector

11
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where working conditions tend to be the worst.
Hence, as the World Bank Group takes these issues
further, we would hope that programmatic work
includes linkages that can be made to ensure that
progress in the formal, exporting sector contributes
to the wider realization of labor rights and envi-
ronmental protection in other parts of society.

Second, our work has focused on developing
proposals that on the one hand focus on the partic-
ular role of the public sector, and on the other,
departs from the traditional agenda pursued by gov-
ernments with respect to improving labor and envi-
ronmental standards. It is important to note that
while the public sector in principle has a wide array
of instruments at its disposal to achieve the objec-
tive of creating an enabling environment for the
realization of good labor and environmental work-
place practices, in effect this is often not the case
owing to a lack of resources, capacities, or skills
or to a lack of political and institutional consensus
and will. Thus, the premise of our work has been
that the public sector in developing countries needs
to develop new approaches that will not result in
new, demanding requirements on resources and
capacities but rather leverage the resources, capac-
ities, and skills of other stakeholders.

In generating these proposals, we have chosen not
to apply a set of quantitative criteria or measure-
ments, instead assessing options against our own
understanding of successful models undertaken to
date and options that we feel have untapped
promise. We are confident that this report refer-
ences a meaningful sampling of such examples,
and at the same time note that the level of experi-
mentation is unfortunately low and slow.

1.1.3 Research Methodology

With respect to our research methodology we
would like to make two points in addition to pro-
viding a brief outline of the research phases.

Research Phases

The first report we produced for the Bank, pub-
lished in October 2003, identified a number of pro-
posals for public sector roles in support of creating
an enabling environment.” These proposals essen-

7 See J¢rgensen and others (2003).

tially provided the platform for the research under-
taken for this report. The research unfolded in sev-
eral overlapping phases.

Initially, we sought to develop these original pro-
posals further through consultations with a range of
stakeholders including buyers, international and
northern trade unions, academics, international
organizations such as the ILO and the European
Commission, and international NGOs. These con-
sultations were guided in part by a draft discussion
paper outlining the proposals and the basic policy
framework. Input was also sought from civil soci-
ety organizations from developing countries, with
less success. In parallel with these consultations,
we undertook extensive desk research to identify
examples of good practice. Although consultations
with non—public sector representatives mainly took
place in the first phase of the research, we contin-
ued to consult these representatives throughout the
study. Similarly, desk research took place through-
out the study.

In the second phase, we revised the discussion
paper that, once approved by the World Bank
Group, formed the basis for consultations with
public sector representatives in developing coun-
tries.

In the third phase, we analyzed the information and
examples identified through consultations and desk
research, and have used these as the basis for many
of the recommendations in this report.

As noted above, the report has also benefited greatly
from consultations, in particular with bilateral donor
agencies but also additional stakeholders such as
NGOs, and other research undertaken on behalf of
the Swedish International Development Agency and
the Swedish Ministry of Foreign Affairs.

Consultations with all stakeholder groups con-
sisted of in-person interviews, telephone inter-
views and written feedback. The vast majority of
the interviews were conducted individually. More
than 80 people were consulted representing almost
an equivalent number of organizations.

Consultations with Public Sector Representatives
Consultations with public sector representatives
were considered, for evident reasons, a core of the
background work for the project. These consulta-
tions served a threefold purpose: to seek their per-
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spectives on the developed proposals, to seek their
ideas for other proposals for action, and to uncover
examples of good practice.

Representatives of the public sector were consulted
in the following developing countries: China,
India, Kenya, the Philippines, South Africa, and Sri
Lanka. Although the majority of those consulted
represented labor interests, there were also repre-
sentatives of environmental and economic sectors
of government. Those consulted were generally
representatives of top management in their respec-
tive organizations.

1.1.4 Analytical Method

Our methodological approach has essentially been
deductive, in that the proposals and the framework
for public sector roles initially developed have
guided our research and analysis.

We gathered information to identify examples of
good practice, and used the consultations to inform
and test the viability of the proposals initially
developed. During the course of the study, we
observed the difficulty in conducting an inductive
approach based on empirical observations and
quantitative analysis; however, while an inductive

research process may have been preferable in prac-
tice, this was not possible for two reasons.

First, we concluded that the policy framework and
proposals for public sector roles developed initially
were necessary to the exploratory consultations
with stakeholders, notably including public sector
representatives. Our experience underscored this
instinct, as numerous parties expressed their need
and desire to have something to respond to, in
considering the question posed in this project.

Second, and more important, the empirical evi-
dence is as yet too sparse to allow for such an
approach. There are too few examples of good
practice and most of them are too recent to allow
for policy recommendations to be shaped solely by
empirical evidence.

In sum, the majority of those consulted agreed to
the basic policy framework and the proposals ini-
tially developed, although few of those consulted
were able to reference a significant number of con-
crete examples of good practice that could provide
an empirical foundation for their own observa-
tions. The examples included in this report show
that there are practical policy initiatives being
implemented that have many of the characteristics
of what this report considers successful initiatives.






2. Government’s Role

As noted in the introduction, the debate on
codes of conduct has been framed as a dis-
cussion about the role and responsibilities of the
private sector, not least multinational corporations.
This report takes a different approach in that we
argue from the outset that the debate on codes of
conduct should also be viewed through the prism
of public governance and engagement.

In the following section we will explore further
why achieving good labor and environmental stan-
dards in global supply chains is more of a public
responsibility than has been accepted in recent
years. This is central to the present discussion in
part because the World Bank Group is more likely
to persuade developing-country governments to
attend to a public governance responsibility and
opportunity than to a perceived (northern) private
sector risk.

We also explore in greater detail why the public sec-
tor, in pursuit of its own overall development objec-
tives, should be concerned with labor and environ-
mental standards in global supply chains. The World
Bank Group would likely find it easier to get the
attention and commitment of governments to take
on new responsibilities if the Bank can convincingly
reason that benefits outweigh costs.

2.1 PUBLIC GOVERNANCE CHALLENGE

For obvious reasons stakeholders view the issue of
codes of conduct through the prism of their own
institutional perspectives; however, the adoption
and implementation of codes of conduct by multi-
national corporations is mainly viewed as a

response to stakeholders calls for more responsi-
bility in global supply chains. This firm-level anal-
ysis implicitly suggests that the risk and opportu-
nities, as well as the barriers and solutions
pertaining to improving labor and environmental
standards at the supplier level, rest primarily with
the private sector itself.

This has been the guiding paradigm during the past
10 years, resulting in the present individualized, ad
hoc system of code development, implementa-
tion, and monitoring. Most stakeholders now tend
to agree that the substantial efforts put into this sys-
tem have not maximized results, either for workers,
enterprises, or the national economies in which
supply chain operations occur. Still, most effort
going into improving the social and economic
impact of codes of conduct focuses on how this
system can be improved.®

Emphasizing individual enterprise performance
fails to address the root causes of the problem.
While this has been useful in engaging multina-
tional buyers, it has been considerably less suc-
cessful in leading to more lasting improvements.

When the public sector in developing countries
fails to manage its share of the costs and benefits of
business activities with respect to labor and envi-
ronmental standards through standard policy inter-
ventions such as standard setting, enforcement, and
capacity building, these responsibilities are trans-

8 The more recent northern industry-wide initiatives such as
the toy industry initiative or the German retail industry ini-
tiative present a welcome change to overall the development
but they too are borne out of this paradigm.
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ferred to the private sector, with critical stakehold-
ers acting as the principal intermediary.

The emergence of codes of conduct should also be
analyzed as a corporate policy solution to a public
governance failure. This is clear when one thinks of
CSR as a process of managing the costs and bene-
fits of business activities to internal and external
stakeholders . Setting the boundaries for how
those costs and benefits are managed is partly
a question of business policy and strategy and partly
a question of public governance (Ward 2004, p.3).

In our view, this suggests that codes of conduct are
unlikely to bring about required, sustainable
improvements in labor and environmental condi-
tions unless such private sector efforts are imple-
mented within a coherent public sector governed
framework that (a) addresses the principal pillars
of the enabling environment, and (b) in the long
run, returns a greater part of the responsibility of
managing the costs and benefits of business activ-
ity to the public sector in developing countries. The
present emphasis on the role of the firm restricts
the progress that can be achieved, and risks fatigue
on the part of all participants in the debate.

We must stress that we do not call for the abroga-
tion of the responsibility of multinational corpora-
tions or other parties such as NGOs, trade unions,
and workers. On the contrary, there is much evi-
dence that points to buyers sourcing practices as a
key reason for many suppliers consistent failure to
comply with basic labor and environmental stan-
dards.? Such sourcing practices not only put undue
pressure on suppliers to contravene local legisla-
tion, but also they provide conflicting market sig-
nals. This may have a negative impact on the
development of an enabling environment for better
labor and environmental standards.

However, as the provider of overall policy and reg-
ulatory frameworks, only the public sector has the
legitimacy, authority, and capacity to draw
together all of the actors to enable them to con-
tribute in an efficient and cohesive way that
ensures an optimal use of available resources (see
also Ward 2004). In some cases non-state actors
may temporarily undertake a role as catalyst or
facilitator preparing the ground for the public sec-

9 See, for instance, Oxfam International (2004) and Insight
Investment and Acona (2004).

tor to assume its overall responsibility.1° It is thus
noteworthy that all our consultations revealed a
deep skepticism about the public sector in devel-
oping countries; this must be overcome through
gradual confidence building measures.

The analysis and recommendations in this report
are therefore based on the fundamental premise that
codes of conduct should not legitimize the failure of
public governance, and that the call for greater pub-
lic engagement should not be seen as a lessening of
the responsibilities of the private sector. Instead, we
are seeking to identify ways for the public sector in
developing countries to assume its public gover-
nance responsibilities more fully, and for the pri-
vate sector to embrace this public engagement.

2.2 WHY SHOULD NATIONAL
GOVERNMENTS ACT?

The public sector in developing countries not only
is well positioned to augment the impact of codes of
conduct; it also has good reasons to do so. In
addressing the role of the public sector in creating
an enabling environment for the achievement of
good labor and environmental standards, the why
is as important to the Bank s efforts as the how.

There is no doubt that the belief that substandard
workplace practices contribute to competitiveness
through the provision of low labor costs is preva-
lent among many government officials. The fact
that many firms still seek out locations for low-cost
labor only serves to support this position.tt

In our view, it is essential to demonstrate that gov-
ernments can and should address these issues in a

10 For instance, the Ethical Trading Initiative undertook such
a temporary facilitating role when initiating the Social Com-
pliance Initiative in the South African wine industry as well
as in the Kenyan Horticulture Business Initiative; see cases
15 and 8. Such external actors may be crucial when engaging
multiple stakeholders who share a profound distrust of each
other.

11 As noted by some respondents in a World Bank survey gen-
erally calling for better government enforcement of labor
laws: As the system currently works, governments may per-
ceive an advantage to lax enforcement because this allows
them to attract foreign investment from both companies that
do and do not care about these issues; relying on the compa-
nies that do care to enforce provisions on their own (the
Race to the Top report, p.4).






