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1. Introduction TC "1. Introduction" \f C \l "1" 
1.1 Aims and objectives of the study TC "1.1 Aims and objectives of the study" \f C \l "2" 
The aim of the study was to identify drivers and constraints of ethical trade in the personal care sector.  ‘Ethical trade’ refers to the responsibility that retailers and brand name companies have for ensuring decent working conditions in their global value chains.  This includes ensuring workers receive a living wage for a standard working week, are not subject to discrimination or forced to work and are free to join independent worker organisations of their choice.  Ethical trade is operationalised through buying companies requiring suppliers to comply with ‘codes of labour practice’ based on internationally recognised rights for workers as set out in Conventions of the United Nations and International Labour Organisation.  Pressure from civil society organisations to address poor working conditions in global value chains has led many companies to adopt these codes.  Prevalent in the apparel and food sectors, codes of labour practice are only now beginning to take hold in the personal care sector. 

In the UK many brands and retailers are members of the Ethical Trading Initiative (ETI), an alliance of companies, trade unions and non-governmental organisations (NGOs) that are working collectively to identify and promote good practice in the implementation of codes of labour practice.  The Institute of Development Studies (IDS) carried out an impact assessment for the ETI to establish whether the implementation of codes by member companies had brought improvements in working conditions, and how impacts could be improved.  The impact assessment identified a number of factors that can act as drivers or constraints of progress, including:

· The structure and nature of value chain relationships from buyers through first tier suppliers to lower tier producers;

· The purchasing practices used by buying companies for sourcing goods (e.g. contractual arrangements, pricing and ordering systems);

· The management systems used for the implementation of codes of labour practice.  
It was concluded that more attention needed to be paid to these factors in efforts to ensure good labour practices in global value chains.

The ETI study was focused principally on the food and apparel sectors.  The current study builds on the findings of the ETI impact assessment to examine potential drivers and constraints of ethical trade in the personal care sector.  The short term objective was to increase the understanding of companies in the UK personal care sector of factors which facilitate or impede compliance with codes of labour practice, and to identify good practices that could help buyers and suppliers meet ethical trade requirements more effectively.  The longer term goal is to encourage practices that (a) ensure workers in global value chains have access to their rights as set out in internationally recognised standards, and (b) promote well being for workers employed in the personal care sector.  

1.2 Size and structure of the UK personal care sector TC "1.2 Size and structure of the UK personal care sector" \f C \l "2" 
The UK personal care sector (also known as the ‘health and beauty’ sector) was worth £15.6 billion in 2007.  This was an increase of 4.7% on the previous year making it the fastest growing retail sector.
  Retailers operating in the UK personal care sector can broadly be categorised as follows:
· Specialist and niche retailers (e.g. Boots, Body Shop, Molton Brown)

· Supermarkets (e.g. Tesco, Morrisons)

· High street chains and department stores (e.g. Debenhams, Next)

· Discounters (e.g. Savers, Wilkinsons)

· Mail order/catalogues (e.g. Littlewoods, Argos)
· Television shopping channels (e.g. QVC, Ideal World)
· Independent retailers and convenience stores

Supermarkets have captured an increasing share of retail, accounting for around 45% of consumer spending on health and beauty overall and more in categories such as Toiletries.
  Four of the top five retailers are now supermarkets, although the specialist retailer Boots is still the market leader.  
Most major retailers sell both private label (own brand) and independently branded products.  The majority of independent brands are owned by multinational companies such as Unilever (e.g. Dove, Vaseline, Sunsilk), Proctor and Gamble (e.g. Olay, Max Factor, Sure) and L’Oréal (e.g. Lancôme, Garnier, Redken).  There are also a large number of less widely recognised health and beauty brands which tend to be retailed through distribution channels like mail order catalogues and television shopping channels, but which also have some presence in major retail outlets.  Some of these are developed specifically for particular retailers but, contrary to private label products, ownership of the brand remains with the supplier.
1.3 Methodology TC "1.3 Methodology" \f C \l "2" 
This was a qualitative study with limited resources which had the specific aim of building on the findings of the ETI Impact Assessment to explore potential drivers and constraints of ethical trade in the UK personal care sector.  IDS worked collaboratively with two retailers with a presence in the sector, to facilitate access to suppliers and an understanding of supply chain practices.  Each retailer provided full details of their supply base and IDS selected a shortlist of first tier suppliers to include in the study based on the following criteria:

· Type of product (e.g. toiletries, cosmetics, healthcare, gifts/accessories);

· Type of supplier (proportion of own production vs. out-sourced production);

· Duration of business relationship;

· Proportion of supplier’s output taken by retailer;

· Location (due to resource constraints, only UK suppliers were included).

The shortlists were signed off by the retailers, excluding suppliers they felt were not appropriate to ask to participate (e.g. because they were engaged in an intensive process of product development or it was likely the supply relationship would be terminated in the near future).  The retailers then contacted all short-listed suppliers to inform them that IDS may approach them to ask for their participation, but IDS did not inform the retailers which suppliers were included in the final sample.  The aim was to provide suppliers with anonymity to encourage them to speak freely about their experiences, without fear that it may impact on their commercial relationships.  To the same end no companies (including retailers) involved in the study are named in this report.
   
The study investigated value chain structure, purchasing practices and implementation of ethical trade throughout the selected chains, from retailer through first tier suppliers and manufacturers to primary producers.  In-depth interviews were first carried out with the two retailers, including section managers, ethical trade staff, buyers and technologists.  Interviews were then carried out with a range of staff at each supply site, including managing directors and commercial, operations, quality assurance and human resource directors/managers, as well as representatives from relevant employee bodies (e.g. trade unions, works councils).  Interviews were also carried out with a small number of key informants with relevant expertise (e.g. from the ETI and NGOs) in order to place the study in the broader context of developments within ethical trade.

1.4 Limitations TC "1.4 Limitations" \f C \l "2" 
As stated above, this was a small qualitative study which did not attempt to draw on a representative sample of the entire personal care sector.  Only six suppliers were included in the sample, all of them based in the UK.  As such, only tentative conclusions can be drawn regarding ethical trade in the personal care sector more generally and the recommendations should be read in that light.

One of the retailers that participated in the study can be categorised as a specialist retailer, the other a high street chain.  Both retailers only sold private label personal care products.  The original objective was to include at least one multinational in the study, in order to try and establish potential differences in value chain dynamics and the implementation of ethical trade for independently branded versus private label products.  This was not achieved for a number of reasons:

· We were unable to find an appropriate contact within some companies;

· Some companies did not respond to our attempts to make contact;

· Some companies agreed to participate but only did so after considerable delay, by which stage the study was already under way;

· Some companies declined to participate.

Fortunately, the suppliers included in the study serviced a broad range of buying companies, including various categories of retailers (e.g. discount retailers, mail order, television channels etc.), as well as independent brands.  This included some coverage of multinationals that outsource at least a proportion of manufacturing, as well as smaller suppliers that have developed their own brands.  This made it possible to draw out some potential differences between the various retail and brand categories from the perspective of suppliers, although further research is required in order to verify the findings. 
The difficulty experienced finding companies to participate had implications in terms of scale, scope and delivery of the study, but should be considered a finding in itself – it is an indication of the relative immaturity of ethical trade in the personal care sector compared to other sectors.  Many companies are only just starting to implement codes of labour practice in their personal care supply base.  As such, many are wary of participating in research studies which they feel may expose them to risk, and they have yet to engage in a forum through which practitioners in the sector can share experiences and work collaboratively.  
Finally, it should be noted that the field research for this study was carried out in 2007 and early 2008, and as such the findings do not fully reflect impacts resulting from the recent economic downturn. 
1.5 Structure of the report TC "1.5 Structure of the report" \f C \l "2" 
The report is organised as follows.  Section 2 presents the findings related to the structure and nature of value chains, Section 3 focuses on purchasing practices, and Section 4 looks at the implementation of ethical trade policies by buying companies.  In each of these sections the potential for practices in the UK personal care sector to act as drivers and constraints of ethical trade are drawn out.  Section 5 summarises the findings and draws out some conclusions for the sector as a whole.

2. Value Chain Structure and Relationships TC "2. Value Chain Structure and Relationships" \f C \l "1" 
2.1 Drivers and constraints of ethical trade TC "2.1 Drivers and constraints of ethical trade" \f C \l "2" 
Previous research has demonstrated that the structure of buying companies’ global value chains and the relationships between actors in those chains can be drivers or constraints of improvements in working conditions at supply sites (Acona 2005, Barrientos and Smith 2006, Oxfam 2004, SUDWIND Institute for Economy and Ecumenism 2007).  In general, buying companies and first tier suppliers have a greater chance of influencing labour practices in shorter, more direct chains where relationships are close and ongoing.  In longer, more complex value chains where relationships are indirect or less stable, their leverage is limited and labour practices are more likely to be determined by the attitudes of individual suppliers or other actors (e.g. agents) in the chain, as well as other factors beyond buyers’ control.  Having said that, where several buying companies source from the same supplier and make similar demands regarding labour practices, there can be a collective effect and there is greater potential for change (Barrientos and Smith 2006).  The probability of poor labour practices also varies by country, with risks generally greater in less developed economies, although there are exceptions to this and no country is considered risk-free.  In this section we look at the types of value chains that exist currently, and trends towards the future, in the UK personal care sector.  
2.2 Value chain structure TC "2.2 Value chain structure" \f C \l "2" 
One of the retailers directly involved in the study had 86 active first tier suppliers, representing 113 factories, in January 2007.  The other had 19 first tier suppliers in January 2008, representing approximately 80 factories.  For both retailers the majority of factories were located in the UK and China, although there were 16 additional countries represented, including various transition and developing economies (e.g. Hungary, Poland, India, Korea and the Philippines).
  Both retailers had a core of key suppliers with whom they placed a lot of business and could represent 25-50% of those suppliers’ businesses.  According to one of the retailers involved in the study, it is a specific strategy they use in order to ensure good service delivery from key suppliers.  For other suppliers they were less important as customers, often placing less than £100,000 of business annually.  
This type of ‘core plus periphery’ supply base for private label products appears to be relatively common among retailers.  Three suppliers had one main customer that they had been dealing with for a long time and accounted for 40-50% of their business, plus a varying number of additional customers.  Two suppliers had 80% to 95% of their business spread between 6 to 8 customers.  The sixth supplier had a wider customer base, including outside the UK, although one UK retailer stood out as their biggest customer.  

Between them the 6 suppliers serviced over 40 retailers and independent brands, including:

· Specialist/niche retailers (Boots, Superdrug, Body Shop, Sally Hair and Beauty)

· Supermarkets (Tesco, J Sainsbury, Asda)

· High street chains and department stores (Marks and Spencer, Next, John Lewis)

· Discounters (Savers, Wilkinsons)

· Mail order/catalogues (Littlewoods, Argos)

· Television shopping channels (QVC, Ideal World)

· Brands (John Frieda, PZ Cussons, Avon, Estee Lauder)

There was a fair amount of overlap in the UK supply base of the two retailers, with four of the six suppliers in the study sample supplying both companies.  Various interviewees referred to the UK personal care sector as a “small world” where “everyone knows everyone”, suggesting the potential for collective impact in relation to ethical trade.  

As in other sectors, there is a general trend toward increased sourcing of personal care products from Asia.  However, interviews with retailers and suppliers indicated that there are several reasons why personal care goods will continue to be sourced through UK/European suppliers for some time:

· They are currently more able to meet strict European legislation surrounding product safety and the need for extensive product testing of health and beauty products like skincare goods and cosmetics (e.g. testing for stability, toxins, etc as well as against product claims);

· ‘Wet’ products like toiletries are often largely water-based, presenting safety problems in many developing countries and making them less cost effective to ship long distances;
· Some personal care goods can be made in highly automated factories, reducing labour costs and making UK factories more competitive;

· New Product Development (NPD) is still markedly stronger in Europe and the US compared to Asia and manufacturers in the UK and Europe are more able to produce complicated products;

· There is continued demand for short-run, low-volume goods, which UK/European manufacturers are better positioned to supply;

· Some retailers are responding to consumer interest in products which are ‘Made in Britain’.
As such, Asian manufacturers are typically being used as contract manufacturers once products have been developed in Europe (especially for simple, flow items with a low water base), or for sourcing components, rather than as Full Service Vendors.  The exception to this was Gift and Accessories items which have been sourced predominantly from Asia for several years, largely because they are more labour intensive and less complex to produce.  One UK supplier in the study still manufactured all products itself, using components sourced principally in the UK.  Four others continued to manufacture, assemble and/or pack off in the UK (including two which supplied only accessories), but outsourced part or all manufacture to third parties, especially in China.  Only one supplier had ceased manufacturing/packing in the UK altogether.  
However, NPD skills and manufacturing capabilities are improving rapidly in Asia, and it is likely that more products will be sourced directly from there in future.  Most suppliers had built close relationships with a few key supplier factories in the Far East and some of these were already acting as Full Service Vendors, albeit with NPD under the management of the first tier supplier.  Some suppliers talked about the threat of buying companies starting to by-pass them and source directly from Asia, including from their own suppliers, in order to try and cut costs.  

Supplier quotes

“Our main source of competition is [buying company A’s
] direct sourcing arm.  They haven’t gone direct to any of our suppliers yet, but it has happened to other others.”

“[Buying company B] is the least ethical of all. They went direct to our suppliers after doing audits, took our ideas… [Buying company C] are more partnership oriented but they are not above doing these things, like sharing our sources of supply with other suppliers, going direct.  But it happens less because there are more technical aspects involved [in the products we supply them].”

While the structure of the top tiers of personal care value chains is quite straightforward, things become more complex as you move further along the chains.  Although suppliers were typically working closely with a few key factories outside the UK (mostly in China but also in Eastern Europe and elsewhere), some also used a relatively large number of additional manufacturers on a more occasional basis, especially for accessories and gifts.  The number of component suppliers was even greater – from 30 in one case up to approximately 400 in another.  In addition, components were often being sourced via agents, in which case the suppliers did not always know the exact source or even country of origin.  Several suppliers talked about the risk of component suppliers in countries like China and India having poor labour standards and about walking away from potential sources on that basis.  But suppliers also said that since they often sourced components indirectly they would not necessarily be aware of standards on the ground. 
Supplier quote

“We were recently looking for cheaper tin plate cans, we had a consultant looking in India but they said they were being made by children with no protective equipment.  It’s the same for glass.  So we can’t do it, we wouldn’t have the leverage to influence [the supplier to improve labour standards].”  

The use of agents for sourcing finished goods appears to be less common in the personal care sector than in other sectors.  The two retailers involved in the study both reported using agents more than in previous years, but only worked with a limited number of agents and only for relatively simple products, especially gifts and accessories, due to continued risks and limitations in producing more complex personal care goods.  Although this is positive in terms of ethical trade, as the use of agents has been shown to reduce the potential for buyers to influence labour standards at supply sites, this is still an area of growing risk in the sector.
Further discussion of the implications of current trends in value chain structure (e.g. increased sourcing from the Far East, use of agents, etc.) for ethical trade is given in Section 2.4, but first we look at the type of relationships in personal care value chains.
2.3 Value chain relationships TC "2.3 Value chain relationships" \f C \l "2" 
Most suppliers said their customer base was quite stable.  The factors most frequently cited as important for maintaining good relationships and business with customers were:

· Following trends, being innovative and putting continuous resources into NPD, R&D and new technology;
· Producing good quality products;
· Delivering on time and to customer requirements;
· Being competitive on price (though not necessarily the cheapest).
Other factors which were seen as important included:

· Ability to source globally;
· Investments in developing relationships with suppliers in Asia, especially China;
· Ability to supply awkward or bespoke products;
· Being solution-focused.
However, the type of relationships between buying companies and suppliers also appeared to vary considerably depending on factors such as:

· Type of buying company (e.g. supermarket, discount retailer, etc.);

· Specific buying company involved; 

· Buyer that dealt with within the buying company;

· Amount of business with the buying company;

· Whether it was a private label or branded product;

· Quality of products required.

Despite having a relatively stable customer base, most suppliers felt there was a lack of security in their relationships with customers, especially in recent years.  Some suppliers had specifically broadened their customer base to avoid being overly affected by the actions of a single customer.

Supplier quotes

“Our biggest customer is just under 20% [of the business].  Ideally we wouldn’t want one to be more than 15% so we can walk away.  If you have a broad customer base and not one main competitor overall, you’re in a stronger position.”

“We started off selling just in the UK but quickly realised that it’s not a good idea, there’s more stability in spreading markets.”

“In 2000 40% of the business was in [buying company D].  We lost the business because they decided to hold an internet auction – specific suppliers were invited to tender and the lowest price won… It caused a radical review of the business.”

This related closely to pressure to reduce cost prices and increased use of agents and direct sourcing for procuring products.  Fierce competition on the high street between large specialist retailers, high street chains and supermarkets was seen to undermine relationships not only between buying companies and their first tier suppliers of private label products, but also between first tier suppliers and suppliers further down the chain.  Most suppliers in the study reported pressure to move from UK or European sources of finished products or components to cheaper sources in Asia.  The general trend has been to go from sourcing in the UK or Western Europe to Eastern Europe to the Far East.  One supplier also mentioned the need to work with suppliers that can source all inputs and produce finished items themselves, instead of having to have direct relationships with input suppliers as well as with manufacturers.  Some had proactively pursued this strategy as a route to competitive advantage, particularly for labour-intensive or simple, mass volume products.  But suppliers said that it didn’t always make sense as it can compromise their ability to meet retailers’ strict standards for quality and delivery and undermine investments made in building up supply relationships.  It also has implications in terms of ethical trade, given increased risks associated with sourcing from developing countries and sourcing indirectly (see Section 2.4).
Supplier quotes

“We don’t have so much relationship with suppliers now as we’re having to move the supply base nearly every one to two years to find cheaper suppliers.  We’ve gone from the UK to Eastern Europe to the Far East.  As the [Chinese] Renminbi strengthens we’ll have to move to other places… It would be much better to stay with the same supplier long term – there are teething problems that we get past and it all implies costs… For [buying company] they have to be factories with high standards and we invest lots of time and money to get approval, months of work to develop systems and procedures and we advise them, do ethical audits and so on.  The only reasons to move are cost and quality problems.”

“We have a very good relationship with our supplier in the UK, they deal with changes [requested by buying company E] very quickly.  But [buying company E] came back questioning costs as they are more expensive than others in the Far East.  You get down to pennies and details and if it adds 8p or 9p then you are forced to go the Far East route.”

 “It’s hard to keep moving around the Far East to find cheaper and cheaper sources of supply.  You find a product that sells well and then the buyer says someone else has offered it to them for 20p less.”

“The managing director of [another supplier] was told that he had to move a certain percentage of his production to the Far East.  When he refused [buying company F] dropped him as a supplier.”

“There are lots of problems with quality in China, lots of falsification. Suppliers themselves don’t even know that the products are not the quality they should be.  It has increased over the last 12 months – raw material prices have gone up, there are not enough sanctions, there is increased buying through distributors.  Compliance costs here are rising as a result.”
“A lot of buyers think China is the answer to everything and don’t realise there are lots of differences in safety and quality.”

All suppliers said they considered it important to build close relationships with their main suppliers and to work with those that had similar values and standards to themselves.  Inevitably a share of the costs and risks that they were subjected to had to be passed down the line, but most said they tried to avoid this as much as possible in order to maintain those close relationships.  
Supplier quote

“Suppliers further down the chain can’t afford to cut costs so we end up paying.  It’s important for us to have long term relationships with suppliers, it helps with communication, trust, timing… If we don’t have these relationships we can’t deliver to customers’ standards.”

Importantly, suppliers reported that relationships with some buying companies were far more positive and conducive to the production of quality products and ethical standards.  Both retailers in the study recognised the benefits of having good relationships with suppliers, in terms of quality, innovation, product development and service.  But according to suppliers some retailers apparently focus almost exclusively on price when deciding where to place business.  Many interviewees pointed to the important role that both senior managers and buyers play in establishing the relationship and allowing for ethical trade.
Supplier quotes

“You can have different views at senior, mid and junior management levels – the right views at one level but it depends how it’s managed through the business and it’s when there’s a lack of understanding of what [ethical trade] means that you get conflict.  You’ve got to have senior level commitment and rigorous implementation through the business and understanding of what it means.  [Buying company G] and [buying company H] have this – ethics is an untouchable and if something conflicts with ethics then you can’t do it, such as working long hours to get delivery.  This… is what we try to flow through with our suppliers.”
“[Retail buyers] are university graduates with no experience and they are managing a £50 million category… Consistency of staff helps – if buyers get moved on they have no accountability for last year’s numbers and decisions.  It’s better when they understand the business and the issues suppliers have and are sympathetic instead of sending a letter saying you will be fined… They need to be skilled in managing both up and down… it’s more important to manage up [to their seniors] to manage expectations…  In some cases they are afraid to make decisions because of pressure to deliver and not make mistakes.”
For suppliers that were dealing with both private label and branded goods (either supplying brand-owning companies or owners of brands themselves), there was a clear difference in value chain relationships.  One supplier contrasted the approach of big brands that have been involved in manufacturing themselves and “understand our world… it’s a more a two-way relationship”, with that of supermarkets who tend to be “far more aggressive, more price-focused”.  Another talked about the benefits of being able to manage the value chain as they wished for their own brands and being less constrained by the rigid price points and internal rules and regulations that large corporations are bound by for their private label ranges.  However, the sample of companies supplying independent brands was small and further investigation would be needed in order to draw firm conclusions regarding these differences.
2.4 Implications for ethical trade in the personal care sector TC "2.4 Implications for ethical trade" \f C \l "2" 
Current patterns and future trends in value chain structure and relationships have mixed implications for ethical trade.  On the one hand the complexities of NPD and cost advantages of UK manufacturing for some types of products may be associated with shorter, UK-focused value chains and closer relationships between buying companies and suppliers.  Previous studies (e.g. Barrientos and Smith 2006, Acona 2005) have shown that this is conducive to ethical trade, as buyers have more direct communication and leverage with suppliers to influence their labour practices, and suppliers are incentivised to make improvements in line with buyers’ requests.  There also tends to be greater compliance with labour laws in industrialised countries like the UK, due to more efficient enforcement systems, lower levels of unemployment and poverty and stronger labour organisation.
  Commonality in retailers’ supply bases should also enhance prospects for a collective impact from efforts to ensure good labour standards.  
However, increased sourcing of finished products and especially components from Asia, greater use of agents and the lack of security in buyer-supplier relationships are likely to act as constraints to ethical trade (ibid.).  Numerous research and campaigning reports have identified widespread violations of labour rights in other sectors in countries such as China and India, including at supply sites where ethical trade audits have been carried out (e.g. Hale and Wills 2005, Locke, Qin and Brause 2006, Smith and Dolan 2006, War on Want 2006, SUDWIND Institute for Economy and Ecumenism 2007, Clean Clothes Campaign 2008).  Areas of non-compliance with ethical trade codes often include low wages, excessive working hours and compulsory overtime, lack of contracts and job security, absence of protective equipment and fire safety measures and suppression of trade union rights.  These reports have also highlighted that, in order to hide non-compliances from buyers and ethical trade auditors, suppliers may operate a double book system or send certain groups of workers (such as children or casual labour) home when audits are carried out.  It should be noted that some participants in the current study thought that working conditions in personal care sector factories may be superior to those in other sectors, because of higher skill levels required.  This needs further investigation (it was beyond the scope of this study to investigate this), but the nature of work in the UK factories that participated in the research indicated that while a proportion of workers may do more skilled work, as machine operators for instance, others are involved in relatively unskilled, low paid work such as assembly and packing.  It is likely that such differentiation will also be found in personal care factories in Asia.  There was also extensive use of contract labour in some of the UK factories visited in order to meet needs for flexibility (see Section 3.5); similar models of labour use are common in other sectors in Asia and have been shown to increase risks of violations of labour standards, and so if also used in the personal care sector would point to significant risks.  
A lack of security in many buyer-supplier relationships and pressures on first tier suppliers to cut costs and seek cheaper sources for manufacturing and components also stand in tension with efforts by buying companies to improve labour practices, as experience in other sectors has shown.  The use of agents can also make it more difficult to monitor and influence labour practices; the two retailers involved in the study recognised this and it has led them to take certain actions to enhance their effectiveness in doing so (e.g. consolidation of business through a limited number of agents).  In general, there are indications that at least as far as private label goods are concerned, personal care value chains are taking on the features of value chains in other sectors which have been shown to increase risks of poor labour practices and limit the potential for improvements.  These trends, and tensions between the commercial imperatives and ethical objectives of buying companies, are explored further in the next section of this report.
3. Purchasing Practices TC "3. Purchasing Practices" \f C \l "1" 
3.1 Drivers and constraints of ethical trade TC "3.1 Drivers and constraints of ethical trade" \f C \l "2" 
The impact of purchasing practices on ethical trade outcomes has received considerable press coverage in recent years.  Campaigning organisations
 have increasingly criticised buying companies in the clothing, footwear and food sectors for undermining efforts to improve labour practices in global value chains by:

· Putting suppliers under pressure on prices and moving to lowest cost suppliers without consideration of labour practices;
· Reducing NPD and lead times and demanding just-in-time delivery, with penalties for non-performance, while having poor critical path management and making last minute changes in orders;

· Tightening quality specifications and auditing requirements, and rejecting goods that don’t meet high standards, without recognising implications in terms of cost prices;

· Failing to provide contracts and clarity on terms and conditions of trade, while making increasing demands for ‘extras’ such as contributions to marketing, price reductions for promotions and retrospective rebates.
These purchasing practices have been linked to increased risks of poor labour practices at supply sites, including:

· Wages below living wage levels;

· Excessive working hours and compulsory overtime;

· Irregular and informal employment;

· Use of casual and contract (3rd party) labour.

In this section we look at purchasing practices in the personal care sector, as reported by suppliers participating in the study, and assess the implications for ethical trade.  It should be noted that, with the exception of interviews with worker representatives at four factories visited, data on working conditions was not gathered as part of the research and therefore conclusions regarding links between purchasing practices and labour standards in the sector are largely tentative and from the perspective of supplier management only.
3.2 Prices TC "3.2 Prices" \f C \l "2" 
All suppliers reported pressure to reduce cost prices in recent years from all types of buying company, but particularly from retail chains and supermarkets responding to highly competitive conditions on the high street.  This was confirmed by the retailers that participated in the study and reflects the situation in other sectors, with retail prices historically low and many buying companies seeking higher operating margins in order to meet financial targets and shareholder expectations of growth.  Suppliers said margin targets have steadily increased, typically now falling in the range of 50-80% (although they are sometimes as low as 30% or as high as 90% depending on the type of product and company).  This was less problematic for high value goods, where there is more room for manoeuvre, but for basic goods that are retailed at low prices it is becoming more and more difficult to engineer price cuts.  Several suppliers pointed to the difficulties of achieving improvements in labour standards in this context.  
Supplier quotes

“In the early ‘80s [buying company J] had margins of 33%.  They are now 80%.”

“Commercials are the biggest challenge [to improving labour standards]…  Customers are more margin hungry year on year.  You either take a cut on your own margin or become more efficient – it’s usually energy and labour which are the costs that you can affect the most.”

“Price is the main driver – loyalty to suppliers has disappeared in last two years… The [Chinese] Renminbi has increased again the US dollar but retailers are still asking for an increase in margins and the only way is to look for a place with cheaper manufacturing.  QC have to check standards and you have to have independent audits, but for progress on labour standards you can’t achieve it if you’re not there long enough to reap what you’ve sown.  So you deal with the basics – no children, fire safety, dorms, but progression is not possible while the consumer doesn’t want to pay.”  

It is important to note that costs can be reduced in various ways, not all of which will negatively affect suppliers’ ability to improve labour standards.  One of the retailers involved in the study said there were several strategies being used to meet financial targets in the personal care category:
· Bulk buying components and using the same components (e.g. bottles) for different products;

· Reworking formulations to reduce input costs;
· Cutting printing and packaging costs, e.g. reducing the number of colours used;
· Reducing the number of direct suppliers and placing more business with each;

· Working with suppliers to cut costs (e.g. using open book costing);

· Moving some ranges to China.

Most of these strategies will have a neutral or even positive effect on ethical trade, depending on how they are used.  For example, previous studies have shown that having close relationships with a smaller number of suppliers makes it more likely that suppliers will see the value in investing in improvements in labour standards, so long as there is a degree of security in their relationship with the buying company (Acona 2005, Barrientos and Smith 2006).  Similarly, some suppliers said the use of open book costing can be positive, helping them manage their costs and identify areas where savings can be made, but it depends on how it is used by buyers – if it is a tool for joint discussion and negotiation it can be positive, but if it gives buyers total control over what suppliers do then it can have negative repercussions.  One example of this is the pressure to switch suppliers, as reported in the Section 2.3.  

Supplier quote

“Some customers use open book accounting, not many.  [Whether it’s good or bad] depends on who you are dealing with, why they want it… With one customer we have an open book down to every cent but we have a very good relationship.  Others have it so they can beat you around head and will walk away [if your costs are too high].”

Unlike in other sectors, online auctions do not appear to be common in the personal care sector, with only one retailer being named as having used them.

3.3 NPD, lead times and critical path management TC "3.3 NPD, lead times and critical path management" \f C \l "2" 
Timescales for NPD in the personal care sector are typically longer than in sectors such as clothing and footwear, as they require laboratory development of formulations and extensive testing for product safety and stability.  Suppliers said that in general timescales for both NPD and manufacturing of flow items had reduced in recent years.  However, they reported considerable variation in NPD times depending on the type of product and the particular customer, ranging from as little as 3 months (for accessories that require little new development input) to 18 months or 2 years (for more complex, higher quality toiletries and cosmetics).  Lead times for manufacturing of the finished product were typically 3 to 4 weeks, plus 6 weeks if shipping from the Far East.  Components could take up to 6 months to source, and were often the cause of slippage in the critical path.  However, buying companies were also blamed for causing slippage, due to delays in decision-making during the product development process (e.g. approving artwork) and unwillingness to commit to orders until the last minute.  As a result, suppliers said they are often faced with increased risks and unnecessary costs, including the possibility of being fined for late delivery.
Supplier quotes

“Our [critical path management] is not as good now customers are leaving it later and later to see market demand, commitment comes later.  It’s very difficult to manage…For example, [buying company K] has just moved the season forward but we’re getting the brief at the same time, that’s four or five weeks off the critical path already.  We’ve already said it’s not enough time to bring orders in… Now generally there are more review procedures with senior management, smaller initial volumes, and you have to get much closer to the final product before they agree to take it…have to air freight samples from the Far East… our spend on DHL has increased massively in the last three years.” 

“All time scales are tight, ideally because of managing stock levels and cash flows well, but it tends to be for other reasons.  Typically we go to [buying company L] and tell them we need commitment and we start losing time because they don’t decide or they delay decisions on artwork and so on.  There’s lots of chasing customers and [critical path management] usually slips.  Then we have to take risks, such as ordering packaging prior to approval, without proofing samples.  We can be one or two weeks late. We do get fined, though it depends on the customer.  It’s a big threat.”

“Customers will also find ways not to confirm on the date to commit to order, although we have commitments with our suppliers… We may be able to propose to the customer that we will be late with delivery or they may agree to share the cost, but more typically we will bear the brunt.  The reality is that it’s not a shared critical path… [Buying company M] is the most unreasonable in trying to understand timing and what that costs you. They are the latest in giving commitment, so you have a 26 week critical path and you’re down to 14 weeks and there’s no commitment.  And then they say you have to deliver or “a range change may happen”.”

“Yes [there is pressure to reduce lead times], but some things can’t change, only by flying things over… But we don’t like to do it because it’s four times the cost… If we’re late we get fined.  [Buying company N] are better than [buying company P], [buying company P] is very aggressive and it’s a one-way street and the pressure has got much worse because they are trying to manage things so tightly, they’re taking stock every week.  The plan doesn’t resemble what happens so you have to guess and if you don’t guess correctly then it’s all your fault but if they don’t want [the stock you’ve made for them] you have to sit on it.”

As these quotes indicate, suppliers said buying companies differ in the extent to which they work with them to manage the critical path according to plan, and in their willingness to share the risks and costs when things go wrong.  Some were reported to work in partnership, with regular meetings and shared responsibility, while others appeared to use their buying power to make demands on suppliers without recognising that they had a role to play in facilitating good performance.  Some suppliers did not see this as a significant source of pressure or cost, but this was principally where they produced/supplied independent brands rather than private label products.  In contrast, many of those that supplied mainly private label products made the link between reduced timescales and just-in-time ordering systems and difficulties in ensuring good labour standards. 
Supplier quotes

“Even with the ethical companies you still have to fight deadlines.  There’s no time to check the standards – if [agency workers] are hot-bedding, if there are any children, there’s no time to do it and it increases your costs.”

“[Agency workers] generally get 24 hours notice that they are not required anymore… They’re not happy because they can’t find alternative agency work in such a short time… We try and have a plan for at least one week, but forecasting is only as good as what people buy that week.  If the sun comes out, they will need more sun care products.  [Changes in volumes have] always been there, but it seems there is more pressure in the last year or two.” 

“We’ve said to our customers that we can’t change staff quickly.  They’ve all agreed to give 3-4 days notice [of changes in volumes], we’re not in a just-in-time situation yet… In this industry ‘now’ means ‘this week’ usually, not ‘today’.”

“We have to have a very flexible workforce but it costs us.  Some brands give longer term forecasts, they give a firm commitment 8 or 12 weeks out, and this allows us to manage our labour better.  Brands have a broader market base so they don’t have such violent reactions to sales as grocers.”

“We generally over-plan staff, it’s better to have too many and it’s no problem with senior management… We are not really under pressure on this, the only pressure is if orders increase and we can’t get any temps… We are not in a situation that if we have overtime then there’s no margin at all.”
Worker representative quote

“Things have changed dramatically in [the six years she has been in her job].  A lot of pressure, customer demands to get things done quicker.  It causes a lot of stress, more now than two years ago.  We’ve had quite a few people leaving as a result.” 
3.4 Contractual arrangements TC "3.4 Contractual arrangements" \f C \l "2" 
Suppliers have different types of contractual arrangements with their customers, some more formal and inclusive of all terms and conditions than others, although few offer long term supply agreements.  As reported in Section 2.3, suppliers feel their relationship with many buying companies is insecure and they could lose the business at any time.  Similarly, some buying companies place long term orders for flow items while others (typically high street retailers and supermarkets) increasingly place orders on a quarterly basis and vary volumes week by week.  Even though they are contractually bound to take the volumes that have been ordered, suppliers said some buying companies may try and avoid doing so if sales are not in line with expectations.  
Supplier quotes

“We have no long term supply agreement [with buying company Q].  It’s a question of history rather than contracts.  We’re quite good at what we do and that’s why they buy from us.  If they are looking to create a problem [and stop buying a product], especially if you’re a big supplier, then it’s easy for them to find a fault if they are looking for it.”  
“All other customers work on Purchase Orders with 100% commitment.  With [buying company R] it’s much vaguer.  Contractually they are only bound by the quarterly batch commitment and it’s very grey who has final responsibility [for the volumes].”

Suppliers generally carry the risks and costs of developing new products, including for private label products.  Although some buying companies insist on owning formulations of private label products, to prevent them being offered to competitors, they do not pay all the product development costs.  In the early stages of NPD the supplier may be competing for that business with other suppliers, and may lose the business to another supplier even after the product launches.  Even when suppliers own a formulation themselves, EU regulations require them to prepare a Product Information Package which includes details of the formulation and all testing that has been carried out, and so it would not be difficult for customers to make small changes and take the product elsewhere. 
Studies in other sectors have documented a growing trend in retailer supply chain management to ask suppliers to contribute to the cost of developing, distributing and marketing products, as well as asking for various types of retrospective rebate (e.g. based on sales volumes or prompt payment) (e.g. Acona 2005, Oxfam 2004, SUDWIND Institute for Economy and Ecumenism 2007).  Also increasingly common is the application of penalties for late delivery or other non-performance issues such as incorrect packaging.  The personal care sector is not exempt from these trends, but again there is considerable variation from one buying company to the next in the strategies that are used and, more importantly, in the extent to which suppliers are fully informed of the terms and conditions in advance.  Suppliers said that typically there is an ongoing process of negotiation, especially when it comes to penalties, giving them the opportunity to argue their case, although some buying companies are reportedly moving towards automatic fines.  Two suppliers highlighted the need to negotiate all such terms and conditions in advance and include them in contracts, but others pointed out that contracts are not always abided by and also that it is important to have some room for negotiation on a case by case basis when it comes to penalties for non-performance.
Supplier quotes

“As long as we keep in touch, customers are quite happy.  We do get fined for incorrect packaging, late delivery, lots of reasons.  With some customers we’ll build it into the price.  If it’s laid out in the terms and conditions then it’s justifiable… Depending on the customer we will have things like rebates, discounts… We will always get the contract agreed by directors and negotiate to get things changed if necessary.  We have a good dialogue.”

“As a rule we don’t contribute toward the cost of promotions with [buying company S].  We already have to give a 10.5% rebate on everything… It was 3.5% 5 years ago, then it jumped to 10.5% two or three years ago.  So there’s no room to give more for promotions.”

“Partly it’s how you set it up from the start.  If you are small and don’t have experience you can be seduced by large orders and don’t understand the consequences.  If you have experience then you know how it works, that there may be things like settlement discounts that are not always discussed in negotiations.  You have to lock down as many things as possible in advance and take them into account when doing your costings.” 

“Customers do try and levy fines for non-performance, though it’s not included in contractual agreements.  But they don’t necessarily take notice of contractual agreements anyway.”

“With [buying company T] we make an official contribution [to marketing costs] which is recognised in the margin, but also an unofficial one if the product isn’t selling – we don’t mind doing it… With most retailers we have to contribute to the promotion programme but you can do it well – you both want to increase sales.”

3.5 Implications for ethical trade in the personal care sector TC "3.5 Implications for ethical trade" \f C \l "2" 
Experience in the food and apparel sectors indicates that some of the purchasing practices being used in the personal care sector are likely to act as constraints to ethical trade, especially where suppliers face increased costs and risks at the same time as falling prices.  This may limit their ability and/or willingness to invest in improvements in labour practices for their own employees or with their supply base.  Interviews with suppliers provided some evidence to support this although, as noted as the start of this section, further research is needed in order to confirm these findings.  For example, two suppliers reported having to reduce pay and/or give less favourable terms and conditions to employees in the last 10 years as a result of cost pressures and competition with other countries and several suppliers had been forced to downsize their UK manufacturing/packing operations and outsource more to countries with higher risks of poor labour standards.  Shortening lead times and the use of just-in-time ordering systems has also led some suppliers to have a high proportion of agency labour (up to 51% of the workforce in one case and 44% in another) in order to achieve the flexibility required to meet fluctuations in orders.  Although these suppliers were monitoring the conditions of agency workers, as a result of pressure from customers and general awareness of problems with ‘gangmasters’ in the UK, previous research indicates that agency workers are more at risk of poor working conditions and exploitative practices than permanently employed workers (e.g. Barrientos and Smith 2006, Hale and Wills 2005, Smith and Dolan 2006).  
Supplier quotes

“The margins we work at now don’t allow for anything other than minimum wages because it’s cheaper from China and Eastern Europe… Ten years ago we gave pay increases of inflation plus a bit. Five years ago it was around inflation.  Two or three years ago we removed some of the more generous terms and conditions like average pay for sick pay…  There’s generally a squeeze on labour costs because of global competition and modernisation.”

“We had a lot of issues with one [labour provider] that wasn’t ethical.  Deducting too much money for accommodation, hot-bedding, poor housing, and it generally didn’t feel good.  We learned our lesson, now we ask all the questions about terms and conditions, pay, accommodation… I’m really against the way some agencies treat people.  We used to have police coming and taking people away.”

“It’s not the highest pay in the area.  10 years ago it was, with 10% pay increases each year.  Now we pay the minimum wage to packing staff and a 3% raise each year…”

However, other suppliers in the study reported less pressure to reduce labour costs and/or use agency labour.  This appeared to be linked to various factors, such as:
· They supplied products with a higher added value; 
· They owned their own brands or supplied independent brands rather than only supplying private label products; 

· They had a broader customer base and were less affected by the pricing and/or ordering strategies of individual customers;

· Their customers were better at forecasting.

The study was not extensive enough to draw firm conclusions about causal links with wage levels
, but suppliers which had more consistency in their production output and/or were under less pressure from customers to respond to sudden changes in volumes and deliver at short notice appeared to be more able to manage their costs and were less dependent on agency labour.
The role that purchasing practices can play in driving forward or constraining good labour practices in the personal care sector is investigated further in the next section, in relation to the implementation of codes of labour practice.
4. Implementation of Ethical Trade policies TC "4. Implementation of Ethical Trade policies" \f C \l "1" 
4.1 Drivers and constraints of ethical trade TC "4.1 Drivers and constraints of ethical trade" \f C \l "2" 
The ETI impact assessment demonstrated that improvements in labour standards at supplier sites is often linked to the way buying companies implement their ethical trade policies (Barrientos and Smith 2006).  Implementation can be categorised into four areas:
· Communication and learning: Frequent and consistent communication with suppliers on labour standard requirements, and internal and external reporting mechanisms, tend to drive ethical trade forward;

· Monitoring compliance: Regular audits by buying companies or third parties with feedback to suppliers tend to bring improvements in labour practices (although generally limited to “visible” areas like health and safety and child labour, rather than more intangible issues like freedom of association and discrimination);

· Capacity building: More widespread and lasting improvements in labour practices require additional forms of support for suppliers and workers, including provision of resources, training and education;
· Integration with core business practices: Market incentives for good labour practices are likely to stimulate improvements, while de-linking of ethical trade from commercial decision-making can undermine them (as reported in Section 3 of this report).
In this section we look at the way buying companies have implemented ethical trade with the six suppliers in the study and draw out some tentative conclusions for the sector as a whole.  

In general codes of labour practice are more commonly imposed for the production of private label goods than for small independent brands sold by retailers and other distribution outlets (such as mail order and TV channels).  This is in line with what is known about retailers’ policies on ethical trade, in that they tend only to require suppliers of their own brand goods to demonstrate compliance with their policies, not independent brands.  Multinationals owning health and beauty brands, including the top three in the personal care sector – L’Oreal, Unilever and P&G
, have developed ethical trade policies and implementation programmes in recent years.  For example, L’Oreal’s 2007 Sustainable Development Report indicated that it only started doing ethical trade audits in 2005, but in the past few years it had developed a more sophisticated implementation programme including audits and capacity building for its own production sites (which produce about 94% of its products) as well as subcontractors and suppliers of raw materials and packaging in high risk countries.
  Similarly Unilever reported on its website that in 2007 it finished communicating its Business Partner Code to all first tier suppliers of raw materials and packaging and started doing third party audits at high risk sites, as well as training purchasing departments on ethical trade. In 2008 it planned to pilot a new compliance assessment system for its own production sites.  It also said it was working with peer companies on a global Programme for Responsible Sourcing (PROGRESS) to establish a common approach for evaluating social and environmental performance of suppliers.
  However, it was not within the scope of the study to draw conclusions about these programmes and as such this section focuses largely on ethical trade in retailer private label products.

4.2 Communication and learning TC "4.2 Communication and learning" \f C \l "2" 
Suppliers reported that the implementation of ethical trade policies by their customers was a relatively new development in the personal care sector, starting only around 2003-2004 and increasing gradually over the last five years.  According to suppliers, ethical trade is currently being driven by a few specific retailers, all of which are members of the ETI.  These companies communicate relatively regularly with first tier suppliers about labour practices, usually in relation to audit requirements or specific issues such as agency labour.  In contrast there were several large high street retailers, including some members of the ETI, which have never talked to suppliers about their requirements in terms of labour standards (that they could remember), and others that have had only one-off communication.  
For the most part suppliers are receiving information about their customers’ ethical trade requirements from technologists rather than buyers or specialist ethical trade staff within buying companies, although there are some notable exceptions to this rule.  Where there was an intermediary supplier between the manufacturer and the retailer (i.e. the manufacturer was supplying a retailer indirectly via a first tier supplier), communication on ethical trade was often limited or non-existent, suggesting that intermediaries do not always pass on information.  
Within supplier companies it was mainly quality assurance and human resource (HR) staff that had day-to-day responsibility for ensuring compliance with ethical trade requirements, along with company directors in some cases.  Staff in positions related to account management or commercial relations tended not to be so engaged or aware of ethical trade. 
Supplier quotes

“[Buying company V] and [buying company W] are driving ethical trade policy and also health and safety and GMP.  [Buying company X] is not as vocal.  We do about 60 own brand products for [buying company X] and I can’t recall any discussion on ethical trade really – certainly not like [buying company V] and [buying company W].

“Retailers that shout the loudest determine [our ethical trade] policy and currently [buying company Y] shouts the loudest.” 
“Retailers are not doing so much on ethical trade [in this sector].  Though it’s because we’re not doing gifts at all, and we are a contractor rather than a direct supplier.”
4.3 Monitoring TC "4.3 Monitoring" \f C \l "2" 
Most suppliers said they had been asked to fill out a number of self-assessment questionnaires, although normally only when they supplied retailers directly.  Ethical trade audits have only been carried out for a small number of retailers and typically each has only done one audit to date, although this may reflect the fact that UK suppliers are often seen as low risk and therefore not prioritised for regular audits.  However, a few retailers were named as having established a formal auditing schedule requiring regular audits, including of outsourced products and production (i.e. where the first tier supplier or an agent sources finished products from third parties).  For two retailers all new suppliers of finished product needed to have passed ethical trade audits prior to orders being placed.  
Retailer audits ranged from asking management a few questions on HR policies to full, two day audits by third party accreditation agencies involving interviews with a selection of workers.  Only one retailer was identified as asking all suppliers to join SEDEX (Supplier Ethical Data Exchange), a UK industry initiative to reduce duplication of audits in ethical trade.
  Two others were identified as accepting SEDEX audits if they have them, but not pushing suppliers to join.  In general, suppliers said SEDEX is not working effectively as a way to reduce the costs associated with multiple audits. 
Retailers covered by the study do not currently require suppliers of components (raw materials, packaging etc.) to be audited, but several suppliers said they monitor conditions at component suppliers and would not use those they felt didn’t meet their own or their customers’ ethical standards.  However, this was usually limited to major component suppliers or those considered high risk, and typically involved an internal, less formal audit procedure.
Three suppliers said they have been asked by a number of retailers about the terms and conditions of contract workers.  In one case a supermarket chain had raised concerns about conditions for UK homeworkers back in 2003, but most retailers have talked about this in the last few years since the exploitative practices of some gangmasters have been exposed. 
  Several retailers are apparently now asking whether the labour providers used by suppliers are licensed under the Gangmaster Licensing Authority (GLA).  Some of the suppliers in the study had themselves become aware of abusive practices and as a result had switched labour providers and/or started doing more checks to ensure workers were treated fairly.  However, in some cases these checks were fairly cursory.     
Supplier quotes

“Most customers have given us forms to fill in, some also audit.  Audits vary in depth…  [Buying company Z] did a two day audit with questionnaires for all staff, a night visit, group interviews – it was very detailed, they questioned everything.”

“[Buying companies A, B and C] all demand ethical trade audits of fillers.  Not all demand it.  [Buying company D] would like it but it’s not part of trading with them… [Buying companies A and B] are less consistent [with their audits] than [buying company C], but they are still fairly consistent and they do ask questions and rely on us to be their eyes and ears.”

“If we buy a finished good from China we will audit the filling factories, but not suppliers to them.  My team are all very experienced… we would not use a [components] factory where we see child labour.  But we don’t interview employees or see the dorms… But if it doesn’t feel right, we won’t use them.”

“[We] arranged for Bureau Veritas to do an audit against SA8000 and [the] ETI [Base Code] when this all started, so it would save people having to do it.  But it doesn’t make a difference… We are now a member of SEDEX, mainly for [buying company] but we thought that other customers would move to recognise it, but it hasn’t happened yet.”

Suppliers reported making relatively few changes in their UK factories in order to comply with ethical trade requirements or as a result of any audits carried out.  The changes that were made typically related to development of formal HR policies and procedures and health and safety measures – this is in line with the findings of the ETI Impact Assessment in the food and apparel sectors (Barrientos and Smith 2006).  Other changes included a supplier that had ceased using homeworkers in response to a customer’s concerns about the difficulty of monitoring who was doing the work (i.e. whether children were involved) and another that had limited the number of working hours that staff could do following a retailer audit.  Some of the changes that had been made were seen as positive by suppliers and worker representatives, but others were viewed as unnecessary or superficial.
Supplier quotes

“[Buying company F] has done two audits.  They walked around and selected people from lines, seven or eight people.  They gave feedback at the end and sent a letter with observations… There were some changes made, such as the grievance procedure and company policies – they were made more easily attainable [by workers] – and a few other issues were addressed… [Buying company G] did an audit and made observations, such as using holiday leave for sick leave – they disagreed with it and said they wouldn’t deal with [the company] if they did it… [Buying company H] asked us to wear white coats instead of tabards – they tell us what they want without giving reasons and it makes people upset because it’s hot in summer and they complain.”  Factory supervisor
“[Buying company J] did an audit and we were very busy at the time and had a history of responding by asking people to work longer hours – they expected and wanted it, 60 or 70 hours a week, sometimes 7 days.  It conflicted with [buying company J’s] regulations, so we revised our policies on hours – staff couldn’t do 7 days week after week and we reinforced the need for 11 hour breaks between shifts… It was difficult and there was some conflict with [buying company J] at the time because workers wanted as many hours as possible and [buying company J’s] commercial buyers wanted the product.”
“We’ve tweaked certain aspects [of HR policies following audits].  We’re used to audits and auditing.  All customers have their own areas of interest.  We sometimes play the game and do things because we’re perceived to be moving in the right direction, but on other occasions we have to question [what they are asking us to do] because we disagree with it or can’t afford it…”

“We haven’t had to make many changes because we’re above the norm.  Everyone has 24 days holiday, sick pay… But we did stop using outworkers in 2003 because customers didn’t like it because we couldn’t guarantee who was working – adults or children… [Buying company K] drove this, they were strong on this.”

4.4 Capacity Building TC "4.4 Capacity Building" \f C \l "2" 
Most suppliers reported receiving little in the way of support to help them ensure compliance with customers’ ethical trade requirements.  For example, most had not received any supporting materials on ethical trade alongside customers’ codes of labour practice and had not attended any conferences or training on ethical trade.  The main exception to this was supplier employees who had trained as ethical trade auditors as part of a programme initiated by one particular retailer.  These people had higher levels of awareness of labour issues and were generally quite well informed about the various potential problems and challenges in ethical trade.  

Several interviewees said they would appreciate receiving more information about ethical trade, including updates on current issues and what other companies are doing.  Among the UK suppliers interviewed awareness of the ETI was fairly widespread but not universal and the ETI was not seen as key resource for information.  
Several suppliers had employed people in the Far East to work with the factories that supplied them.  These staff were increasingly being asked to monitor labour practices as well as quality and technical aspects of production.  Suppliers understood the value of having people on the ground that could form relationships with suppliers and monitor practices in an ongoing way – this was seen by some as essential to achieving long-term improvements in labour practices.

Supplier quote

“Cultural shifts are required on some issues in some countries, it’s hard to do.  It’s down to time scales and relationships with factories – it needs trust and long term relationships.  You need to be in there with suppliers to do it properly.”
4.5 Integration with Core Business TC "4.5 Integration with Core Business" \f C \l "2" 
Previous research has shown that ethical trade is often treated as a separate issue from retailers’ core business activities, including buying decisions and critical path management (e.g. Acona 2005, Barrientos and Smith 2006, Oxfam 2004).  Not only does this reduce potential to use market incentives to promote good labour practices, it can also create contradictions in what is being asked of suppliers by different people in buying companies (typically buyers versus technologists).  Suppliers in the study confirmed that these contradictions also exist in the personal care sector, as indicated in previous sections of this report.  For example, pressure to cut costs and move production and sourcing to the Far East is likely to increase the risk of poor labour standards, and the use of just-in-time ordering systems means suppliers are more likely to demand compulsory overtime and/or use contract labour.  The study revealed that there are a few buying companies that require ethical trade audits to be passed as a precondition for trade and that train buyers on ethical trade, making it more central to core business.  Interviews with retailers suggest this has some direct positive effects, including making it inefficient to switch suppliers frequently or source short run, seasonal products from countries like China which have a high risk of non-compliances on ethical audits.  Including ethical trade in staff performance objectives was also viewed by retailers as important for ensuring that it is integrated into commercial decision-making.  However, interviews with suppliers suggested that even with such measures in place, other aspects of purchasing may still undermine suppliers’ ability to improve labour standards.  In general, it appears that a retailer’s overall culture and business strategies may determine how well ethical trade fits with core business practices, rather than specific tools or procedures adopted in line with current best practice in ethical trade (e.g. following recommendations from the ETI).  As such, companies that are most active in terms of implementing ethical trade requirements are not necessarily creating all the conditions for positive change, especially where there is considerable pressure on prices and a lack of security in the buyer-supplier relationship.  Meanwhile companies that are relatively inactive on ethical trade may by default allow suppliers to treat their employees well and build the kinds of relationships with their own suppliers that favour good labour practices, through having more supportive commercial relationships with them.  
Supplier quotes

“[Buying company L] is the most prescriptive because they are linking it to conditions of trade.  They are policing far more rigorously and offering more help and guidelines, but it’s based on fear not aspiration – not being caught rather than improving people’s lives.  [Buying company M] are the opposite, they are less upfront but it’s part of their soul, their brand.” 

“Ethical trade only comes up in sales when you get into a situation where [the buyer] is asking you to do things that are unacceptable.  You have to say that you can’t do it because the customer’s policies say you can’t, but buyers often don’t know anything about [ethical trade policies] and they don’t understand what they are asking for in production and labour, they don’t have a clue how products are made and don’t care.  [Buying company N] is in a league of its own in terms of buyers having responsibility [for ethical trade].  It makes a difference, you trade in a different way, you feel good dealing with them, they have a different calibre of people working for them… They are the most demanding customer but it’s worth it, you feel you are working in partnership.”

4.6 Implications for ethical trade in the personal care sector TC "4.6 Implications for ethical trade" \f C \l "2" 
In general the implementation of ethical trade programmes in this sector falls some way behind other sectors, presumably because retailers have perceived the risks to be lower and there has been little campaigning by trade unions or NGOs to draw attention to violations of labour rights.  Currently there are a handful of retailers which are leading the way in terms of communicating with suppliers about ethical trade and carrying out audits to monitor labour standards.  Suppliers in the study reported having made a number of changes to their labour practices in response to this, as well as monitoring labour providers and their supply base to try and bring improvements.  Given considerable overlap in the UK supply base of buying companies in the sector, there is a free-rider effect from the work of these retailers, with standards in the sector as a whole likely to show improvement.  
However, the general picture is that implementation of ethical trade in the personal care sector relies heavily on a conventional monitoring approach.  Such an approach has been shown to have limited impact, especially where it involves self-assessment or poorly executed audits (Auret and Barrientos 2004, Barrientos and Smith 2006, Clean Clothes Campaign 2005, Locke et al 2006).  Unlike in other sectors, there is little in the way of additional programmes to support progress, such as resources and capacity building for suppliers and workers.  Nor is there a forum for stakeholders in the personal care sector to discuss issues specific to the sector, or much evidence of collaboration between companies or with trade unions and NGOs to address some of the challenges that have emerged with the implementation of ethical trade in other sectors.  
This indicates that there has been relatively little cross-learning from one sector to another, even by multiple retailers with considerable experience of ethical trade.  Nor is ethical trade integrated with core business practices in the main, with buyers and commercial managers often unaware of standards and the implications of purchasing decisions for labour practices.  This is likely to have reduced the potential impact of ethical trade in the sector to date.

5. Conclusions TC "5. Conclusions" \f C \l "1" 
The aim of the study was to identify drivers and constraints of ethical trade in the personal care sector.  Previous research in the food and apparel sectors has found that the structure and nature of value chains, the purchasing practices of buying companies and the way ethical trade policies are implemented can all serve to either drive or constrain good labour practices at supplier sites.  The findings presented in this report indicate that the same dynamics occur in the personal care sector.  It found considerable variation between buying companies in the way they structure and manage their value chains, depending on factors such as the type of company, quality of products, customer base profile and overall business strategies.  There is also variation within individual companies in terms of how they treat different suppliers and products – for example, many have a core of key suppliers with whom they have close, ongoing relationships, supplemented by a plethora of smaller, less regular suppliers and indirect supply relations.  These differences are likely to either facilitate or undermine progress in ensuring decent working conditions.  

Taking the sector as a whole, there appears to be some differences between personal care and sectors like food and apparel which may reduce the risk of poor labour standards, including: 

· More complex and longer NPD processes which facilitate closer relationships between buying companies and suppliers; 

· Less fluctuation in volumes and less widespread use of just-in-time ordering systems;

· Various factors underpinning a continued role for UK/EU manufacturing (see Section 2.2).
  

However, the research suggested (though could not conclusively prove) a number of trends which would significantly increase the risk of poor labour practices in the sector, especially in relation to retailers’ private label products
:

· Retailers are under pressure to reduce retail prices while increasing their margins and in turn are putting suppliers under pressure to cut costs;
· Suppliers are increasingly having to compete for business based on price which undermines their commercial relationships with buying companies and with their own suppliers;

· There is greater sourcing of both components and manufactured goods from developing countries, especially China;

· Value chains are becoming more complex and agents are being used more frequently;

· NPD and lead times are being reduced and just-in-time ordering and penalties for late delivery are being used more than previously (albeit less than in other sectors), while retailers often delay committing to orders and making decisions;

· A higher proportion of contract labour is being used (in the UK) to cope with fluctuations in volumes, much of which is migrant.

The findings of studies in other sectors indicate that all these developments increase the probability that workers in the personal care sector may face low wages, long hours and compulsory overtime, insecure employment and other violations of ethical trade standards (Actionaid 2007, Barrientos and Smith 2006, Clean Clothes Campaign 2008, Oxfam 2004, SUDWIND Institute for Economy and Ecumenism 2007, War on Want 2006).  Currently the greatest risk of poor labour practices in the sector lies with Gift and Accessories products and with suppliers of components, where sourcing is largely from Asia and often through agents – characteristics which have been linked to poor labour standards in previous research.  However, as more and more wet products (toiletries, cosmetics etc.) are manufactured in China and first tier suppliers lack sufficient resources or security in their commercial relationships to properly monitor working conditions at all sites of production, the likelihood of poor working conditions in the sector increases.  This is exacerbated by the fact that the implementation of ethical trade programmes in the personal care sector is some way behind other sectors, with fewer audits conducted and a lack of support systems in place. 

On a positive note, there were indications that for independently branded and higher value goods (which constitute a relatively high proportion of the personal care sector) the relationship between buying companies and suppliers was less likely to act as a constraint to progress on labour standards.  There were also a few examples of retailers that exhibit many of the features which have been shown to act as drivers of ethical trade in their private label value chains, even for lower cost goods:

· They have close, stable relationships with suppliers (or at least their major suppliers) with whom they maintain relatively balanced, mutually supportive relationships;

· Use of agents is limited and there is a good degree of transparency in the supply base;

· Orders are placed with sufficient notice and responsibility for the critical path is shared;

· They have communicated their ethical trade requirements clearly and consistently, carry out audits and agree time-bound corrective action plans;

· In some cases responsibility for ethical trade is spread through the buying company and business is only placed once an ethical trade audit has been passed.
However, even for these ‘leading’ companies, pressure on prices, a lack of market incentives for improved labour standards and the absence of a coordinated sector-wide approach to ethical trade are likely to limit progress.  Overall the research adds weight to arguments that ethical trade requires companies to take an holistic approach which is driven by senior management and reflected in the organisational culture, incorporating ethical trade into core business strategies and practices and ensuring commitment and consistency in the standards to which both the buying company and suppliers are expected to adhere.  It also requires coordination and collaboration at the sector level and a more aspirational, less risk-based, attitude towards bringing improvements for workers.  Unfortunately, with high levels of competition on the high street, especially in the current economic climate, the danger is that commercial objectives take precedence over ethical objectives and tensions between the two limit the extent to which improvements in labour standards can be achieved.      
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� The report contains numerous quotes from suppliers in which buying company names are replaced with the insert [buying company A, buying company B, etc].  It should be noted that the letters A, B, etc are used consecutively for each quote and do not reflect reference to specific companies on repeated occasions.  


� For one retailer 30% of factories were in the UK and 34% in China, with the rest divided between 16 other countries.  For the other almost all first tier suppliers were UK-based but the great majority of factories were in China.


� Note that the letters A, B, etc are used consecutively for each quote in this report and do not reflect reference to specific companies on repeated occasions. 


� This does not mean industrialised countries are exempt from violations of internationally agreed labour standards.  This was highlighted in the ETI Impact Assessment Case Study on UK Horticulture (see: � HYPERLINK "http://www.eti2.org.uk/Z/lib/2006/09/impact-report/ETI-impact-2e-uk.get.pdf" ��http://www.eti2.org.uk/Z/lib/2006/09/impact-report/ETI-impact-2e-uk.get.pdf�), which identified issues related to low wages, contract labour and migrant labour, among others.


� See for example: Actionaid 2007, Clean Clothes Campaign 2005 and 2008, Oxfam 2004, SUDWIND Institute for Economy and Ecumenism 2007, War on Want 2006.


� For example, wage levels depend on numerous factors such as availability of labour in the locality, historical performance of the company and outlook of company owners.  This is evidenced in the fact that the entry level hourly rate for four of the five suppliers with their own factories exceeded the National Minimum Wage (ranging from £5.35 to £7 per hour), regardless of the pressures they were under to reduce costs.


� Based on 2006 figures, according to Datamonitor Computerwire: 
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� See: � HYPERLINK "http://www.sedex.org.uk" ��www.sedex.org.uk� for more details.


� For more information, see: � HYPERLINK "http://www.ethicaltrade.org/Z/actvts/exproj/ukagr/index.shtml" ��http://www.ethicaltrade.org/Z/actvts/exproj/ukagr/index.shtml� and � HYPERLINK "http://www.gla.gov.uk/" ��http://www.gla.gov.uk/� 


� Continued high levels of in-house manufacturing by multinational brands may also reduce the risk of poor labour practices in the sector, but it was beyond the scope of the study to investigate this.


� The study included only limited coverage of multinational brands and so the findings are principally related to retailers’ own brand value chains and, to a lesser extent, smaller independent brands. 
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