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Global Supply Chain Labor Standards
by Thomas Singer

Due to their increasing practice of outsourcing the production and assembly of products to
third parties around the world, many companies have taken an active interest in supply chain
labor standards. This report examines the adoption of supplier codes of conduct and supply
chain labor policies, offers a framework for companies that wish to implement supply chain
sustainability programs, and provides an overview of media coverage, proxy voting guidelines,
and shareholder resolutions related to this topic.
Concern over labor standards in global supply chains first
surfaced as an important topic in the 1990s. During that
decade, a number of companies in the apparel industry
faced pressure from consumers and nongovernmental
organizations (NGOs) to monitor and disclose working
conditions in their supply chains. This increased scrutiny
ultimately resulted in several companies adopting supplier
codes of conduct and supply chain labor policies. Almost
two decades later, supply chain labor standards have
reemerged as an important issue for global companies.
Today, however, questions are being asked of both apparel
companies and companies in other high-profile industries.
In addition, investors have expressed concerns about supply chain labor standards in the form of shareholder resolutions on the topic during recent proxy seasons.
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The global expansion of companies’ supply chains has
led to a system in which products are not only primarily
manufactured by third parties, but also often produced
and assembled several thousand miles away from company
headquarters. The outsourcing model has proved tremendously successful for global companies, allowing them to
focus more on core product design and marketing and less
on manufacturing. While this model has allowed companies to benefit from significant advantages of scale and
efficiency, it has also, in many instances, distanced companies from the actual labor that goes into producing their
products. Control of how products are manufactured has
inevitably shifted primarily to suppliers.

Focus on Supply Chain Transparency
In the early 1990s, most companies operated under the principle that concern about the social and environmental practices
of their suppliers was beyond their scope of responsibility.
This perspective was challenged, however, in 1997, when
United Students Against Sweatshops (USAS) voiced concerns about the working conditions at the factories supplying
major brands with collegiate apparel. USAS put pressure on
apparel companies to disclose factory working conditions.
At that time, consumer awareness about questionable factory conditions was growing, and the anti-sweatshop movement was gaining strength. In 1999, an initiative introduced
by the Clinton administration established the Fair Labor
Association (FLA), an organization tasked with ending
child labor and sweatshop practices in apparel and footwear
factories. USAS was fairly critical of the FLA for being led
by industry, and, in 2001, the student group launched the
Workers’ Rights Consortium (WRC) to develop a structure
for monitoring working conditions at factories.1
Much of the focus of USAS and the WRC was on transparency and factory disclosure. The organizations urged companies to disclose their factory lists so that factory working
conditions could be assessed. With supplier transparency
virtually unheard of at the time, companies were resistant to
requests for disclosure and showed little interest in divulging
details that were considered to be of competitive value. In
2005, however, there was a significant milestone in supplier
transparency when Nike became the first company to publish a list of its global suppliers on its website. Since then, a
few other apparel companies have followed suit, including
Levi-Strauss, Timberland, Puma, Adidas, and Reebok.
To this day, several major companies continue to guard supplier information closely, including Apple, which has been
subject to media pressure regarding questionable working
conditions at its suppliers. Since 2007, Apple has released
yearly reports summarizing results from its own supplier
audits. The reports highlight several labor violations, including the use of child labor and extended working hours. In
2010, Apple’s largest supplier, which is also a supplier to several other high-tech companies, reported a series of suicides
at its factories. This revelation raised a number of questions
regarding the labor practices of global suppliers and reignited debates on supply chain corporate responsibility. Labor
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activists, who contend that supplier transparency is a critical
step toward improving working conditions, have urged global
companies to release the names of their suppliers. In response
to mounting pressure, Apple released a list of its major suppliers in January 2012, joining Hewlett-Packard, Intel, and
a growing group of companies that are paving the path for
supply chain transparency.
The relationship between companies and their suppliers
today looks somewhat different than it did in the 1990s. An
increasing number of companies now recognize that ensuring adequate working conditions in their supply chains does
fall under their scope of responsibility. Corporate efforts to
improve supply chain labor conditions have included multistakeholder initiatives to establish codes of conduct, social
audits, monitoring systems, and product labeling schemes,
such as fair trade labels. Despite these initiatives, however,
there continue to be real concerns about the degree of
progress that has been made in ensuring suppliers are not
abusing workers’ rights. For example, in a 2011 Associated
Press article, Nike acknowledged that almost two-thirds
of the factories making Converse products failed to meet
Nike’s standards for contract manufacturers.2 Gap Inc. has
reported that between 10 and 25 percent of its suppliers
in China do not comply with child labor laws, fail to pay
overtime as required, and do not provide at least one day
off each week.3 While most companies recognize that they
are increasingly being held accountable for their suppliers’ conduct, the reality is that only a few companies have
adopted specific policies and systems to address labor conditions in their supply chains. According to a 2009 Harvard
benchmarking report, 28 percent of global companies had
labor and human rights policies covering their global supply chains. However, only 6 percent of companies said they
monitored their suppliers for compliance or set targets for
improving behavior.4
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Supply chains represent an important strategic advantage for
companies, but they can, if not carefully managed, be a potential source of risk. A 2008 survey by PricewaterhouseCoopers
(now PwC) revealed that 59 percent of supply chain executives identified working conditions as the most significant
risk to their supply chains.5 To mitigate this risk, companies
need to work closely and in partnership with their suppliers
to set clear expectations around working conditions. The
United Nations Global Compact offers a useful framework
for companies wishing to implement supply chain sustainability programs, including social and human rights issues.
The Global Compact outlines the following guidelines:6

•

Deliver clear messages to suppliers and be transparent
with all stakeholders, including trade unions and customers.

•

Support suppliers that develop better human resources
management expertise and value dialogue with workers.

•

Understand what constitutes a living wage and support
suppliers that increase wage levels.

•

Ensure that purchasing practices support stronger supplier
businesses and better jobs for workers.

•

Adopt or adapt Operational Procedures for Remediation of
Child Labor (CLOP) and Guidelines for Supporting workers
during Factory Closure.7

Commit

Media Coverage of Supply Chain Labor Standards Issues
Recent high-profile media coverage on issues related to
supply chain labor standards has primarily focused on the
electronics industry, and in particular, on working conditions
in factories in China (Table 1). Reports have also focused
on other industries, including issues of child labor in the
chocolate industry and violations of working conditions in
the apparel industry. Some coverage has highlighted industry
and government initiatives aimed at improving supply chain
labor standards, such as a recent California law that requires
companies to report on their efforts to monitor human rights
abuses in their supply chains.

•

Develop the business case by understanding the external
landscape and business drivers

•

Establish a vision and objectives for supply chain sustainability

•

Establish sustainability expectations for the supply chain

Assess

•

Determine the scope of efforts based on business priorities
and impacts

Define and Implement

•

Communicate expectations and engage with suppliers to
improve performance

•

Ensure alignment and follow up internally

•

Enter into collaboration and partnerships

Measure and Communicate

•

Track performance against goals and be transparent and
report on progres

The consulting firm Impactt offers the following recommendations to companies that seek to work with their suppliers
on issues related to working conditions:

•

Through inclusive research in supply chains across different
countries, understand worker priorities and aspirations to
help shape ethical trade policies and projects.
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Proxy Voting Guidelines Supply chain labor standards have
been on shareholder activists’ agenda for several years,
and the proxy voting guidelines on this topic are fairly well
established. Most prominent organizations that issue proxy
voting guidelines include guidelines related to human rights
and labor standards in supply chains. While it is generally
uncommon for organizations to issue guidance for voting
against resolutions on this topic, a few organizations base
their guidance on a case-by-case basis. These guidelines typically recommend shareholders evaluate whether a company’s
existing practices and policies sufficiently meet shareholder
demands. Table 2 offers a summary of some of the relevant
voting guidelines issued by a few prominent organizations.
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Topics and References to Consider in Writing and Adopting a Supplier Code of Conduct
The UN Global Compact and Business for Social Responsibility (BSR) provide a list of topics for companies to consider
in developing a supplier code of conduct.
Sample Policy Areas that Align with the Global Compact Policy

Potential Sources to Reference

Human Rights and Labor

Environment

United Nations Global Compact*

1 Forced labor

15 Material toxicity and chemicals

2 Child labor

16 Raw material use

Universal Declaration
of Human Rights

3 Working hours

17 Recyclability and end of life of products

4 Wages and benefits

18 Greenhouse gas emissions

Protect, Respect and Remedy:
a Framework for Business
and Human Rights

5 Humane treatment

19 Energy use

ILO International Labour Standards

6 Nondiscrimination

20 Water use and waste water treatment

7 Freedom of association and
collective bargaining

21 Air pollution

ILO Code of Practice in
Safety and Health

22 Biodiversity

OECD Guidelines for
Multinational Enterprises

Anti-Corruption

The Rio Declaration on
Environment and Development

8 Occupational safety
9 Emergency preparedness
10 Occupational injury and illness
11 Fire safety
12 Industrial hygiene
13 Physically demanding work
14 Machine safeguarding

23 Conflict of interest
24 Gifts, meals and entertainment
25 Bribery and kickbacks
26 Accounting and business records
27 Protecting information
28 Reporting misconduct

United Nations Convention
Against Corruption
ISO 14001
SA 8000
OHSAS 18001

* For a detailed discussion of anticorruption in the supply chain, including model language for a code of conduct, refer to the Global Compact publication “Fighting Corruption in
the Supply Chain: A Guide for Customers and Suppliers.”
Source: “Supply Chain Sustainability: A Practical Guide for Continuous Improvement,” United Nations Global Compact and Business for Social Responsibility, 2010, p. 22.
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Shareholder Proposals Related to Labor
Standards 2010–2011
There were nine shareholder proposals in 2010 and 2011 that
related to labor standards in the supply chain that were voted
on by shareholders (Table 3). Three proposals were voted on
during 2011 at Kroger, Reynolds American, and Boeing. The

remaining six were voted on in 2010 at Fred’s, Abercrombie &
Fitch, Altria, Urban Outfitters, Phillip Morris, and Reynolds
American. None of the shareholder resolutions passed. The
proposal at Abercrombie & Fitch received the highest support
during this two-year period—32.8 percent “for” votes as a
percentage of yes/no votes.

Table 1

Media coverage of supply chain labor standards
Publication

Date

Title

Type

New York Times

2/13/2012

Apple Asks Outside Group to Inspect Factories”

Blog

“How Big Chocolate Plans to Save its Cocoa Supply”

Article

Fortune

2/7/2012

Huffington Post

1/29/2012

“Bring Fair Trade to Electronics”

Article

New York Times

1/25/2012

“In China, Human Costa are Built into an iPad”

Article

Inc.

1/25/2012

“Make Sure You’re Not Running a Sweatshop”

Article

CFO

1/25/2012

“Lawmakers Act to Stem Suppliers’ Abuse of Workers”

Article

BusinessWire

1/19/2012

“Corporations Launch First-of-a-Kind Testing of New
Labor & Human Rights Supply Chain Performance
Indicators”

Press Release

Financial Times

11/28/2011

“Nestlé to Investigate Child Labour in Ivory Coast”

Article

www.conferenceboard.org
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Table 2

Proxy voting guidelines on supply chain labor standards
Organization

Guideline

Summary

Ceres

FOR

We believe that it is the responsibility of businesses to protect and uphold labor
and human rights in their own operations and throughout their supply chain.
Management practices that reflect adherence to the highest level of labor and
human rights standards will build long-term value in the company by maintaining
high levels of workforce productivity, engaging workers and community
stakeholders in innovation and new business strategies and enhancing the
corporate reputation for good corporate citizenship. Adherence to these standards
will minimize the risk of disruption of operations due to labor or human rights
disputes. We therefore generally recommend voting ‘FOR’ resolutions that call for
implementation and independent compliance monitoring of ILO and United Nations
standards and MacBride principles. We expect that the Board will oversee labor
and human rights practices and report to shareholders on such practices, including
worker health and safety practices, compensation practices, non-discrimination
and workplace diversity practices. We therefore recommend voting ‘FOR’
resolutions making such requests.

TIAA-CREF

FOR

TIAA-CREF will generally support reasonable shareholder resolutions seeking
a review of a company’s labor standards and enforcement practices, as well as
the establishment of global labor policies based upon internationally recognized
standards.

Domini

FOR

The outcry against the use of offshore sweatshops by U.S. retailers has many
origins. Underlying those protests, however, is a common assumption: U.S.
corporations have the power to alter the conditions under which their vendors
operate. Shareholders have asked companies to adopt codes of conduct that
incorporate the core conventions of the International Labor Organization, and to
report on these standards, focusing especially on the workers’ rights to organize
and bargain collectively, overall working conditions, and worker compensation.
They have also asked for (1) companies to use external, independent monitoring
programs to ensure that their vendors comply with their standards; and (2) reports
on companies’ efforts to implement and enforce their code of conduct. We will
support these resolutions.
continued on next page
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Table 2 (continued)

Proxy voting guidelines on supply chain labor standards
Organization

Guideline

Summary

ISS

CASE BY
CASE

Generally vote FOR proposals requesting a report on company or company supplier
labor and/or human rights standards and policies unless such information is
already publicly disclosed.
Vote CASE-BY-CASE on proposals to implement company or company supplier
labor and/or human rights standards and policies, considering:

• The degree to which existing relevant policies and practices are disclosed
• Whether or not existing relevant policies are consistent with internationally
recognized standards

• Whether company facilities and those of its suppliers are monitored and how
• Company participation in fair labor organizations or other internationally
recognized human rights initiatives

• Scope and nature of business conducted in markets known to have higher risk of
workplace labor/human rights abuse
Recent, significant company controversies, fines, or litigation regarding human
rights at the company or its suppliers

• The scope of the request
• Deviation from industry sector peer company standards and practices
Florida State
Board of
Administration

CASE BY
CASE

Proposals to implement certain human rights standards and policies at company
facilities are evaluated by the SBA on a CASE-BY-CASE basis. In examining these
proposals, the following should be considered:

• The degree to which existing human rights policies and practices are disclosed
• Whether or not existing policies are consistent with internationally recognized
labor standards

• Whether company facilities are monitored (and how)
• Company participation in fair labor organizations or other internationally
recognized human rights initiatives

• The company’s primary business model and methods of operation
• Proportion of business conducted in markets known to have higher risk of
workplace labor right abuse

• Peer company standards and practices
• Union presence in company’s international factories
Sources: Ceres 2011 Guidance Proxy Voting for Sustainability, p. 15 (www.ceres.org/resources/reports/proxy-voting-for-sustainability); TIAA-CREF Policy
Statement on Corporate Governance 6th Edition, p. 35 (www.tiaa-cref.org/ucm/groups/content/@ap_ucm_p_tcp/documents/document/tiaa01010204.pdf);
Domini Proxy Voting Guidelines and Procedures 13th Edition, p. 45 (http://www.domini.com/common/pdf/ProxyVotingGuidelines.pdf); ISS 2012 US Summary
Guidelines, p. 64 (www.issgovernance.com/files/2012USSummaryGuidelines.pdf); Florida State Board of Administration Corporate Governance Principles and
Proxy Vote Guidelines, p. 62 (www.sbafla.com/fsb/LinkClick.aspx?fileticket=XtY-54lfidU%3D&tabid=997&mid=2799).
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Table 3

Votes on shareholder proposals related to supply chain labor standards 2010-2011

Company

As a Percentage of
Yes/No Votes
For
Against

Meeting

Pass?

The Kroger Company

6/23/2011

No

11.1

88.9

Reynolds American

5/6/2011

No

9.8

90.2

5/2/2011

No

8

92

Fred's

6/16/2010

No

7.6

92.4

Abercrombie & Fitch

6/9/2010

No

32.8

67.2

Altria Group

5/20/2010

No

20.4

79.6

Urban Outfitters

5/18/2010

No

23.8

76.2

Philip Morris International

5/12/2010

No

6.4

93.6

Reynolds American

5/7/2010

No

10.5

89.5

The Boeing Company

Source: The Conference Board/FactSet, 2012.
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The 2011 Shareholder Proposals and Board Responses
The following section offers both the text of the shareholder
proposals that were voted on in 2011 and the summarized
responses from the board of directors of each company:

Kroger has developed its own code of conduct that not
only deals with the basic tenets of the shareholder proposal, but also requires those that do business with us to
respect their workers’ basic human rights in other respects
not covered by the proposal. We believe that our existing
code of conduct is appropriate and comprehensive, and
that adoption of the proposal is unnecessary.

The Kroger Company8
Proposal
Therefore, be it resolved that the shareholders urge
the Board of Directors to adopt, implement, and
enforce a revised company-wide Code of Conduct,
inclusive of suppliers and sub-contractors, based
on the International Labor Organization’s (“ILO”)
Declaration on Fundamental Principles and Rights at
Work and the following other relevant ILO conventions:
1. Employment shall be freely chosen. There shall be
no use of forced labor, including bonded or voluntary
prison labor (ILO Conventions 29 and 105), 2. Workers
are entitled to overtime pay when working more than 8
hours per day (ILO Convention 1), 3. All workers have
the right to form and join trade unions and to bargain
collectively. (ILO Conventions 11, 87, 98, 110), 4. Worker
representatives shall not be the subject of discrimination and shall have access to all workplaces necessary to
enable them to carry out their representation functions
(ILO Convention 135).

Reynolds American9
Proposal
RESOLVED shareholders request Reynolds American
Tobacco Inc Board of Directors to commit itself to create
effective procedures to implement protocols ensuring basic
worker rights consistent with internationally agreed-upon
human rights conventions in the countries which supply its
tobacco and to find ways to ensure, through truly independent monitoring, that its varied suppliers are enforcing
these protocols as well as all other pertinent laws of the
nations in which its suppliers operate.

Board Response
The board of directors recommended voting AGAINST the
resolution and offered the following rationale:
The Board believes that this shareholder proposal to
require RAI to create human rights protocols for the
company and its suppliers would not be in the best interests of RAI and its shareholders. This proposal previously
has come before shareholders for their consideration at
our 2008, 2009 and 2010 annual meetings. This proposal
was defeated by shareholders at all three meetings, with
only 11.13 percent, 12.99 percent and 9.77 percent of the
shares voting at such meetings supporting the proposal.
RAI and its major operating companies are U.S. companies that conduct business almost exclusively in the
United States and Puerto Rico.

Board Response
The board of directors recommended voting AGAINST
the resolution and offered the following rationale:
Kroger recognizes the importance of ensuring basic
human rights are respected by those seeking to do business with us. Kroger has in place a comprehensive code
of conduct that is applicable to those that furnish goods
or services to us, as well as their contractors. That code
of conduct has been published and is available on our
website at www.thekrogerco.com. While Kroger’s code
of conduct for vendors covers the issues addressed by the
proposal, it is substantially more comprehensive. Our
existing code of conduct requires compliance with all
applicable labor laws, regulations, and orders, including
the Fair Labor Standards Act….

8

Source: The Kroger Company proxy statement, filed May 13, 2011, p.
62.
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Over 99 percent of the companies’ total tobacco sales
revenue, excluding contract manufacturing for other
tobacco companies, is generated from the U.S. market.
The United States has an extensive foundation of federal,
state and local laws and regulations that support human
rights. In addition, these laws are enforced by federal and
state regulatory agencies and through direct access to the
courts by individuals. RAI and its operating companies
strive to comply with all laws and regulations; we do not
believe it is appropriate for RAI and its operating companies to assume the regulatory and enforcement role of
the federal, state and local governments…
RAI and its operating companies continue to identify and
act on appropriate opportunities to encourage improved
human rights conditions in supply chains. RJR Tobacco
also continues to seek feedback and insight into contract
growers’ and their workers’ perspectives through on-farm
surveys. RAI and its operating companies continue to
believe that the primary responsibility for ensuring human
rights rests with suppliers, governments and regulators in
the appropriate countries and that it is not appropriate for
RAI and its operating companies to assume the regulatory and enforcement role of these individual companies
and governments.

The Boeing Company10
Proposal
RESOLVED that The Board of Directors of The
Boeing Company work with management to implement
independent third-party monitoring of its supply chain
to verify compliance with its existing “Basic Working
Conditions and Human Rights” and to regularly share
with concerned shareholders its findings, along with
the company’s own findings.

Board Response
The Board of Directors recommended voting AGAINST
the resolution and offered the following rationale:
Boeing’s management maintains detailed procedures,
subject to Board oversight, that enforce our suppliers’
human rights commitments, and therefore spending
Company resources on additional monitoring is an
unnecessary use of Company funds.

Boeing is committed to the highest standards of corporate integrity and ethical business conduct, including with
respect to the protection and advancement of human
rights in its worldwide operations.
Boeing implements this commitment primarily through
its Code of Basic Working Conditions and Human
Rights (the “Code”), which is accessible at www.boeing.
com in the section “About Us – Culture & Values.” In
addition, the Company has extended its human rights
commitment to include oversight of suppliers…
In connection with the adoption of the Code, Boeing
also implemented detailed procedures for monitoring
and investigating alleged violations of its human rights
policies. For example, the Code provides that possible
violations should be reported through formal channels,
such as the Company’s ethics hotline, and the Code also
makes clear that retaliation against anyone who reports
suspected violations will not be tolerated. Furthermore,
any reported violations of the Code are investigated by
the Office of Internal Governance and are reported to
the Audit Committee and, as appropriate, to the full
Board. As a result, the Board believes that mandatory,
across-the-board third-party monitoring of suppliers
would impose significant costs on the Company without
improving upon the procedures currently in place.
The Board believes that our suppliers are critical to our
success, and that therefore our relationships with them
should be managed by Boeing’s management, not by
third parties...

Conclusion
The topic of supply chain labor standards is an important
issue for directors and senior executives of high-profile
companies with global operations, particularly as these
companies can be exposed to significant reputational
consequences as a result of questionable supplier practices.
Shareholders and labor activists increasingly expect companies to exert pressure on their suppliers to demonstrate
fair and adequate labor conditions, and, in some cases,
companies are being asked to disclose their closely-guarded
supplier lists. Although some progress has been made
on this issue over the last decade, company directors can
expect to see a resurgence in shareholder requests related to
supply chain labor standards.

10 Source: The Boeing Company proxy statement, filed March 18, 2011,
p. 63.
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