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Foreword



1. Background Over the past two decades there has been an explosion of garment manufacturing in developing countries. More and more of the clothing being sold in Sweden is produced in poor countries far away, while garment manufacturing here in Sweden has disappeared almost entirely and has decreased significantly in the European Union. The import of clothing from Asia, eastern Europe and Turkey is increasing. The clothing retailers that sell clothing in mainly Europe and North America do not own the factories where the clothing is produced. Instead, the clothing companies turn to suppliers for production. The employees of clothing companies are found mainly in divisions handling distribution and sales. Utilising supplier factories as the site of garment manufacture can be one way to avoid being responsible for the conditions of manufacturing since the owners of supplier companies are the ones who are legally responsible for the working conditions and environment at their factories. However, for trade union organisations and many NGOs, including the international network Clean Clothes Campaign and its Swedish division Rena Kläder, it is self-evident that the clothing companies themselves are morally responsible for the conditions of production. One important requirement is that the clothing companies adopt codes of conduct and develop an infrastructure for inspecting the ethical and environmental standards of their suppliers. The basis for this is the occurrence of extensive inconsistencies that are found in low-wage production, especially in Asia. Harassment of trade union members is very commonplace, and trade union organisations are completely forbidden in many free economic zones. Safety and the working environment are neglected entirely in several countries. In 2005 a total of 130 textile workers died and 480 were seriously injured in Bangladesh alone. The biggest accident occurred on April 11, 2005, when a clothing factory in Savar collapsed because of shoddy construction and 79 workers were killed (H&M did not have any manufacturing at that factory).1 Wages in the garment industry are consistently low. One reason for this is that the government-regulated minimum wage, which for the most part is used by the factories as their standard wage level, is consistently low. The workers are often forced to work overtime in



order to make enough money to live on. Many workers in these factories live in temporary lodgings close to the factories, where many people live in the same room. In other cases the workers live in slum areas close to the factories. A great majority of the employees are women who have recently moved from the country to industrialised areas outside the big cities. The wages for these women are consistently lower than those of the men who are employed in male-dominated industry branches. So the conditions of manufacturing involve many aspects: trade union rights, tolerable conditions for the employees, the environment, and even gender equality.2



More and more of the major clothing companies have succumbed to the pressure put on them to adopt codes of conduct and to systematically improve the conditions in supplier factories. Of these clothing companies H&M, Hennes & Mauritz AB, is the biggest by far. H&M is also one of the companies that has built up an infrastructure for influencing the conditions of supplier factories. There is therefore good reason to take a closer look at H&M’s work and to shed light on it.



This study addresses H&M’s infrastructure for influencing ethical and environmental conditions in supplier factories.



2. Facts about H&M’s suppliers H&M utilises about 700 suppliers that manufacture clothing for the company. The number of suppliers has decreased somewhat over the past decade. According to the company this is mainly because social auditing has led to the dismissal of some suppliers, but also because H&M no longer operates the company Galne Gunnar.3



Suppliers can in their turn have manufacturing at more than one factory. Garments (and some other products, including bags, make-up, etc) are manufactured for H&M at a total of about 2,000 factories (production units). Most of their suppliers also manufacture garments for other clothing chains. The portion of the production resulting from H&M orders varies from supplier to supplier and can change with time. Some of H&M’s suppliers manufacture only one item of clothing, while other suppliers are quite large.



About two-thirds of the suppliers have their production in Asia. Of these, China is the site of half of the manufacturing. This also means that China is the single most important country of production. Other countries in Asia where H&M has suppliers are Bangladesh, Cambodia, India, Indonesia, South Korea, Pakistan and Sri Lanka. Of these countries, Bangladesh contains the most suppliers.



The remaining suppliers are in Europe for the most part. The country that manufactures the most for H&M is Turkey.4 Other countries with suppliers in Europe are Italy, Portugal, Greece, Bulgaria, Romania, Lithuania, Poland and England.



In some cases a supplier in a certain country has factories in other countries. In Italy, for example, there are suppliers that manufacture in Tunisia. As a rule, the suppliers are the owners of the factories, but there are exceptions where manufacturing in its turn is commissioned to subcontractors, which is common in China. Many suppliers also use special subcontractors for dyeing, embroidery and washing. In total about 700,000 people work for companies that are suppliers to H&M.5 The company estimates that a large majority of these workers are women.6



One clear trend is that the supplier companies have grown and many of them have become multi-national companies. There are especially many large supplier companies with offices in Hong Kong, Taiwan and South Korea that have large-scale manufacturing in many countries, including the Guangdong province in China.7



Besides those mentioned above, there are about 50,000 employees in H&M’s stores. This group is also made up of about 70 percent women. The largest portion of H&M employees are in Germany.



The owners of the supplier companies are legally responsible for the working conditions in H&M’s supplier factories. But given the fact that H&M is such a big client, H&M is morally responsible for how their clothing has been manufactured. This moral view is also shared by H&M’s corporate executive board. The company has therefore built up an infrastructure for the auditing and improvement of working conditions and the environment.8



3. The purpose of this report The purpose of this report is to review H&M’s infrastructure for the improvement of conditions in supplier factories. The basis for the study includes H&M’s organisation, structure, tools and goals toward this end. The study does not, however, contain any investigations into how H&M’s infrastructure for improving working conditions has been implemented at the workplace level. This means that the conclusions in this study must be complemented with others, and also that the conclusions must be considered with caution. Neither does the study address the conditions for employees in H&M’s retail stores. Another limitation of this study is that it focuses mainly on working conditions and working environment in H&M’s supplier factories and not as much on how the factories are affecting the natural environment.



Despite these reservations, there are still reasons to consider it important to describe and analyse H&M’s infrastructure for the inspection of working conditions and environment. There is a lot of experience in this kind of social auditing today, not least of all within Clean Clothes Campaign, which also makes it possible to point out what has been successful and what has been problematic. An excellent overview of previous experiences is presented in the essay Looking for a quick fix – How weak social auditing is keeping workers in sweatshops (2005).9



4. Methods and sources The most important foundation for this study is based on interviews conducted with H&M’s president for environmental and social responsibility, Ingrid Schullström (December 6, 2005, and February 2, 2005); with Tobias Fischer (January 5, 2006), regional co-ordinator for CSR in India, Bangladesh and Pakistan and stationed at the company’s production offices in New Delhi; and Ineke Zeldenrust (January 31, 2006), supervisor at Clean Clothes Campaign’s offices in Amsterdam.10 Joel Lindefors for Rena Kläder in Stockholm has read previous versions of the study and has provided valuable input.



Joel Lindefors and Ingrid Schullström have also had the chance to comment on previous versions of this report. Ingrid Schullström has also written her own commentary that can be found among the attachments to this report. An earlier version of the report was translated to English in the middle of February 2006. This made it possible for Ineke Zeldenrust, coordinator of CCC in Holland, Stefan Indermühle, co-ordinator of CCC in Switzerland and Martin Hearson, co-ordinator of CCC in Great Britain, to provide comments on the earlier version. Ineke Zeldenrust provided especially valuable input. This also led to a basic revision of the previous draft. Another person who has read an earlier version is Henrik Lindholm at Fair Trade Center.11 A short telephone interview was also conducted with Mats Svensson, international secretary at IF Metall on February 3, 2006.12 Margareta Gadefelt deserves special thanks for her wonderful job of proof-reading.



Another basis for this study has been official documents from H&M, most of which are published in Corporate Social Responsibility Report 2004 (H&M, 2004). In the writing of this report, the author was given the chance to see some unofficial documents at H&M’s offices, including the manual containing inspection questions for H&M’s auditors. Other facts have been drawn from books and writings that are provided in the list of sources.



The method for the study has been to first systematically describe H&M’s infrastructure for the improvement of working conditions in supplier factories. The expression for this policy and infrastructure is Corporate Social Responsibility (CSR). H&M describes their own CSR model in this way: “a concept whereby companies integrate social and environmental concern in their business operations and in their interaction with their stakeholders on a voluntary basis in order to meet or exceed the ethical, legal, commercial and public expectations that society has of business”. (Corporate Social Responsibility Report 2004, page 6).



For the most part this report contains descriptions of H&M’s infrastructure for the auditing of supplier factories. Some sections conclude with a commentary. There is also one section at the end of the report that contains all of the conclusions drawn from this study.



Views on the previous version of the report have, as stated above, been provided by many people. But in the end it is the author who is responsible for the final choice of material. This includes both the descriptive sections and the informative conclusions (these appear under the heading “Commentary” as well as under “Conclusions” at the end of the report).



5. The manufacturing that H&M is responsible for H&M’s code of conduct and its strategy for the improvement of working conditions and environment applies to all factories where H&M products are manufactured. However, the code of conduct and strategy do not apply to those companies that sell goods (fabric, thread, sewing machines etc) and services (transport, meals etc) to the suppliers. Neither does the code of conduct include the companies from whom suppliers lease buildings for production.



The main principal is that H&M is morally responsible for how the manufacture of H&M products takes place. The supplier’s responsibility is to make sure that the companies they buy materials from maintain an acceptable ethical standard.



However, if the supplier produces the fabric and other material that will then be used in the manufacture of clothing for H&M, then H&M’s code of conduct also applies to the production of the fabric.



H&M is also involved in a collaboration with the World Wildlife Fund for the improvement of conditions in the cotton industry. Many NGOs, companies and UNEP are also included in this collaboration.14 H&M is of the opinion, however, that it is better to try to influence the cotton industry directly without doing it through supplier companies. The reason for this is that the suppliers buy fabric from subcontractors who in their turn buy cotton from big wholesalers that have bought the raw material from cotton plantations in many parts of the world.15



Also included in the main principal is that H&M is responsible for a final product that is environmentally acceptable from a consumer perspective. It is not acceptable for fabrics or other materials to contain toxins that can affect the consumer. Commentary:16 Many toxins are used in the cotton industry. H&M’s involvement in this area and the collaboration with the World Wildlife Fund is therefore an appropriate item for a separate evaluation.



6. Description of the infrastructure for the auditing and improvement of conditions in supplier factories



6.1. Personnel resources At H&M’s main offices in Stockholm the infrastructure for ethical and environmental inspections of suppliers is led by Ingrid Schullström. Also, five people at the central office work with these issues, two of whom are so-called co-ordinators.



H&M also has production offices in all of the countries where a significant amount of manufacturing takes place. In total H&M has 22 production offices. Ten of these offices are located in Europe and ten in Asia, four of which are in China (Hong Kong, Beijing, Shanghai and Guangdong) and two in India (Delhi and Bangalore). Besides these there is an office in Mexico and one in Mauritius. At the production offices there is a total of about 40 social auditors who are responsible for the ethical and environmental inspection of supplier companies. The number of auditors has increased successively, with ten having been added in the last five years. China has the most social auditors,17 with ten at present. In Bangladesh there are eight, in India five, etc. The main task of the auditors is to evaluate how well H&M’s code of conduct is being complied with. This happens by way of inspections at supplier factories, where the factory management and a selection of employees are interviewed; written documents are scrutinized; working environment and premises are checked on visually; and finally the conditions at the factory along as well as the management of the factory are analysed.18 The auditors are recruited mainly from among ILO supervisors, lawyers, revisors and people who have worked with ethic review or environmental issues for governments and other companies. The auditors are trained internally by H&M. In December 2004 a global meeting was held for all social auditors.



Those responsible for H&M’s ethics work at the central office in Stockholm, along with the auditors at the production offices, make up the core of H&M’s infrastructure for ethical and environmental inspections of supplier factories. According to the company, however, all employees19 are educated in these issues, with the fundamental aspects being H&M’s code of



conduct, methods for influencing supplier companies, and international regulations, like ILO’s fundamental conventions.



As opposed to many smaller clothing chains, H&M has production offices in basically every country where the manufacturing of clothing for H&M occurs. However, countries like China, India and Indonesia are enormous. Even in the instances where H&M has many production offices (like in China), the distance from the office to the site of production can sometimes be quite far.



6.2. Guiding documents In 2004 H&M formulated a new strategy for the auditing and improvement of conditions in supplier factories. According to the company, the new strategy was based on evaluations of supplier factories made by 12,000 inspectors since 1997. The core points of this new strategy are formulated in Corporate Social Responsibility Report 2004 (especially page 2 and 25-27).



Another important guiding document is the code of conduct that H&M adopted in 1997 (see attachment). As H&M’s strategy has developed, however, the code of conduct plays a less central role. That which is written in the codes of conduct is still applicable, but both the methods and the requirements of the suppliers has developed more extensively. H&M has also built up an infrastructure with 40 auditors, something that did not exist when the code was adopted.



In January 2004 H&M signed a global agreement with UNI, the global union for trade workers and others. However, this contract only regulates conditions for those who are employees of H&M.



6.3. H&M inspections of supplier factories 2004 In 2004 H&M auditors made a total of 2,717 social inspections of supplier factories and potential supplier factories, the main portion being in Asia. One third of these inspections were unannounced. The inspections resulted in 16 companies being rejected after inspection and a follow-up inspection. This means that H&M does not have any manufacturing being done at these units today.



At the end of 2004 there were 143 factories on H&M’s list of factories rejected by the company because of a breach of H&M’s code of conduct.



H&M has permanently rejected co-operation with nine suppliers because they were manufacturing in unauthorised factories,20 practised child labour or repeatedly used false documentation.



H&M has a policy of notifying suppliers far ahead of time that they will not continue to cooperate with them in order to give the companies a chance to make the needed changes.



During 2004 H&M organised 20 workshops for suppliers and subcontractors to explain how the company implements the code of conduct.



The inspections done by H&M resulted in classifying three particular violations as major: (a) When the suppliers have manufacturing at factories that are not authorised by H&M. It is obviously vital to H&M that they are in control of where production takes place. (b) When suppliers use or employ child labourers. (c) When suppliers use false documentation. It is this kind of conduct that has led to H&M permanently rejecting co-operation with certain suppliers.



According to Ingrid Schullström, the most common problem at supplier factories is that the employees put in far too much overtime.21 At the same time there is a certain pressure on the companies to be able to handle manufacturing large orders. Ingrid Schullström says that one of H&M’s problems is to find the capacity for being able to handle certain quotas of production.



Something that can contribute to the time pressure is that the lead times have been shortened. Ingrid Schullström emphasises though that lead times are not the same thing as production times. The lead time is from H&M deciding that a product will be produced to it coming to pass. Included in that timeframe is buying fabrics, developing test samples that are to be approved, etc. The production time is the time that the actual manufacturing takes. So shorter lead times do not necessarily mean shorter production times, Ingrid Schullström points out.



The reasons for shorter lead times are, according to Ingrid Schullström, technological ones (it is faster to use e-mail) and that the clothing chains do not want to risk manufacturing large amounts of clothes that have already gone out of fashion. She points out that changes in fashion are especially rapid for women’s and children’s clothes.



6.4. Experiences from H&M inspections of supplier companies in southern Asia Fel! Bokmärket är inte definierat., who has worked with CSR issues in H&M since 2000 and has been H&M’s regional co-ordinator for CSR in southern Asia since 2005, describes how the inspections in the region have gone through three phases: “In the first phase H&M had its focus on safety issues and working environment. The inspections were ‘visually based,’ visual problems were the focus. One important issue was also to make perfectly clear which production units the suppliers used.” “In the next phase documentation was emphasised. Suppliers were required to have reports on wages, working hours, employee contracts, etc.” “In the third phase the perspective was widened and was more about strengthening the dialogue within supplier companies and with H&M. Dialogue in the factories between the employees and factory management was especially focused on, including trade union rights.” Tobias Fischer says that inspections became more an issue of “educating the suppliers.” The methods that are used include teaching and workshops. One reason that H&M took this step was that they “identified the absence of a dialogue with the employees at the factories as a problem.”22



According to Fel! Bokmärket är inte definierat., the developments in these evaluations have also affected relationships with the suppliers. The early inspections could “sometimes be perceived as interrogations,” but now the focus is “dialogue and co-operation,” says Tobias Fischer. This change has taken yet another step through H&M’s new strategy, the Full Audit Programme (see next section).



Tobias Fischer claims that H&M’s inspections have given results. According to him, clear improvements in conditions at supplier factories have been made, including the physical environment at the factories, safety, employment procedures (for example which person makes employment decisions) and time off, etc. Tobias Fischer emphasises that all suppliers



today are also aware of what is written in the national laws about conditions at the workplace, as well as of H&M’s code of conduct. “But just because a supplier company is functioning well does not guarantee that its procedures will continue to work,” says Tobias Fischer.



Tobias Fischer says that the first few times he came on an unannounced visit to the supplier companies, he was met with mistrust. But now his face is well-known and the relationships have been more characterised by dialogue instead. “At first we would point out the problems and tell them what needed to be done, but today we let the suppliers themselves take a greater responsibility to come up with the solutions. In the dialogue we also emphasise more the causes of the problems. When those become clear it is easier to identify a corrective action that can lead to long-term solutions,” says Tobias Fischer.



As co-ordinator for CSR work, Tobias Fischer manages the social audits in Bangladesh, India and Pakistan. His assignment is to, in dialogue with the main offices in Stockholm, make sure the audits are high-quality and to make sure they are carried out in the same way each time.



Tobias Fischer also participates in prioritising which companies need to be visited. Many different parameters determine the selection: –



Where H&M currently has large production.



–



If the supplier has previously had problems (”CSR-track”).



–



Where the factories are located (it can be appropriate to revisit a factory if another factory in the same area is being audited).



–



The last time an audit took place.



Commentary: Ingrid Schullström claims that shorter lead times do not necessarily mean shorter production times. But that view stands in contrast with the analysis that shorter lead times in the clothing industry are one of the reasons that production times in the industry have become shorter on average. Clean Clothes Campaign is one organisation that has presented the latter view.



6.5. H&M’s new strategy for the auditing and improvement of conditions in supplier factories In 2004 H&M formulated a new strategy for the auditing and improvement of conditions in supplier factories. In 2005 the new strategy was successively implemented, but during a transitional period both the old and the new inspection systems have been used.



This new strategy is based on experiences from doing inspections in compliance with H&M’s code of conduct from 1997.



Ingrid Schullström mentions a few reasons for the need to renew the strategy: –



In a number of the companies close to 20 inspection visits have taken place since 1998, but some of the same problems still remain (but not so serious that the cooperation needs to cease).



–



A number of the changes that have been made have been superficial, with the purpose of satisfying H&M’s inspectors and not to achieve any long-lasting change in working conditions.



–



Experience shows that the inspections in and of themselves do not necessarily lead to improvements.



–



H&M has a wide scope of insight today into which kinds of weaknesses are the most common. However, the tools to set improvement processes into motion need to be improved.



–



In a number of cases the problems have been corrected in the factories, but then the same problems have come back after a year or so.



–



The inspections have concluded with a list of demands from H&M. When the changes have not worked, suppliers have been able to blame H&M since H&M formulated the demands.



–



The inspections have been evenly distributed between different kinds of suppliers and not occurred most frequently where the needs have been the greatest.



–



Manufacturing by suppliers has been halted because of disapproval of the manufacturing conditions, only to then resume and sometimes get halted again. This has created an erratic pattern that has not been constructive.



–



In summary, H&M finds that the previous system with inspections and follow-up lists of demands, sometimes in combination with halting production in a factory, has not



created enough long-lasting changes in the supplier companies (Ingrid Schullström emphasises however that the old system has also had some positive results).



Ingrid Schullström says that this strategy renewal is based upon the company’s own previous experiences in working with suppliers. But it can also be stated that the changes that H&M is making are directly in keeping with the opinions that the Clean Clothes Campaign has repeatedly presented, which does not mean that the changes meet the demands that are being made by CCC for an infrastructure for the improvement of conditions in supplier factories.23



The platform for this new strategy for the auditing and improvement of supplier factories is called The Full Audit Programme (FAP). Whereas the work previously consisted of carrying out inspections and pointing out what was wrong, the emphasis now lies in making clear why things are wrong. The idea is to get the suppliers themselves to take greater responsibility for improving the conditions and not just making superficial changes to satisfy H&M.



H&M especially points out that they want to enable their suppliers to take responsibility for creating effective policies, procedures, inspection systems, clear goals and follow-ups.



The Full Audit Programme is carried out in many steps. H&M’s auditors, employed by the production offices, do a thorough review of the supplier factories. This review goes on for several days and also includes interviews with many employees. There is a manual for this review covering 89 main areas, each of which has many topics. For each item the auditor will investigate, information is given on how to gather the information—reviewing the suppliers’ written documents, doing interviews or making observations in the factory. Also included in this method are interviews with both managers and employees. About 10-40 employees are to be interviewed one by one and each person for about a half an hour and without the presence of any managers. The interviews are to take place on the premises of the supplier company.



Sometimes employees are instructed by the managers ahead of time on how to answer certain questions. To avoid the employees merely repeating answers they have learned, a special method is used to get under the surface, in which the employees also answer questions about their life situations, trips to and from work, how they are handling the burden of providing for their families, etc. Ingrid Schullström says that despite the new method it is possible that an employee might not tell the whole truth.



“Recently one of our inspectors received a text message on his cell phone a few hours after an interview. During the interview the worker had not dared to mention certain violations. But when she got out of the factory she felt brave enough to send a text message,” Ingrid Schullström says.



Interviewing managers and employees of the supplier’s subcontractors is also a part of the Full Audit Programme.



The Full Audit Programme can be done at different levels of ambition. The most ambitious model can be used in “high-risk countries” (where the risk for a violation of the code of conduct is the greatest) and when large suppliers are audited. H&M’s manual is always used. But if a less thorough evaluation is to be done there are certain aspects that the auditors can skip (for example, checking on overtime for an entire year or analysing the management systems) or the documents for fewer people are checked and fewer people are interviewed.



There are many questions in the manual about human rights in the workplace (the right to organising trade unions, collective bargaining, discrimination, child labour, etc). These questions are always asked, even in countries that are not high-risk.



When auditors fill in the manual and comment on different topics they can choose between three alternatives: (a) The statement is correct, (b) The statement is incorrect and (c) Suspect. The third alternative is to be filled in by the auditors when they haven’t been able to prove violations but still have a sense that not everything is as it should be. These topics are then addressed again at follow-up visits to the factories.



The Full Audit Programme takes several days to carry out. The exact time it takes depends on how large the supplier factory is.



The next stage in the Full Audit Programme is for the suppliers themselves to analyse which weaknesses there are at their factories and to then design a program of corrective action. The central idea is that it is the suppliers themselves who should design this program and be responsible for it being carried out.



In the next phase H&M auditors, along with the company, discuss how the program of corrective action should be followed up on. One significant point is whether the specific suggestions in the program of corrective action have been followed.



In the past, H&M’s inspections led to long lists of demands that addressed everything from working environment, security, working conditions and trade union rights (but more seldom child labour). All of these issues will also exist in the new program of corrective action. But according to Ingrid Schullström, H&M’s more extensive strategies to audit suppliers will result in other kinds of problems becoming visible. She mentions the occurrence of sexual harassment.



One way to support the companies in implementing the program of corrective action can be to provide them with a better level of competence. Very often it is about issues of leadership, according to H&M.



H&M has taken the initiative to strengthen the competence of supplier companies. This has occurred through a co-operation with the student exchange organisation AIESEC.24 H&M will provide internships to exchange students through AIESEC whose ambition is to support companies that want to develop leadership. According to Ingrid Schullström it is the suppliers themselves who should find ways to solve problems. But H&M can give advice on organisation, support development of competence, arrange workshops, etc.



Depending on which needs the program of corrective action is addressing, H&M may take many new initiatives to strengthen the competence of the supplier companies.



The Full Audit Programme is further complemented with stronger centralised computer support within H&M. The computer support is to be used for three things: planning, reports and registries.



The new strategy also means a change in the names of functions within the auditing system. What was previously called inspections is now called audits. What were inspectors are now auditors.



The new strategy means that audits of supplier companies will be more concentrated on big suppliers and on those where problems are suspected. But in the future the auditors will also regularly follow up on the program of corrective action to see what has been carried out.



The audits in the framework of FAP are to be grounded on risk assessments, where companies with high risk for violations will be audited first. There is another basic reason for these risk assessments. H&M has divided all the countries where they have suppliers into three categories: (1) where violations of human rights and poor conditions in work life are common (2) where violations of human rights and poor conditions in work life are fairly common and (3) where violations of human rights and poor conditions in work life are more uncommon. These divisions are based on Amnesty International’s country reports. The major characteristics are that most of the countries in Asia have suppliers in category 1, while most in Europe belong to category 3. There are some European and Asian countries in category 2.



The risk assessments can also have a more specific basis; especially existing information on previous violations at a certain factory.



In summary, the Full Audit Programme means significantly more thorough audits than the previous inspections. The new strategy means, according to Ingrid Schullström, more precise but fewer audits. Another consequence will be that H&M will far less frequently need to completely halt all production by a certain supplier. H&M hopes this will mean that the suppliers will be less afraid to be a problem. Quite the opposite, openness in combination with a program of corrective action will be welcome.



At the same time Ingrid Schullström believes that it will not always be simple to explain H&M’s new strategy. “Those who only judge us on the surface might complain that we are going to do fewer audits. The new system is harder to explain. But we want a system that gives results and not just superficial changes, or an audit system that just looks good on paper,” says Ingrid Schullström.25



6.6. Experiences from the Full Audit Programme in southern Asia Tobias Fischer has been involved in several Full Audit Programmes (FAP). When the programme is carried out to the fullest (the highest level) it means that he and a colleague visit a supplier factory for 3-4 days.



He describes the program in the following way: –



“We always start with a meeting with the factory’s management. We explain thoroughly what we are going to do and what the purpose is. We tell them how long it will take and what help we need. At the same time we are careful to emphasise that the production in general should go on as usual.”



–



“Then we take a few random samples of salary payments, overtime, time off, employee contracts, etc. We choose a number of employees and do a review of some of their documents like employee contracts, overtime, salary payments, etc.”



–



“We also select a number of workers to interview. Some of these belong to the group of workers whose documents we have checked on. The interviews with the employees are confidential. We don’t tell the factory management what one specific worker has said. The employees we interview also get information about how they can contact us, in case they want to give us additional information later or if a problem arises. The employee interviews are done at the factories, and only the ones being interviewed are allowed to be present during the interviews.”



–



“The basis we use for FAP is the manual from H&M.”



–



“The program ends with an in-depth conversation with the factory management in which we discuss any problems and the causes of those problems.”



Tobias Fischer returns to how important it is to create trust between the auditors and factory management. “Through transparency we avoid anxiety,” he says. Openness and clarity are also, according to Tobias Fischer, a necessity for creating an attitude that can lead to real improvements and not just empty promises to satisfy the auditors.



Concerning the interviews with the employees, Tobias Fischer emphasises that they need to be designed as conversations about their jobs, family, trips to work, etc. By discussing the working conditions in a wider perspective, the atmosphere becomes more relaxed and open.



During our final discussions with the factory management, Tobias Fischer says, we try to jointly define areas where there are problems. The discussion has the character of a “process” where we go “back and forth.” Tobias Fischer says that the dialogue often addresses the suppliers’ policies regarding different aspects of working conditions. But not just what the policy looks like, but also if it is “communicated.” Sometimes a policy was adopted many years ago and has been forgotten. Sometimes there is a small group that is aware of the policy, but not all employees are aware of it. The same applies to the company’s procedures. For example, Tobias Fischer mentions that the guards standing outside the factories often need to know the procedures for new recruitment, and how to treat people who are coming to the factories to be interviewed for positions, etc. Other procedures that are always discussed include the introduction process for new employees and methods of recruitment (as in hindering nepotism), the relationship between associate managers and employees (bad language used), handling of chemicals (safety, channels for purchase, information for employees, safety equipment, storage of chemicals, etc.) and employee contracts (are they drawn up in agreement with the laws and regulations).



Tobias Fischer emphasises that a “successful” FAP leads to a mutual view of weaknesses and problems, not to the factory management ending up in a defence position. A well-established expression in association with FAP is “agreed weakness,” meaning that an agreement is reached regarding weaknesses in the factory’s procedures and systems.



One result of FAP is a Management Action Plan. The plan is formulated as much as possible by the factory management itself. The plan outlines what needs to be done, who is responsible for getting it done and the date for when it is to be done.



As was mentioned previously, Tobias Fischer feels that the suppliers in general have improved the working environment, safety and procedures of their companies. The experience of the Full Audit Programme is that other problems also come into the light. Tobias Fischer mentions especially that the employees often lack channels through which to make their opinions known. In many of the factories there are no trade union organisations that can serve as such a channel. In Bangladesh it was much more common to have trade unions at supplier factories than in India and Pakistan, but the trade union movement is split, party-polarised and its anchor to the workplace is often poor. At present there are only trade unions for textile workers, 20 different ones in Bangladesh. One reason for this is that the political parties



exploit trade union organisations for corrupt political purposes. Another reason is that the state has intervened in the trade union work with the purpose of weakening the organisations. A negative result has been that the trade union’s anchor to the workplaces is often weak.



6.7. H&M’s methods for influencing supplier companies The Full Audit Programme is not just a program for auditing. It also forms the basis for pressuring supplier companies. According to H&M the connection between ethics and production must become more clear.



H&M has long used the means of stopping orders to a supplier company if the violations are major or if the companies do not have the ambition to fix their weaknesses. This means of influence will remain. But the new idea is that H&M will also be able to increase or decrease its orders at a supplier company and in that way give rewards or punishments.



Orders to the suppliers will be determined by the quality of the clothes, cost and the social audit. All of these levels have the same status for H&M. For example, if a company is rejected because of major weaknesses, the quality of the clothing manufactured by that company doesn’t matter. Any continued manufacturing by that supplier is still not allowed.



There are big differences in the volume of orders depending on what supplier companies produce, what the demand is for different products, whether a product is seasonal etc. But now there is yet another element that H&M will take into consideration when determining order volume: the ambition level of the companies to comply with the code of conduct.



New models are being developed at H&M’s main office. The main office will then make inquiries of the production offices about which orders they can carry out. The production offices have direct contact with the supplier companies. The production companies then provide the suppliers with the orders. This all starts with the person at the production office, the production manager.



But at the production offices there is a special group that works with the Code of Conduct (COC) and has responsibility for CSR. Tobias Fischer is the co-ordinator for this work in southern Asia.



The buyers are located at the main office in Stockholm. They put in their orders through the production offices. At those offices the product managers will then draw up a contract with the appropriate supplier. If a supplier is has been rejected because of ethical violations the product manager may not choose this supplier. On this point the COC group has superiority.



Also, the suppliers are all given a rating where quality, delivery, safety and other aspects are weighed against the ambition to comply with the code of conduct. Exactly how this rating system is done is a business secret. In this way there is an intertwining of H&M’s production demands (right clothes, of good quality and at low prices) and ethical demands (the ambition to carry out a program of corrective action). Tobias Fischer emphasises that the production demands do not take precedence in this assessment. He also says that the product managers take the viewpoints of the COC group seriously.



Sometimes it may seem that tensions could arise between the interests of product managers and the COC group. Ingrid Schullström does emphasise that it is also in the product managers’ best interests to reduce orders given to suppliers that are lacking in ambition to comply with the code of conduct. “There is the risk that orders from these factories might be stopped completely. So it is risky to get too involved with them. Taking into consideration whether the suppliers have the ambition to comply with the code of conduct goes therefore hand-in-hand with business interest,” says Ingrid Schullström.



H&M’s method of increasing or decreasing the orders given to suppliers to reward or penalise their ambitions to carry through on a program of corrective action can work effectively with big suppliers. But the method does not work as well when the order volumes are small. Especially since order volumes can vary a lot for other reasons, so rewarding or punishing by way of changes in order volume then becomes an insignificant way of doing things.



For an outside spectator there would seem to be built-in dilemmas in H&M’s infrastructure for improving the conditions in supplier factories. H&M emphasises that they want to achieve a dialogue and build a relationship of trust with the suppliers. Tobias Fischer maintains for example that it “absolutely does not work to threaten them.” At the same time Tobias Fischer says that the system of increasing or reducing orders means that H&M can use the “carrot and whip” method. He uses as an example suppliers in Bangladesh that receive fewer orders,



while at the same time someone else is “rewarded” with more orders (because of active leadership, good environment and employment conditions, and involvement in the local society). The problem is that when the “whip” is used, the supplier will probably consider it a punishment. Then it won’t be as easy to establish a dialogue of trust. Tobias Fischer’s answer to this dilemma is that there must therefore be a clear explanation from the beginning of how H&M works. He says that for this reason “we need transparency from the get-go” and “clear communication.” If the conditions are clear then the suppliers shouldn’t, according to Tobias Fischer, be surprised if the orders are reduced because of ethical efforts that are lacking. Tobias Fischer emphasises, however, that a determining factor during H&M’s ethical assessment of suppliers is how much “effort” they put into improving ethical and environmental conditions. Suppliers who are ambitious and involved in improving working conditions, environment and procedures can “fail” at certain things without being punished. “Our goal is to build up long-term relationships; we cannot hand out minor punishments if the suppliers are showing the will to correct their problems,” says Tobias Fischer.



Ingrid Schullström adds that most supplier companies are aware that a specific criticism will come. If they do not act despite that knowledge then they “paint themselves into a corner.” She also says that the employee interviews are an important method for finding out if suppliers take the criticism seriously. She gives the example that associate managers sometimes have a cruel attitude toward the employees. One way to assess whether the attitudes have really changed is to hear the employees’ opinion.26



6.8. Comments on H&M’s new strategy Full Audit Programme H&M has decided to change their infrastructure for the improvement of conditions in supplier factories. The core of this new strategy is the Full Audit Programme. One of the main purposes of FAP is to achieve a better dialogue with supplier companies and to get them to take responsibility for the improvement of conditions. The strategy is, according to H&M, a method for keeping the changes from being merely superficial ones that temporarily satisfy H&M’s auditors.



It is not easy to evaluate FAP since the method is new and has just been put into use. But there are many things that indicate that the FAP strategy is right on target. The multiple examples of temporary improvements and even conscious false documentation make it clear



that new things must be done in order to achieve greater openness. To what extent FAP will really be able to deliver according to its intent remains to be seen. FAP should therefore be closely evaluated within a few years, not only by H&M but also by independent outsiders.



7. H&M and reporting which suppliers they use H&M does not publicly announce which suppliers they use. In that way H&M is different from Nike, Puma and Levi’s, all of whom now make known which suppliers they work with. Many NGOs, including Clean Clothes Campaign, maintain that companies like H&M should make public the identity of their suppliers. An open report of the suppliers they use would make things easier for trade union organisations, NGOs and journalists who want to research the conditions at supplier factories. It would also be easier for workers in the factories to come in contact with other workers who manufacture for the same clothing company.



The reason that H&M does not reveal which suppliers they use is because the company considers this to be a key business secret. H&M invests a lot of resources in choosing and developing suppliers. In the industry there is therefore, according to H&M, an interest in finding out which suppliers are used.



Ingrid Schullström says that companies who sell shoes, like Nike and Puma, cannot be compared with H&M. Shoe chains use a more limited selection of suppliers. Even the jeans company Levi’s is more specialised than H&M and therefore, according to Ingrid Schullström, cannot be used in a comparison.



Commentary: Ingrid Schullström’s argument that Nike, Puma, etc use a different kind of supplier, one that is large and limited27, and that it is therefore easier for them than for H&M to reveal which suppliers they use, is not convincing. That argument could just as well be used in the opposite direction; that if Nike and Puma only have a few, large suppliers then these chains are even more dependent on their suppliers than H&M. In that case it should be even more “commercially sensitive” to reveal which suppliers are used. In reality, however, many in this industry already know the identity of H&M’s big suppliers, simply because these companies are also suppliers for other clothing chains. So, even if H&M wants to keep their suppliers secret, it does not work very effectively. There is also at the same time a strong



desire by CCC and many other NGOs for large clothing chains like H&M to reveal their suppliers. One reason for this is that an openness is needed in the work to improve the conditions at supplier factories. This issue should not be a sealed matter for the clothing chains themselves. (See also a concrete proposal for how H&M could test greater openness about their suppliers in the section containing conclusions).



8. H&M and information for employees on the code of conduct By translating the codes of conduct to the languages that the employees speak and by setting them up clearly in the supplier factories, information in the code could be spread to the workers. Ingrid Schullström says that H&M has tested this model in Indonesia, where the most important content of the code was printed on posters, but that it did not have any major effect. “Our own evaluations showed that the employees did not understand that the codes of conduct applied to them. It had neither helped nor harmed,” says Ingrid Schullström. According to Ingrid Schullström, more basic information is needed, as well as instruction so that the employees seriously understand that the codes of conduct are about them.



Placing the entire code of conduct on the walls also has other limitations: “It is an 8-page document that is formulated in legal language. It was just an obligatory gesture that it was put up. It didn’t give the employees any information. Besides, it isn’t uncommon that the employees cannot read or write, especially in Bangladesh and Cambodia. Then it is pointless to have written information,” Ingrid Schullström comments. She also points out that a code of conduct might sometimes be left behind from other companies that have previously been clients of those suppliers. No one has even thought to remove them.



Ingrid Schullström emphasises that it is vital that the employees receive information on the content of the code of conduct. But other strategies are needed in order to get the message out. “Maybe in the form of better oral information to the employees. It is vital that the content gets out there in an understandable way.”



Commentary: What is important is not that the codes of conduct are nailed to the walls. What is important is that the workers at the factories get basic instruction in the current employment laws, limits for minimum wage, trade union rights and H&M’s code of conduct. This should mainly occur by way of instruction of the employees. Ingrid Schullström herself says that instructing the employees in these issues is important. So H&M should initiate such instruction sessions.



9. The connection between ethics and purchasing At H&M’s production offices there are employees whose task is to audit supplier companies, and there are also other categories of employees, including product managers—but how do these categories co-operate with one another?



Ingrid Schullström emphasises first of all that the auditors that work for H&M are on the same organisational level as the product managers (so the product managers aren’t there to make the final decisions), and second of all that auditors and product managers sit next to each other and work together, and also that all employees, including product managers, are instructed in H&M’s ethics policy.



Ingrid Schullström’s experience is also that all of the production offices are involved in the company’s ethics policy. “If an auditor discovers violations at a supplier factory, the people in the offices don’t think of it as a problem solely for the auditors, but for everyone working at that office,” Ingrid Schullström says.



If H&M’s audit leads to a decision to stop giving orders to a supplier, that is something that is respected by the entire organisation, according to Ingrid Schullström. “Everyone understands our model. Suppliers who don’t have the ambition to meet our demands cannot be used. That is a given,” says Ingrid Schullström.



Ingrid Schullström further emphasises that H&M doesn’t see the demands for good working conditions as something that stands in contrast with producing good products.



“Quite the opposite, these factors work together. They are connected to one another. Good working conditions lead to less employee turnover, which in its turn improves quality.”



She also believes that the new Full Audit Programme system has further strengthened the position of the auditors. Previously, when criticism from the auditors more often led to a complete stop in co-operation with the supplier, there was a system that unintentionally could benefit auditors who kept quiet so that they wouldn’t disturb production. Everyone who is included in a system would rather deliver good news and not the news that important suppliers have to be rejected. Ingrid Schullström does however point out that she cannot remember any concrete cases of auditors keeping quiet. This problem still does exist to a small extent, but now it will be less common for co-operation with suppliers to be halted completely; instead H&M will reduce their order volumes and promote programs of corrective action.



Commentary: Ingrid Schullström says that FAP has also strengthened the position of the auditors. If this really has occurred then it is one of the issues that should be addressed in a future evaluation.



10. H&M and manufacturing in free economic zones H&M has no specific policy concerning manufacturing in free economic zones. One exception has been Bangladesh, where H&M did not use any new suppliers in the country’s free zones during the period that trade union organisation was forbidden. However, H&M did not stop production with suppliers that they had previously started a co-operation with and who had production in the free zones. Now however, the government in Bangladesh has declared that trade union organisation will be allowed in the free zones starting in November 2006. Because of this, H&M has opened up for using suppliers in the free zones. “On the condition that the law goes into effect,” Ingrid Schullström adds.



One common model is for there to be a form of representation for the employees in the free zones that more or less replaces the trade union organisations. In Bangladesh these groups are called Workers’ Representation and Welfare Committees (WRWC). In Sri Lanka a similar group is called Employees’ Councils. The prevalent pattern for these groups is that they



consist of employees, but are often controlled by the employer. In the regulations it does say that the employees should be the ones who choose their representatives, but this voting procedure is not always put into practice. But there are signs of certain positive development in both Bangladesh and Sri Lanka. In Bangladesh there is information that indicates that employees now get to choose their own representatives for WRWC30 (but trade union organisations are preferred) and Employees’ Councils in Sri Lanka have been replaced by local trade union organisations in many places, especially in the country’s largest free economic zone, Katunayake.31



In the meantime, H&M has developed a collaboration with the Bangladesh NGO PHULKI to make sure that the employer does not take control of WRWC at the factories in the free zones where H&M has production. PHULKI is a well-known NGO in Bangladesh that has specialised in working with women’s conditions at the workplace. There is as of yet no evaluation to see whether the expected effects of the collaboration with PHULKI have been reached.



Bangladesh is unique in another aspect. The wages in the free zones are about 30 percent higher than outside of those zones. One reason for this good salary development in the free zones is that the wages are connected to dollars, as opposed to the wages outside the free zones. At the same time, the companies in the free zones exploit other advantages that mean that they can, to a certain extent, compensate for this cost. The wage status has made work in the free zones attractive, a conclusion made in ILO’s study of free zones in Bangladesh.33 According to Ingrid Schullström, this has also been a part of H&M’s assessment of whether to allow suppliers in Bangladesh’s free zones.



H&M has no exhaustive report addressing which free economic zones in the world are sites of H&M product manufacture, or which countries where H&M product manufacture in free zones is taking place.



Commentary: Since violations of trade union rights, including ban of unions, is especially commonplace in the free economic zones, H&M should be especially on their guard when they use suppliers with factories in free economic zones. In the instances where trade unions are banned in free zones, H&M should avoid using suppliers completely in those zones. In other instances, where trade unions are formally allowed but are in reality regularly harassed,



as in Sri Lanka, H&M should be especially careful that their suppliers in the free zones do not forbid or hinder trade unions.



11. H&M’s co-operation with trade union organisations According to Ingrid Schullström, local trade union organisations seldom exist in supplier factories. Independent trade unions are allowed in many countries and supplier companies claim that they welcome trade unions, but despite this there are no trade union organisations. However, it is not H&M’s responsibility to initiate trade unions—not least of all because the trade union organisations themselves would react negatively to such action. However, trade union internationals are of course demanding that trade unions may not be hindered or harassed, something that is also emphasised in H&M’s code of conduct.



Ingrid Schullström tells of four countries where local trade unions in supplier factories are especially common: Indonesia, Cambodia, Romania and Lithuania. She says that there are also often trade union organisations at supplier factories in the state of Tamil Nadu in southern India. Tobias Fischer, who has only spoken about southern Asia, says that H&M has many contacts with trade union organisations in Bangladesh, but that there is seldom any trade union organisation in the factories where H&M products are manufactured.



According to Ingrid Schullström, trade union organisations sometimes begin to address issues that H&M finds out about. These issues almost always concern organising trade unions and collective bargaining. NGOs, Clean Clothes Campaign, journalists and trade union internationals have also addressed issues regarding the observance of trade union rights in the supplier companies. In many countries where H&M has suppliers there are extensive violations of trade union rights. In China independent trade union organisations are forbidden, in India and Bangladesh there is extensive harassment against those active in trade unions and in Cambodia many trade union leaders have been murdered in the past few years (this description applies to the general trade union situation in those countries and does not indicate any specific situation at factories where manufacturing of H&M products takes place).



However, according to Ingrid Schullström, it is not common for local trade union organisations to bring up questions about working conditions or wages in association with H&M’s audits.



Ingrid Schullström emphasises that the company’s auditors always have the intention of interviewing trade union representatives in association with the auditing of supplier factories. In Clean Clothes Campaign’s Looking for a quick fix – How weak social auditing is keeping workers in sweatshops (2005), H&M gets a special nod because they contact the trade union organisations in Romania during their audits of the supplier factories: “Only in the case of the H&M auditing team did we find that they’d contacted the trade union in the factory during audits. For the other companies, trade unions are informed about the clients’ codes of conducts in the company, and that is all. There are no contacts with NGOs” (page 76).



In China, H&M has the experience of the government-controlled trade union movement ACFTU (All China Federation of Trade Unions). According to Ingrid Schullström this organisation is not active or effective in improving the conditions of supplier companies in the country.



Ingrid Schullström states that sometimes the trade union organisations at H&M’s supplier factories are corrupt. In other cases, including eastern Europe, H&M’s experience is that trade union organisations are often ruled by the company’s management.



Commentary: It is not H&M’s task to initiate trade union formation. However, H&M can indirectly stimulate trade union organisation by supporting the instruction of the workers about trade union rights.



12. The need to collaborate with other clothing chains An infrastructure for the auditing and improvement of conditions in supplier companies requires collaboration with other clothing chains. Sometimes there can be up to 30 clothing chains that give orders to the same supplier.



But collaboration between clothing chains is quite tricky: on the one hand it is difficult to implement an effective audit without some co-operation, but on the other hand the other clothing chains are competitors and shares of the market can easily change hands.



Collaboration is first needed, according to H&M, regarding auditing methods and the kind of demands that are to be placed on the suppliers. It is both confusing and ineffective if different clothing chains place different demands on the suppliers.34 One such example is a mouth guard. Certain American clothing chains feel their employees should always have it, while H&M and others feel that sometimes the use of a mouth guard can be a rule that doesn’t serve any function. Another example: varying requirements concerning overtime. Certain clients don’t want overtime to exist at all, while others emphasise that there should be extra compensation for overtime. Yet another example, one that is often repeated, is that the clothing chains have different views on where fire extinguishers should be located.



These issues are addressed at meetings between clothing chains. In the U.S. there are laws that hinder the formation of trusts and cartels. American companies are therefore, according to H&M, very careful and do not want anything to be discussed at the meetings that can be perceived as cartel formation. This collaboration occurs partly through meetings between clothing chains on a global level, and partly through discussion meetings between clothing chains in India, Bangladesh and Hong Kong (southern China). There is also a certain collaboration between clothing chains within the framework of a number of international programs, like the multi-fiber project in Bangladesh.35



One question that, according to H&M, is fundamental in the continuing collaboration between companies is to spread information between clients about the audits that are being carried out. If one auditor is corrupt and accepts payment from the suppliers, then the clients spread this information to other order companies. The auditors must know that they are shooting themselves in the foot if they allow themselves to be corrupt. According to Ingrid Schullström however, H&M does not have any experience of non-serious auditors.



H&M is going to use increase and reduction of orders to the suppliers as a means of rewarding and pressuring. But the suppliers receive orders from many clothing chains. A reduced order intake from H&M could be compensated by increasing orders from another clothing chain. This does not mean, however, that pressuring through increasing or decreasing



orders would be ineffective. It is always negative for a supplier to receive fewer orders. But the pressures on suppliers, H&M says, would be even more effective if it occurred in collaboration with other clothing companies.



Tobias Fischer also describes the collaboration that occurs with other clothing companies in southern Asia. He tells of the regular “brandmeetings” that are arranged between different purchasing companies. According to Tobias Fischer, the meetings address implementation of the national laws and the clothing companies’ codes of conduct (which with time have become more and more alike). For example, they discuss how to handle discrimination and other violations. However, the working conditions at individual supplier companies are not discussed. Tobias Fischer describes the mood at these branch meetings as good. According to him it is not evident that the clothing companies are competitors.



Commentary: A greater collaboration between the clothing chains is necessary. H&M is already involved in “brandmeetings” and the Fair Labor Association.36 But this topic needs additional attention. A more permanent and complete collaboration should develop for the auditing of supplier companies.



13. H&M and wages at supplier factories The main issues for workers at clothing factories are wages and working hours. The wages at H&M’s supplier factories are often based on government-established limits for minimum wage. In individual cases collective bargaining also takes place.



The statutory minimum wage is often very low. In Bangladesh it corresponds to about 300 to 400 SEK per month. When workers’ wages are based on these laws, the wages are also extremely low.



In its code of conduct H&M demands that the suppliers always pay wages that are at least in keeping with the statutory minimum wage, but that the minimum wage should not be seen as a guideline for the wage level. H&M also demands that collective bargaining agreements be adhered to. However, H&M does not demand that the supplier companies pay wages that are



more than minimum wage (though they do demand that extra compensation be provided for overtime).



A common criticism against big clothing chains, including H&M, is that the clothing chains pay the suppliers far too little and in so doing contribute to keeping down the workers’ wages.



Ingrid Schullström has many objections to this argument. First of all she says that there is no obvious connection between payment to supplier companies and the employees’ wages: “Why should a higher price mean higher wages? There are no signs of that. We aren’t the ones who pay the wages. It is also nearly impossible for us to check to make sure that the wages are really being raised. Most wages consist of many parts: a base salary and a performance portion. The possibility for manipulation is great. For example, a base salary can be raised while the performance salary is decreased. Also, there are often other material privileges for the employees that could be taken away. We could pay double to the suppliers without the employees’ wages being raised at all.”



Secondly, Ingrid Schullström says that the salary range in supplier companies is not just governed by the prices they get for the products they are manufacturing: “In Bangladesh especially there are many possibilities of increasing productivity.”



The third thing that Ingrid Schullström says is that it is true that structural injustice exists. The wages in developing countries are unfairly low compared to the richer areas of the world. It would therefore be good for wages to be increased in general in the textile industry in many developing countries. This could happen either by raising the statutory minimum wage or through collective bargaining agreements that increase the wages in the industry (even if this would be harder to do because of divisions in trade unions). Such changes would, according to Ingrid Schullström, be neutral. She recommends therefore that the statutory minimum wage in a country like Bangladesh should be raised. A first step would, according to her, be to increase the limit of the salary levels that would apply in the free economic zones in Bangladesh. If, however, an individual company decided to try implementing a higher base salary, there is the risk that it would be no match for other clothing chains that are cutting prices.



Besides the government increasing minimum wage, Ingrid Schullström feels that H&M can contribute to raising awareness in supplier companies of the significance of their personnel through instruction and education. This is an area with many weaknesses, according to her: “If you start to see your personnel as an asset and an important investment and if you realize that productivity is positively affected if you succeed in keeping personnel, then you realize that fair wages can contribute to the effectiveness of the company. What we need is a change in attitude,” says Ingrid Schullström.39



Even within the framework of statutory minimum wage there are certain ways to influence the wage levels. The regulated minimum wages are not always the same; often the statutory limits vary within the countries. In Indonesia, for example, there are different levels for different provinces. More important in this context is that there are different levels for different career categories and for educated and non-educated workforce. Employees who have developed their career knowledge through many years of experience should be moved from one wage category to another. This is also something that H&M, according to Ingrid Schullström, discusses with its supplier companies.



In the debate over wages at supplier factories a different criterion is often used that is called a “living wage.” This expression is used by the Clean Clothes Campaign. Furthermore, representatives of the UN group ILO (International Labour Organisation) have discussed criteria for how a living wage should be calculated. An adequate living wage is dependent upon the local price level and can therefore vary within a country. But even with a very loose use of this concept—where the basis is that the wages of a family should be enough to cover the costs of lodging, food, health care and schooling—it is clear that many countries have passed laws about minimum wage limits that are at the level of a living wage. H&M does not, however, demand of the suppliers that they pay a “living wage.”



Commentary: The issue of wage level, along with the issue of overtime work, are the conditions that get workers at supplier factories involved the most.40 In many cases the wages are extremely low. One reason for this is that the suppliers often use government-regulated minimum wage as a ceiling for setting wages. Ingrid Schullström provides three reasons why H&M has difficulty in influencing the wage level. First she says that the suppliers set the wages and the wages are hard to control since they contain many parts (base wage, performance wage, etc). One obvious objection to this is that H&M should work for an



increased transparency concerning setting wages. Then the evaluation of wage levels would be easier, and it would also make it easier for employees to initiate collective bargaining. Another objection is that H&M does actually make sure that the statutory minimum wage is adhered to. If this can be checked up on then it should be possible to also check to make sure that the wages are enough to correspond to a “living wage.” Ingrid Schullström also says that she would welcome an increase in the statutory minimum wage, especially in Bangladesh, and that a change like that would be “neutral among competitors.” But if H&M welcomes such an increase in the minimum wage then H&M should also expressly demand the increase of minimum wage. Another important step would be for H&M to demand in the code of conduct that a “living wage” be paid. Today it is obvious that the minimum wage cannot be lived on, which forces the workers to work overtime.



14. H&M’s participation in FLA Starting in 2006, H&M is participating in the Fair Labour Association (FLA).41 In a beginning phase, only H&M’s operation in China is affected by this involvement. The participation will eventually be evaluated and if the result is good then it is possible that H&M will extend its membership to include the entire world.



FLA is a non-profit organisation that consists of companies, universities and NGOs. The purpose of FLA is to promote human rights in the workplace and to improve working conditions in supplier companies. FLA does independent audits throughout the world, meaning that FLA itself chooses which factories are to be audited and sends their own auditors, paid by FLA, to the companies. FLA also does verifications of supplier companies that meet FLA’s code of conduct (workplace standard). Through public reports FLA provides information that is useful to customers, stakeholders and the public.



For more information about FLA see www.fairlabor.org.



The hindrance to H&M participating in FLA was the question of how an independent audit and verification of supplier companies could be done given the fact that H&M does not want to reveal which supplier companies it uses. Concerning China, H&M and FLA have agreed on



a system for how independent auditors can be guaranteed. Exactly how this has been set up is a company secret, however.



FLA will also do a study of H&M’s infrastructure for the auditing and improvement of conditions in supplier factories (similar to this report, but with a stronger emphasis on H&M’s written documents and computerised support functions).



According to Ingrid Schullström, there are many reasons for the company to associate itself with FLA. The most important is that H&M wants an institution outside of H&M to audit the company’s infrastructure for improving the conditions in supplier factories. A “quality control,” as Ingrid Schullström puts it. By putting into use the Full Audit Programme, H&M has taken a new step. To evaluate their programme, it has become even more important for an organisation outside the company to do audits and to provide independent viewpoints. Ingrid Schullström also feels that participation in FLA is increasing H&M’s trustworthiness in the eyes of the consumers since H&M can show that its supplier factories are exposed to independent inspections.



In the meantime the Fair Labor Association is not the only international organisation that is doing verifications. Fair Wear Foundation (FWF) does these as well, an organisation whose base is in Holland and who only audits the garment production industry. For more information see: http://en.fairwear.nl There are also a number of other groups who engage in similar activities.42



According to Ingrid Schullström, H&M has chosen membership in FLA instead of FWF because the company perceived FLA to have the most developed structure for providing independent inspections and verifications.



Commentary: H&M should evaluate their collaboration with FLA in the very near future. H&M should also extend the independent auditing of supplier factories to more parts of the world than China soon. The co-operation with FLA also shows that H&M can let an international organisation do independent audits of its suppliers. The fact that this has worked is proof that H&M could let independent auditors get information about which supplier companies they use in other cases as well. Furthermore, FLA has a code of conduct that in



certain ways is more thorough than H&M’s code, including what kinds of discrimination should be worked against. FLA mentions that discrimination may not occur based on “sexual orientation, nationality or based on political views.” These criteria are not found in H&M’s code of conduct. So because of H&M’s participation in FLA there is reason to improve and develop H&M’s code of conduct.43



15. H&M’s social reports H&M publishes an annual report called Corporate Social Responsibility (CSR). The report is also published in CD form. The latest report is from 2004.



The report presents H&M’s policy and strategy for the auditing and improving of conditions in supplier factories. In the latest report a lot of room is given to explaining the new Full Audit Programme strategy.



Compared to previous reports, H&M has become somewhat more open to publishing statements of criticism in their own social reports. The latest report includes comments on H&M written by Henrik Lindholm from Fair Trade Center and Mats Svensson from Industrifacket. Svensson criticises H&M for only publishing the CSR report in English and not in the languages that dominate in the countries where the company has suppliers.



Commentary: H&M should more clearly report on what kinds of trade union violations occur at the supplier companies (how common it is to forbid trade unions, dismissal of those active in trade unions, etc. Descriptions are also needed of what actions H&M has taken in such cases). This would be especially important for the international trade union movement.



16. Clean Clothes Campaign’s assessment of H&M’s strategy for improving conditions in supplier companies Ineke Zeldenrust, supervisor at Clean Clothes Campaign (CCC) in Amsterdam, has followed H&M’s strategies for influencing conditions in supplier companies for a long time. She also has regular contact with H&M since CCC knows of specific cases of violations at supplier factories.



Ineke Zeldenrust says that H&M’s strategies can be assessed based on two different levels: 1. H&M’s actions when a specific case of violation occurs (urgent appeal). 2. H&M’s preventive work for long-term improvement of the conditions in supplier factories.



16.1. Actions for specific cases of violation – ”Urgent appeals” When Clean Clothes Campaign gains knowledge of violations at a factory that supplies clothes to H&M, CCC immediately sends a written message to H&M’s main office. Very often Ineke Zeldenrust also has direct telephone contact with Ingrid Schullström at H&M.



Ineke Zeldenrust says that H&M has successively improved and developed their actions when specific cases occur. Characteristic of H&M’s actions today are, according to Ineke Zeldenrust: -



that the company acts quickly and does not waste time,



-



that the company is very active,



-



that the company does thorough investigations into the case,



-



that the company follows up the case.



Ineke Zeldenrust estimates that she has contact with H&M at some point each year about specific cases. Most often the information comes to CCC through a local trade union organisation, but sometimes from an individual organisation or from the media. The cases are most often about unpaid overtime, a trade union activist having been fired or issues having to do with the working environment and safety. ”Urgent appeals” is an expression used by CCC.45 CCC keeps thorough statistics of all urgent appeals. But not all cases become public. When an urgent appeal comes in the clothing company has 2 to 3 weeks to act. If the problem is not solved the issue becomes public and CCC starts a campaign. According to Ineke Zeldenrust at CCC a number of such cases have occurred over the past five years.



Compared with other big clothing companies, Ineke Zeldenrust says, H&M is on the front line concerning acting upon urgent violations. At the same time she emphasises that H&M should do more to prevent the occurrence of such violations.



16.2. H&M’s long-term efforts to improve conditions in supplier factories Concerning H&M’s long-term efforts to prevent violations and to improve conditions in supplier factories, Ineke Zeldenrust says that the company is “not good enough.”



Ineke Zeldenrust’s main criticism is based on H&M focusing solely on trying to improve the conditions in their own supplier factories; what is needed today is a much stronger collaboration in this industry. In order to raise the wages of garment manufacturing workers, clothing companies must act more in unison. Ineke Zeldenrust says that many suppliers only pay minimum wage, even though these obviously do not meet ILO norms for a living wage.



Ineke Zeldenrust also calls for a better collaborative framework for independent initiatives for investigating and monitoring the conditions in supplier factories. She says that H&M’s membership in FLA (for its manufacturing in China) is a step in the right direction, but that it would have been much better if H&M had become a member of Fair Wear Foundation (FWF). According to Ineke Zeldenrust, the reason that this would have been better is that FWF has a more far-reaching and ambitious code of ethics and there are union representatives on FWF’s board (from the Dutch organisation FNV) and representatives for NGOs focused on trade union rights. FWF also has its own team of auditors, where they use representatives from popular movements in the concerned countries. Another reason to prefer FWF, according to Ineke Zeldenrust, is that H&M on previous occasions has shown interest in participating in the formation of a European verification system.46



17. Conclusions47 A summary of conclusions and a number of concrete suggestions:



17.1. Full Audit Programme H&M’s efforts and strategies for developing and improving conditions in supplier factories are going through a renovation. H&M has introduced the new tool Full Audit Programme (FAP) that will successively change the methods they use in these efforts. H&M has also decided to participate in Fair Labor Association (FLA) for China, which means that for the



first time H&M’s supplier factories will be exposed to independent inspections and verifications.



There is good reason to support H&M’s development of CSR work and especially FAP. One condition of an effective audit is for trust to have been built up between H&M and its suppliers. Otherwise the risk is great that any improvements will merely be superficial so as to temporarily satisfy H&M’s auditors. It is also vital that the managers in supplier factories feel a responsibility to implement improvements of working conditions, working environment and procedures. H&M is also on the right track by prioritising auditing of big suppliers and of suppliers where problems are suspected. FAP is for the most part directly in line with what CCC has proposed, even though CCC stands for more far-reaching measures. The aspect which CCC especially takes further is the demand for employee involvement in the improvements at supplier factories. The argument for this is developed in CCC’s report Looking for a quick fix – How weak social auditing is keeping workers in sweatshops (2005). The only way to effectively raise the standard in the factories is for the workers to become more involved in those improvements. It is the conditions of the workers that are being improved—so it would be nearly impossible to achieve improvement without involving the workers themselves.



17.2. Methods for influencing supplier companies One strategy worth trying is to encourage or disapprove of the suppliers’ ambitions to comply with H&M’s code of conduct by increasing or reducing orders given to the company. But this can also create a certain tension since there is a desire to build up a dialogue of trust while simultaneously having to punish suppliers. So there will eventually be cause for evaluating whether the method of increasing or decreasing orders works is effective in influencing supplier companies. There is good reason to evaluate how well FAP has really worked within a few years. Such follow-ups and evaluations should be done by both H&M and independent organisations, like Clean Clothes Campaign. H&M’s association with Fair Labor Association (FLA) for production in China is also a step in the right direction, even if it is a drawback that FLA does not have any trade union representatives on the board. Independent inspections and verifications are an important element of CSR work.



17.3. An active strategy for an adequate living wage



Key issues for many of the world’s textile workers are wages and working hours. In many of the supplier companies where H&M products are manufactured, wages are based on the statutory minimum wage. This means that wages are low, especially in the countries where the statutory minimum wages are very low. From a perspective of global justice the gigantic salary gaps in the world are shocking. It is also unacceptable that wages in the textile industry—for example in a country like Bangladesh—are so low that it is sometimes hard to stretch the wages enough to cover the most basic provisions (decent lodgings, food, school and health care). As a significant client, H&M has a moral responsibility to see to it that the workers get paid fairly. So it is not enough for H&M to merely require that its suppliers pay the statutory minimum wage and adhere to any collective bargaining agreement.



Ingrid Schullström provides three reasons why H&M has difficulty in influencing the wage level. First she says that the suppliers set the wages and the wages are hard to control since they contain many parts (base wage, performance wage, etc). One obvious objection to this is that H&M should work for an increased transparency concerning setting wages. Then the evaluation of wage levels would be easier, and it would also make it easier for employees to initiate collective bargaining. Another objection is that H&M does actually make sure that the statutory minimum wage is adhered to. If this can be checked up on then it should be possible to also check to make sure that the wages are enough to correspond to a “living wage.” Ingrid Schullström also says that she would welcome an increase in the statutory minimum wage, especially in Bangladesh, and that a change like that would be “neutral among competitors.” But if H&M welcomes such an increase in the minimum wage then H&M should also expressly demand the increase of minimum wage. Another important step would be for H&M to demand in the code of conduct that a “living wage” be paid. Today it is obvious that the minimum wage cannot be lived on, which forces the workers to work overtime.



17.4. Instructing workers for the purpose of achieving worker involvement H&M’s representatives themselves state that the dialogue between employees and factory management is of vital significance. One problem is that workers in many factories consider it difficult to find channels for making their opinions known. Ideally there would be a functional trade union organisation at each workplace, but these are often absent. H&M also has experience of how useless it is to post summaries of H&M’s code of conduct on the walls if this is not complemented with other information. The employees do not necessarily understand that the code of conduct has to do with them. One part of FAP is to thoroughly



interview a number of employees. This is a good initiative. But what is needed is more thorough instruction of employees on their legal rights and on H&M’s code of conduct. One suggestion is for H&M, in co-operation with trade union organisations and NGOs, to design an instructive class for employees. It is important that parts of the class be under the guidance of the employees themselves. In its first phase a class like this—maybe lasting 2 to 3 days— could be offered to certain selected supplier companies. Another possibility would be to take the initiative to pilot a project in which this class is tested at a handful of companies in a particular country. Exactly how these classes should be designed in the future should be carefully investigated. H&M should only initiate this form of instruction and not be the one solely responsible for it. But one conclusion that can be made right now: FAP will be far more successful if the method is combined with basic instruction of the employees in which their legal rights are emphasised. One goal of the instruction should be that they, in their turn, can stimulate permanent worker involvement in the efforts to improve the conditions at supplier factories, and it would be best for this to take place through local trade unions. H&M should not initiate trade unions, but trade union work and local worker representation can be stimulated.



17.5. Stop violations of trade union rights in free economic zones H&M should especially audit the work being done by supplier companies in free economic zones, where violations of trade union rights are especially common. H&M should not in any way use suppliers who manufacture in free economic zones where trade unions are banned. In other free economic zones where trade unions are allowed formally, they are in reality harassed or forbidden. Also in such cases, H&M should be especially careful to monitor that their supplier companies are not succumbing to the negative attitudes toward trade unions that are the norm in these zones.



17.6. Address violations of trade union rights in social reports H&M should report what kinds of trade union violations are occurring in supplier companies in their annual social report. These violations are breaches of human rights and hinder the employees from being able to express demands and requests. H&M should also report what actions the company takes when, for example, workers active in trade unions get dismissed.



17.7. Involve the supplier companies in the work



Many supplier companies are big multi-national corporations. They must be systematically introduced into the discussion on conditions in supplier factories. Co-operation from the supplier companies is a prerequisite for CSR work to be successful. H&M should, along with other clothing companies, initiate more institutionalised co-operation with the big supplier companies. In order to reach the central supplier companies this co-operation should occur both within the framework of FLA and outside it. Key issues should include wages, working hours and trade union rights. It is necessary for supplier companies to take responsibility for their employees and to develop codes of conduct and sign global agreements with trade union organisations. Pilot projects could be initiated in this area as well. It is especially important to get the biggest supplier companies involved in this kind of collaboration.



17.8. Reveal which supplier companies are used H&M does not at this time reveal which supplier factories they use to manufacture H&M products. On this point H&M is different than Nike, Puma and Levi & Strauss Co who all reveal which suppliers they use. H&M defends this secrecy by saying that it is a business secret and that other clothing companies would “steal” H&M’s carefully selected suppliers if they became publicly known. H&M also says that their business is different from Nike, Puma and Levi & Strauss Co since those only use a small number of specialised suppliers. Why a smaller number and specialised suppliers should mean that they are easier to reveal remains unclear, however. Quite the opposite, it should be even more “commercially sensitive” to reveal which suppliers are used in that case. Also, a more open attitude from H&M would be a signal to the world that they are not afraid of trade unions, journalists etc doing independent audits of their supplier factories. It may be that H&M overestimates the business advantages of keeping the identity of its suppliers a secret. In the clothing industry there is a certain exchange of personnel between different companies. In reality the suppliers that H&M uses is probably already a well-known fact.



17.9. Further development of the code of conduct H&M should further develop its code of conduct and especially include the demand for an adequate “living wage.” There are also reasons to revise the code so that it is in full agreement with FLA’s code of conduct.



17.10. Include ITGLWF in the global agreement



Today H&M has a global agreement with UNI48 that covers the employees in H&M’s retail stores. In order to further improve their relationship with trade union organisations it would be advantageous if H&M also signed a global agreement with the textile worker international ITGLWF,49 an agreement that would include a much larger group of workers who are employees of H&M’s suppliers and subcontractors.50



ATTACHMENTS H&M’s comments on this report Mats Wingborg and Clean Clothes Campaign has chosen to focus its report solely on H&M’s system for evaluating the working conditions of H&M’s suppliers. In the comments and recommendations, however, many suggestions for corrective measures are provided which lie outside the infrastructure that the report says it addresses. Since this has not been discussed during the interviews, and since H&M already does much of what is suggested in the conclusions, we would like to complement this report with examples of such work. Bangladesh The country of Bangladesh and the problems that exist there, including low minimum wage, are mentioned many times in this report. The need to collaborate with other clothing chains is also a demand that is brought up mainly by Ineke Zeldenrust.51 The instruction of workers in their rights is yet another recommendation. So we would like to complement this report with a description of how H&M, besides auditing its supplier factories, is working to improve working conditions in Bangladesh. For several years H&M has been working with the Bangladesh women’s rights organisation Karamojibi Nari (KN), led by trade union leader Shirin Akter, a well-known women’s rights activist in Bangladesh. KN instructs H&M supplier company workers and managers in workers’ rights, emphasising women’s rights especially. The instruction material is in the form of video films and brochures, and a theatre play is also included for the sake of workers who cannot read and write. The limitation with this is that there is a limit to human resources at KN. This is a prevalent dilemma, not only in Bangladesh. H&M would like to increase the number of workers included in the different training and projects, but the capacity of the local organisations that will carry out these efforts is limited. So it is not about a lack of financial support from H&M but rather a lack of trained staff in these organisations. So the demand for H&M to make sure that workers receive instruction in these matters has to be seen in the light of the practical possibilities of providing such instruction. H&M participates in the so-called MFA Forum Bangladesh (http://www.mfa-forum.net). Other big international purchasing companies are included in this collaboration, the trade union international ITGLWF, NGOs and more. The purpose of this mutual involvement is to, in co-operation with local interests, put pressure on the clothing industry and the Bangladesh government to increase the country’s minimum wage. Safety at the factories, trade union rights, and extreme overtime are examples of other items that the mutual initiative has on its agenda. In order to simplify the collaboration, all of the companies included in the cooperation have agreed on a mutual code of conduct that will be applied in Bangladesh. In 1999 H&M started another initiative in Bangladesh: a training centre where hundreds of youth have received career training followed by a job at one of H&M’s suppliers. H&M has also had a hand in supporting women who need time off because of pregnancy, and has cooperated with the organisation Phulki to establish a functional, democratically elected WRWC at supplier companies in free economic zones. H&M is also carrying on a dialogue with local trade unions, for example BIGUF. They have invited H&M to meet workers at their office



and H&M has even helped out with solving situations where workers’ trade union rights have been violated by H&M’s suppliers. After a multi-fiber contract ended at the end of 2004, many organisations worried that international purchasers would give up on Bangladesh and that all orders would instead go to China. Instead, H&M has chosen to increase the orders from Bangladesh and has thereby secured job opportunities for many workers who would otherwise have risked unemployment. In a dialogue with local trade unions in the country we have received a clear message; it would be devastating if western companies stopped buying from their country because of the problems that exist with low wages and subpar working conditions. Instead, H&M chooses to be on location with staff whose only assignment, in co-operation with other organisations, is to work toward long-term improvement for the workers in the country who manufacture clothing for H&M. Of course Bangladesh is not the only country where H&M’s CSR work encompasses more than just factory audits. If you are interested, you can read our CSR report and other information at www.hm.com/csr. Ingrid Schullström, March 21, 2006



HENNES & MAURITZ AB Code of Conduct INTRODUCTION



H&M, as a strongly expanding multinational company, feels that it is increasingly important for us to take responsibility for all our actions, in Europe as well as in the rest of the world. Most importantly we have a responsibility towards all the thousands of people taking part in the production of our garments. We have to make sure that nobody whose work is contributing to our success is deprived of his or her human rights, or suffers mental or bodily harm.



In order to make our position clear to our suppliers, our own staff, as well as any other parties, we have set up a Code of Conduct. It is a non-negotiable requirement from our side that all our suppliers and their subcontractors, without exception, should follow this code.



1. LEGAL REQUIREMENTS



Our general rule is that all our suppliers must, in all their activities, follow the national laws in the countries where they are operating. Should any of the following requirements by H&M, be in violation of the national law in any country or territory, the law should always be followed. In such a case, the supplier must always inform H&M immediately upon receiving this Code. It is however important to understand that H&M's requirements may not be limited to the requirements of the national law.



2. CHILD LABOUR



2. 1 Policy We base our policy on child labour on the UN Convention on The Rights of the Child, article 32.1 . We recognise the rights of every child to be protected from economic exploitation and from performing any work that is likely to be hazardous or to



interfere with the child's education, or to be harmful to the child's health or physical, mental, spiritual, moral or social development. 2.2 Definition We define, in this context, the word "child" as a person younger than 15 years of age or, as an exception, 14 years in countries covered by article 2.4 in the ILO convention No.138. 2.3 Implementation of H&M's policy on Child labour H&M does not accept child labour. We are concerned about the situation of children in many parts of the world. We acknowledge the fact that child labour does exist and can't be eradicated with rules or inspections, as long as the children’s social situation is not improved. We want to actively work with factories and with NGO's (Non Government Organisations) in third world countries, to try to improve the situation for the children affected by our ban on child labour. If a child (see definition under 2.2) is found working in any of the factories producing our garments, we will request the factory to make sure that the measures taken are in the child's best interest. We will, in co-operation with the factory, seek to find a satisfactory solution, taking into consideration the child's age, social situation, education, etc. We will not ask a factory to dismiss a child without a discussion about the child's future. Any measures taken should always aim to improve, not worsen, each individual child's situation. Any costs for education, etc. have to be paid by the factory. We will firmly demand that the factory employs no further children. We recommend factories with predominantly female workers to arrange day care for children below school age. 2.4 Enforcement If a supplier does not accept our policy on child labour, we will not continue our co-operation with this supplier. 2.5 Apprenticeship programmes In countries where the law permits apprenticeship programmes for children between 12 and 15 years of age, we will accept that children of this age work a few hours per day. The total numbers of hours daily spent on school and light work should never exceed 7 (seven) hours (ILO convention No. 33). The factory must be able to prove that this work is not interfering with the child's education, that the work is limited to a few hours per day, that the work is light and clearly aimed at training, and that the child is properly compensated. If we have any reason to doubt that these conditions are met, such apprenticeship programmes will not be accepted in factories producing garments for H&M. 2.6 Special recommendations We acknowledge, that according to the UN Convention on the Rights of the Child, a person is a child until the age of 18. We therefore recommend our suppliers to make sure that employees in the age group 15-18 years are treated accordingly. Limits for working hours and overtime for this age group should be set with special consideration to the workers' low age.



3. SAFETY



3.1 Building and Fire Safety We require from our suppliers that the workers' safety should be a priority at all times. No hazardous equipment or unsafe buildings are accepted. The factory should have clearly marked exits, and preferably emergency exits on all floors. All exit doors should open outwards. Exits should not be blocked by cartons, fabric rolls or debris, and should be well lit. If emergency exits are locked, the keys should be placed behind breakable glass next to the doors, and thus be available to all staff at all times. All workers should be aware of the safety arrangements in the factory, such as emergency exits, fire extinguishers, first aid equipment, etc. An evacuation plan should be displayed in the factory, the fire alarm should be tested regularly and regular evacuation drills are desirable. 3.2 First Aid First aid equipment must be available in each factory, and at least one person in each department should have training in basic first aid. It is recommended that a doctor or nurse should be available at short notice, in case of an accident in the factory. The employer should pay any costs (not covered by the social security) which a worker may incur for medical care, following an injury during work in the factory.



4. WORKERS' RIGHTS



4.1 Basic Rights All workers producing garments for H&M should be entitled to his or her basic rights: 4.1.1 We do not accept that bonded workers, prisoners or illegal workers are used in the production of goods for H&M. 4.1.2 If foreign workers are employed on contract basis, they should never be required to remain employed for any period of time against their own will. All commissions and other fees to the recruitment agency in connection with their employment should be covered by the employer. 4.1.3 Under no circumstances do we accept that our suppliers or their subcontractors use corporal punishment or other forms of mental or physical disciplinary actions, or engage in sexual harassment. 4.1.4 All workers should be free to join associations of their own choosing, and they should have the right to bargain collectively. We don't accept any disciplinary actions from the factory against workers who choose to peacefully and lawfully organise or join an association. 4.1.5 No worker should be discriminated against because of race, gender, religion or ethnic background. All workers with the same experience and qualifications should receive equal pay for equal work. 4.1.6 All workers should be entitled to an employment contract. 4.2 Wages and Working Hours 4.2.1 Wages should be paid regularly, on time and be fair in respect of work performance. The legal minimum wages should be a minimum, but not a recommended, level. 4.2.2 Weekly working time must not exceed the legal limit, and overtime work should always be voluntary and properly compensated. 4.2.3 The workers should be granted their stipulated annual leave and sick leave without any form of repercussions. 4.2.4 Female workers should be given their stipulated maternity leave in case of pregnancy. 4.2.5 Dismissal of pregnant female workers is not acceptable. In developing countries, we recommend our suppliers to provide the workers with at least one free meal daily.



5. FACTORY CONDITIONS



5.1 It is important for the workers' well-being, and for the quality of the garments, that the factory environment is clean and free from pollution of different kinds. 5.2 The temperature in the factory should be tolerable as a working environment, and the ventilation should be adequate. Heaters or fans should be provided when needed. 5.3 The lighting in each workplace should be sufficient for the work performed, at all times of day. 5.4 Sanitary facilities should be clean, and the workers should have access without unreasonable restrictions. The number of facilities should be adequate for the number of workers in the factory. Sanitary facilities should be available on each floor, and preferably separated for men and women.



6. HOUSING CONDITIONS



If a factory provides housing facilities for its staff, the requirements regarding safety and factory conditions, under point 3 and 5 above, should also cover the housing area. All workers must be provided with their own individual bed, and the living space per worker must meet the minimum legal requirement. Separate dormitories, toilets and showers should be provided for men and women. There should be no restriction on the workers' right to leave the dormitory during off hours. We want to particularly stress the importance of fire alarms, fire extinguishers, unobstructed emergency exits and evacuation drills in dormitory areas.



7. ENVIRONMENT



The environment is of increasing concern globally and H&M expects its suppliers to act responsibly in this respect. Our suppliers must comply with all applicable environmental laws and regulations in the country of operation. According to the H&M Chemical Restrictions, we do not allow use of solvents or other hazardous chemicals in the production of our garments. All suppliers must sign the H&M Chemical Restriction Commitment, confirming that no prohibited chemical substances will be used in the production.



8. MONITORING AND ENFORCEMENT



8.1 The principle of trust and co-operation H&M expects all its suppliers to respect the above Code of Conduct and to actively do their utmost to achieve our standards. We trust our own staff to take a lot of responsibility in their work, and we expect from our suppliers that they do the same. We believe in co-operation and we are willing to work with our suppliers to achieve workable solutions in each individual case. We are willing to take into consideration cultural differences and other factors which may vary from country to country, but we will not compromise on our basic requirements regarding safety and human rights. 8.2 Monitoring All suppliers are obliged to always keep H&M informed about where each order is being produced. H&M reserves the right to make unannounced visits to all factories producing our goods, at any time. We also reserve the right to let an independent third party (e.g. a NGO ) of our choice make inspections, to ensure compliance with our Code of Conduct. 8.3 Non-compliance Should we find that a supplier does not comply with our Code of Conduct, we will terminate our business relationship with this supplier, if corrective measures are not taken within an agreed time limit. If we find repeated violations, we will immediately terminate the co-operation with the supplier and cancel our existing orders.



Fair Labor Association – Workplace Code of Conduct Forced Labor There shall not be any use of forced labor, whether in the form of prison labor, indentured labor, bonded labor or otherwise.



Child Labor No person shall be employed at an age younger than 15 (or 14 where the



law of the



country of manufacture* allows) or younger than the age for completing compulsory education in the country of manufacture where such age is higher than 15.



Harassment or Abuse Every employee shall be treated with respect and dignity. No employee shall be subject to any physical, sexual, psychological or verbal harassment or abuse.



Nondiscrimination No person shall be subject to any discrimination in employment, including hiring, salary, benefits, advancement, discipline, termination or retirement, on the basis of gender, race, religion, age, disability, sexual orientation, nationality, political opinion, or social or ethnic origin.



Health and Safety Employers shall provide a safe and healthy working environment to prevent accidents and injury to health arising out of, linked with, or occurring in the course of work or as a result of the operation of employer facilities.



Freedom of Association and Collective Bargaining Employers shall recognize and respect the right of employees to freedom of association and collective bargaining.



Wages and Benefits Employers recognize that wages are essential to meeting employees’ basic needs. Employers shall pay employees, as a floor, at least the minimum wage required by local law or the prevailing industry wage, whichever is higher, and shall provide legally mandated benefits.



Hours of Work Except in extraordinary business circumstances, employees shall (i) not be required to work more than the lesser of (a) 48 hours per week and 12 hours overtime or (b) the limits on regular and overtime hours allowed by the law of the country of manufacture or, where the laws of such country do not limit the hours of work, the regular work week in such country plus 12 hours overtime and (ii) be entitled to at least one day off in every seven day period.



Overtime Compensation In addition to their compensation for regular hours of work, employees shall be compensated for overtime hours at such premium rate as is legally required in the country of manufacture or, in those countries where such laws do not exist, at a rate at least equal to their regular hourly compensation rate. Any Company that determines to adopt the Workplace Code of Conduct shall, in addition to complying with all applicable laws of the country of manufacture, comply with and support the Workplace Code of Conduct in accordance with the attached Principles of Monitoring and shall apply the higher standard in cases of differences or conflicts. Any Company that determines to adopt the Workplace Code of Conduct also shall require its licensees and contractors and, in the case of a retailer, its suppliers to comply with applicable local laws and



with this Code in accordance with the Principles of Monitoring and to apply the higher standard in cases of differences or conflicts.



Abbreviations ACFTU CCC COC CSR DISK EPZ ETI FAP FLA FWF H&M ICFTU ILO ITGLWF JOIN PHULKI SAI SA8000 SEZ UNI WRC WRWC



All China Federation of Trade Unions Clean Clothes Campaign Codes of Conduct Corporate Social Responsibility Devrimci İşçi Sendikaları Konfederasyonu (Turkish trade union central organisation) Export Processing Zone Ethical Trading Initiative Full Audit Programme Fair Labor Association Fair Ware Foundation Hennes & Mauritz International Confederation of Free Trade Unions International Labour Organisation International Textile, Garment, Leather Workers Federation Joint Initiative on Corporate Accountability and Workers’ Right Means “spark” in Bengalian, so not an abbreviation. Social Accountability International Social Accountability 8000 Special Economic Zone Union Network International Workers Rights Consortium Workers’ Representation and Welfare Committee



List of sources Corporate Social Responsibility Report 2004, H&M (2005). Corporate Social Responsibility Report 2005, H&M (2006).52 DressCode – ett slut eller en början, PM 2003:08, Mats Wingborg, Konsumentverket (2003). Ekonomiska frizoner – och kampen för fackliga rättigheter, Mats Wingborg, LO-TCO Biståndsnämnd (2005). EMCC-case studies. Industrial change in the textiles and leather sector: Hennes & Mauritz. European Foundation for the Improvment of Living and Working Conditions, (2004). Etikbarometern, Fair Trade Center (2006), www.etikbarometern.se



Export Processing Zones in Bangladesh: Economic impact and social issues, Working Paper No. 80, D. Bhattacharya, ILO, (1997) Fair Labor Association – Workplace Code of Conduct (not dated). Hennes & Mauritz AB Codes of Conduct (1997). HM – handelsmännen – så skapade Erling och Stefan Persson sitt modeimperium, av Bo Pettersson, Ekerlids förlag (2001). (Nytryck, Månpocket, 2003.) Looking for a quick fix – How weak social auditing is keeping workers in sweatshops, Clean Clothes Campaign (2005). Lång väg till självklara rättigheter – Trelleborgs försök att hindra bildandet av en fackförening i Sri Lanka, Mats Wingborg, SwedWatch, 2005. Re: Violation of Union Organisation at Inteks, Tekstil/DISK, 30/1 2006.



Footnotes Information on the number of accidents comes from ILO statistics, (www.ilo.org). For more information on conditions in supplier factories, see Clean Clothes Campaign’s homepage, www.cleanclothes.org. 3 Galne Gunnar was a chain of low-price warehouses that was owned by H&M. It no longer exists. 4 Most of Turkey is in Asia, but here it has been placed in the European category. 5 Information comes from Corporate Social Responsibility Report 2005, H&M (2006). 6 However, there is no definite statistic on the exact percent made up of women. 7 Suppliers have grown larger in other parts of the world as well. In Mauritius, H&M has had to reduce orders since a large supplier company whose main office is in Hong Kong has moved its production to China. 8 Ineke Zeldenrust at Clean Clothes Campaign (CCC) says in a commentary that this position from H&M occurred after pressure from NGOs. 9 This essay was published by Clean Clothes Campaign. 10 Both interviews with Ingrid Schullström lasted about four hours, the interview with Tobias Fischer took about three hours and the interview with Ineke Zeldenrust, which was done by telephone, lasted one hour. 11 For information about Fair Trade Center, see www.fairtradecenter.se (homepage in Swedish). 2
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IF Metall is a part of textile worker international ITGLWF. H&M’s code of conduct does, however, apply to any employees hired in from employment contractors to manufacture



H&M products. 14



United Nations Environment Programme. Ingrid Schullström gives the example of how Chinese fabric suppliers can buy raw fabric for dyeing from Pakistan, where the cotton originally came from USA. After dyeing the fabric is shipped from China to Bangladesh, where the clothes are sown. It is this international trade with fibres, yarns and fabrics that, according to H&M, makes it difficult to check on where the cotton comes from. 16 That which is written under the heading “commentary” are expressions of the author’s own viewpoints. 17 The language used within the H&M corporation is English, and the expression for ethical auditors is “auditors.” The term ethical auditors, that is used here, is not used within H&M. 18 The exact way that visits to supplier factories are set up, however, is still undergoing change because of the introduction of the Full Audit Programme (FAP), a method that is outlined more thoroughly in later sections. 19 According to Ingrid Schullström, “affected personnel” are those found in the production and purchasing organisations. These always receive “basic instruction.” Other personnel receive, according to Schullström, ”more general information about CSR.” 20 H&M requires of its suppliers that they submit reports on all of the factories where production takes place, and when this doesn’t happen the factories are unaccounted for. At that point it becomes impossible for H&M to check on conditions of production. 21 Fair Trade Center's Ethics Barometer shows this as well. See www.etikbarometern.se. 22 Quote by Ingrid Schullström. 15
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For example, see the argument presented in Looking for a quick fix – How weak social auditing is keeping workers in sweatshops, Clean Clothes Campaign (2005). Here there are points in keeping with H&M’s new strategy, as well as demands that go beyond H&M’s strategy, including the demand for active worker involvement in these issues. 24 AIESEC is the world’s largest exchange student organisation. For more information, see www.aiesec.org. 25 Hennes & Mauritz describes the essence of FAP and the new system for auditing in the following way: “The new way of working will make it possible to detect compliance issues at an earlier stage. Another feature of FAP is the possibility to select the most important suppliers in order to put heavier emphasis on them in the advisory and follow-up phases when implementing effective management systems. Furthermore, FAP has a risk management function where our production countries are divided into risk categories based on past performance on human rights and workers’ rights. The most significant part of the FAP is the extended form of issues and questions being looked at, together with an increased depth in verification, primarily through worker interviews, but also through our document sampling technique. Workers’ interviews will be an integral part of FAP auditing.” (CSR report 2004, page 25, Hennes & Mauritz.) 26 Another possible dilemma – that H&M denies – could be the conflict between 1) a supplier producing on time and at high quality and 2) the ethical demands placed on that supplier. Both Ingrid Schullström and Tobias Fischer say that the ethical demands placed on the suppliers are an integral part of the evaluation and that there is co-operation between production managers and auditors. Their most important argument, though, is that production managers have good reason to be respectful of the evaluations that are made by the ethical auditors. Otherwise there is the risk that they would become dependent on suppliers who then risk being rejected since they have not complied with the code of conduct.
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Ineke Zeldenrust at Clean Clothes Campaign says that the number of suppliers is not that small, and that such a statement is not accurate in the case of Nike, for example. Ingrid Schullström comments on this in an e-mail from March 21, 2006 in the following way: “My comment concerned mainly shoes, which are the biggest part of Nike’s business. As far as I know, the large sporting companies often use the same suppliers for shoes and those suppliers are few in number and very large. For clothes it’s different, since many suppliers are used. But Nike has very little garment production compared to H&M, so it is not a relevant comparison. In order to get a fair comparison with H&M you would have to look at companies like GAP or Inditex. Neither of them have yet chosen to reveal which suppliers they use.” 28 Purchasers are yet another category, but these are located at H&M’s main office and choose which collections are to be ordered from the production offices. 29 There are about 5,000 free economic zones in the world with a total of 42 million employees. The most common kind of free economic zone is the so-called EPZ (Export Processing Zone). In China the free economic zones are normally called SEZ (Special Economic Zone). In general it is very common that trade unions are forbidden or those active in trade unions are harassed in free economic zones. In certain countries there is a law forbidding trade unions in the free zones, but what is most common is for the authorities in certain countries to ignore laws promoting trade unions and to neglect to take action against companies who are violating trade union rights in free zones.
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Ineke Zeldenrust from CCC points this out in a comment on a previous version of this report. Examples of this are given in the study Lång väg till självklara rättigheter – Trelleborgs försök att hindra bildandet av en fackförening i Sri Lanka, Mats Wingborg, SwedWatch, 2005. 32 For more information, see: www.phulki.org. 33 See Export Processing Zones in Bangladesh: Economic impact and social issues, Working Paper No. 80, D. Bhattacharya, ILO, (1997) and Ekonomiska frizoner – och kampen för fackliga rättigheter, Mats Wingborg, LO-TCO Biståndsnämnd (2005). The information about wages being 30 percent higher in Bangladesh’s free zones compared to workers outside those zones comes from this ILO study. However, in interviews Ingrid Schullström says that the wages in free zones are at present about “twice as much” as those outside. She does add, however, that wages in free zones are set in USD, meaning that the wage increases at the rate that the native currency Thaka fluctuates compared to the USD. That is why there are continual fluctuations in the wage level. 34 It is for this reason that Clean Clothes Campaign has developed a model code and encourages collaboration, all within the framework of Fair Wear Foundation. 35 A similar project, but one that H&M is not involved in according to Ingrid Schullström, is the Jo-in project in Turkey. Jo-in stands for ”Joint Initiative on Corporate Accountability and Workers Rights” and is a co-operative project between Clean Clothes Campaign, Ethical Trading Initiative, Fair Labor Association, Fair Wear Foundation, SAI 8000 and Workers Rights Consortium. CCC is a member of Jo-in's International Steering Committee. 36 Fair Labor Association (FLA) is described in more detail in a later section. 37 This is the author’s own opinion after interviews during a ten-year period with employees in the clothing industry in India, Bangladesh, Sri Lanka and China. 38 Provided that the agreement does not specify a wage below the statutory minimum wage, which unfortunately has occurred in the province of Tamil Nadu in southern India. Ingrid Schullström has reacted to and protested against such agreements, see HM – handelsmännen, Bo Pettersson. Månpocket (2003), page 206. 31



39 A common argument in the debate on wages at supplier factories is that they make up such a small part of the price that the clothes have when they are sold. If it were, despite the many obstacles, still possible to raise wages –which Ingrid



Schullström doubts—this would only marginally affect the clothing prices in the stores. But Ingrid Schullström has objections with this statement as well. With raised wages, she says, there are increased social costs, increased profit margins for suppliers, increased customs fees, etc. The increased cost of wages must consequently, according to Ingrid Schullström, be multiplied by many other factors that are affected by wage levels. Once again, however, Ingrid Schullström emphasises that it would be fair for wages to be raised in developing countries, but that a similar raise should occur in the entire branch. That is the reason why statutory limits on minimum wage should be raised. According to Ingrid Schullström, though, a price increase on the garments would be relatively small if the workers’ wages were raised. In the meantime it is not possible to calculate exactly what portion of the store prices are made up of the workers’ wages. Such information is part of H&M’s business secret. Another way to formulate the problem to ask whether the consumers would be prepared to pay more for clothes if they knew that they are produced in an ethically acceptable way and with adequate wages. However, Ingrid Schullström has a certain scepticism to consumers being prepared to pay more just to raise the ethical standard. She describes H&M’s marketing research where a question was asked of the consumers about what characterises a responsible company. The survey was done in Sweden, the US and Germany and the result in Germany especially was that social responsibility lies at the same level as “job opportunities in the country” and “that the company offered low prices.” But it is unclear what kind of conclusions can be drawn from such a survey. If H&M explained to its consumers that certain price increases were necessary to raise the standard in supplier factories, H&M’s reputation would improve (author’s comment). 40



The author’s own viewpoint after interviews with employees in textile factories in many countries. According to FLA’s own terminology, you don’t become a member of FLA; you participate in FLA. 42 Included here are: (1) Social Accountability International (SAI) which uses the well-known code of conduct SA8000 (certification of companies’ systems for doing inspections), (2) Ethical Trading Initiative (ETI), which has come up with something they call Base Code. A key concept for ETI is the expression “best practice”, but they do not have their own inspection system, as well as (3) Workers Rights Consortium (WRC), consisting of universities and high schools in the US, with the purpose of influencing suppliers. WRC has its own code of conduct. In the long run, the competition between these different initiatives could be problematic. Especially if supplier companies have many different clients that are associated with many of these systems. So far, “over-inspection” is not a big problem. This is because audits of supplier factories are still in a beginning stage and many client companies are less ambitious and not associated with FLA, SAI, ETI, FWF or WRC or any smaller similar organisation. But the system will be exposed to greater difficulties as it becomes more effective and all-inclusive. But there is already a certain co-operation between FLA, SAI, ETI, FWF and WRC, including in the framework for Joint Initiative on Corporate Accountability and Workers Rights (Jo-In). More information on these organisations can be found on their homepages: 41



www.sa-intl.org www.ethicaltrade.org www.workersrights.org www.jo-in.org 43



This is also pointed out by Stefan Indermühle, co-ordinator for CCC in Switzerland, in a commentary on a previous version of this report. 44 Industrifacket has joined Metall to form IF Metall. 45 The Swedish expression is ”blixtupprop”. 46 FWF has actively worked to create a European verification system over the past few years. One of many sources of inspiration has been a previous attempt to create such a system for Sweden. What is referred to is the proposal for DressCode, an idea that was never realised despite much effort. For information on what happened, see DressCode – ett slut eller en början, PM 2003:08, Mats Wingborg, Konsumentverket (2003). 47 The author of this report, Mats Wingborg, is responsible for these conclusions. 48 Organises alliances within the trade branch and more; UNI means Union Network International. 49 The abbreviation ITGLWF means International Textile, Garment, Leather Workers Federation. 50 In a written commentary addressing this demand, Ingrid Schullström writes in an e-mail from February 22, 2006 that “We at H&M do not really understand how we can sign a contract and bind ourselves to something that is intended for companies that we do not own or control…We would be glad to co-operate with the trade union, globally and locally, but a contract with a third party that is intended for companies that we don’t own is not something we can sign.” But based on a telephone interview with Mats Svensson, international secretary at IF Metall on March 3, 2006, it is clear however that the Swedish trade union movement is still demanding that H&M’s global contract contain an agreement with textile worker international ITGLWF. 51 She is a co-ordinator for Clean Clothes Campaign (commentary by Mats Wingborg). 52



The study was not finished while this report was being worked on. But Ingrid Schullström has, on several occasions, referred to some facts that, according to her, will be included in future CSR reports from H&M.
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