Rl

o

NYU STERN

Center for Business
and Human Rights DECEMBER 2015



‘At NYU Stern, we develop people and ideas that transform the challenges of the 21st
century into opportunities to create value for business and society. The Center for Business
and Human Rights is the embodiment of that mission.”

Peter Henry, Dean
NYU Stern School of Business

Launched in March 2013, the NYU Stern Center for Business and Human Rights is
the first human rights center based at a business school. Led by Michael Posner and
Sarah Labowitz, the Center is rising to meet one of today’s most essential business
questions: what is business’ responsibility to the people and communities it touches
in the most difficult corners of the planet?

The Center offers dedicated courses on business and human rights to MBA and
undergraduate business students. In different business sectors, it undertakes pro-
jects that combine original research, convening stakeholders, and public advocacy. It
seeks to make seemingly intractable problems accessible to business and create pos-
sibilities for action to improve human rights in the toughest business environments.

The Center is an independent academic endeavor of NYU Stern. It receives funding
from NYU Stern, philanthropic foundations, and individuals.

More information at

Cover image: A young worker at her working station removes extra stitches from blue jeans in an informal
factory in Dhaka. CLAUDIO MONTESANO CASILLAS

NYU Stern Center for Business and Human Rights
Leonard N. Stern School of Business

44 \West 4th Street, Suite 800

New York, NY 10012

© 2015 NYU Stern Center for Business and Human Rights

All rights reserved. This work is licensed under the Creative Commons Attribution-NonCommercial 4.0
International License. To view a copy of the license, visit



“Where, after all, do universal human rights begin? In small places, close
to home - so close and so small that they cannot be seen on any maps

of the world. Yet they are the world of the individual person; the neigh-
borhood he lives in; the school or college he attends; the factory, farm, or
office where he works. Such are the places where every man, woman, and
child seeks equal justice, equal opportunity, equal dignity without discri-
mination. Unless these rights have meaning there, they have little mea-
ning anywhere. Without concerted citizen action to uphold them close to

”

home, we shall look in vain for progress in the larger world

— Eleanor Roosevelt
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EXECUTIVE SUMMARY

Executive Summary

This report is the second study by the
NYU Stern Center for Business and Hu-
man Rights on working conditions and
the garment industry in Bangladesh.
Itis the result of alarge-scale data
analysis of factory data that the Center
collected and analyzed from publicly
available sources and a field survey
conducted in June 2015. The Center’s
analysis sheds light on an important,
but opaque part of the garment sector:
indirect suppliers.

Indirect sourcing is key to Bangladesh’s
high-volume, low-cost model of garment
production. Many workers are em-
ployed in factories that supply foreign
brands indirectly through other, larger
factories or agents. Indirect sourcing
factories operate on very tight margins
and with very little oversight, increasing
the vulnerability of workers to safety
violations and labor rights abuses.

Our research reveals five key findings:

1. There are more than 7,000 fac-
tories producing for the export
market in Bangladesh, divided
between direct and indirect sour-
cing factories. Previous estimates of
the size of the sector accounted for
4,000 - 4,500 factories. The report
shows that the universe of factories
producing for export is much larger
than previously understood, and
that indirect sourcing factories are
a significant driver of production
and employment. From 2013 to
2015, while the number of direct
exporters remained constant, total
apparel export volumes fluctuated
substantially. This can be explained
in one of two ways: either each di-
rect exporter is able to dramatically

increase and decrease its production
in response to shifting demand, or
the thousands of small factories that
comprise the indirect sector enable
direct exporters to accommodate
significant shifts.

2. InaJune 2015 survey of two

sub-districts of Dhaka, 32% of

the 479 factories surveyed were
informal subcontractors. 91% of
informal factories produced at
least partly for export. Informal
factories are a subset of indirect
suppliers. They do not register with
the government, either of the two
national trade associations of appa-
rel manufacturers, or foreign brands.
Workers in this part of the sector
are especially vulnerable because
they are invisible to regulators and
their employers operate on such
slim margins that they cannot invest
in even basic safety equipment or
procedures. This kind of subcontrac-
ting also artificially depresses prices
because it does not account for the
full cost of producing in accordance
with minimum labor standards.

3. The Bangladesh Accord for Fire

and Building Safety (Accord)

and the Alliance for Bangladesh
Worker Safety (Alliance) - two
factory safety programs initiated
by more than 200 foreign brands
- encompass only 27% of factories
in Bangladesh. The programs have
received significant public attention
and have announced a commitment
to spend up to US$100 million over
five years to improve factory safety.
But they are narrowly focused on

a subset of direct suppliers. Almost
three million workers are not cove-
red by these programs.
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Despite thousands of inspections,
very few factories have actually
been fixed. Almost all direct expor-
ting factories have been inspected
by the Accord, the Alliance, or the
government and the International
Labor Organization (ILO). But of the
3,425 inspections that have taken
place, only eight factories have pas-
sed final inspection. This report does
not examine why factory remedia-
tion has been so slow, but it is clear
that something does not add up.

More than US$280 million in com-
mitments have been announced
for the garment sector in Bangla-
desh since Rana Plaza. While it is
significant that foreign governments,
development organizations, phi-
lanthropies, and foreign brands are
announcing large commitments, it

is not yet clear how many of these
resources are being spent or if any of
this money is being applied to reme-
diate factories. It is clear that resour-
ces are not being directed towards

the thousands of indirect suppliers
that remain in the shadows. There
is not yet a clear understanding of
what it will take to ensure that wor-
kers in these factories are safe and
enjoy basic labor rights.

The Rana Plaza factory complex housed five garment factories, in addition to a bank and retail shops. It collapsed on the morning of April 24, 2013, killing almost 1,200 gar-
ment workers. The collapse resulted from a combination of poor infrastructure, weak oversight, and unscrupulous management practices. Rescue workers carry a garment
worker who survived after being trapped under the rubble three days after the collapse, on April 26, 2013. REUTERS/ANDREW BIRAJ

BEYOND THE TIP OF THE ICEBERG | 05



RECOMMENDATIONS

Recommendations

Achieving visibility over the full supply
chain at a systemic level, rather than
in the context of each individual fo-
reign brand, is a precondition for more
completely fulfilling the rights of all of
Bangladesh's apparel workers.

To foreign brands: Reverse the incen-
tives for primary business partners
away from a punitive system that
punishes subcontracting to one that
rewards transparency about the prac-
tice. Prioritize understanding where
product actually is being produced.

Brands can play an important role

in legitimizing indirect suppliers as

an important source of producti-

ve capacity, but one that requires
new approaches for oversight and
compliance with labor standards. This
does not mean that brands bear sole
responsibility for remediating or even
monitoring conditions in indirect
suppliers. But brands can and should
lead in setting a new tone about indi-
rect sourcing that creates space for
other stakeholders to take action.

To local manufacturers: Increase
transparency about the practice of
indirect sourcing and its role inthe
production process.

To the government of Bangladesh
and the trade associations: Make
information available about regula-
tory systems that apply to direct and
indirect suppliers.

To foreign governments and inter-
national organizations: Put indirect
sourcing on the global agenda about
supply chains, including the G-7
agenda, the ILO’s meeting on supply
chains in 2016, the World Economic
Forum, and the OECD’s guidance
efforts for companies in the apparel
and footwear sectors.!
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The mapping of 7,000 factories and the
survey of two sub-districts in Dhaka
presented in this report and the accom-
panying map are an important first step
in identifying the full scale of garment
production in Bangladesh. But more and
better datais required to identify the
full extent of the sector.

e TothelLO,in cooperation with
the trade associations, unions, and
the government of Bangladesh:
Conduct a comprehensive survey of
direct and indirect sourcing in Dhaka
and Chittagong.

The ILO should allocate personnel
and financial resources under its
existing RMG program to underwri-
te acomprehensive survey. The go-
vernment and the trade associations
should authorize and fully endorse
the survey to encourage openness
on the part of all factories, especially
informal and indirect suppliers.

In our comprehensive survey of Ton-
gi and Rampura, it took six surveyors
three full days to identify almost 500
factories, working in three teams.
With the same small team, it would
take about 42 work days to identify
all garment factories in Bangladesh,
or just over two months.

To private philanthropies, in part-
nership with the MissingMaps?
project and Bangladeshi civil so-
ciety: create a parcel map of Dhaka
and Chittagong.

The creation of a parcel map of Dhaka
would enable factory surveyors to
associate their findings with indivi-
dual parcels, including information
such as factory names, conditions,
and images with specific geographic
areas.® Such a map would: address
the problem of poor availability of
map information for Bangladesh;
support a factory survey; and be use-
fulin many other humanitarian and
development contexts.
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A dynamic, sustainable garment sector
would fairly distribute the costs of labor
rights compliance across all firms in

the sector, not just those that maintain
direct relationships with foreign brands
that demand compliance as part of the
price of doing business.

To the government of Bangladesh:
Improve enforcement in the indirect
exporting part of the sector.

Raising the odds of inspection and
even prosecution for labor rights
and safety violations (in addition to
other regulatory obligations, such as
taxation and business registration)
among indirect suppliers would
discourage firms from remaining
informal and encourage factories to
meet minimum standards of labor
rights and worker protection.

To direct suppliers: Help indirect
exporters formalize through a “bu-
ddy system”

Working through a buddy system, di-
rect suppliers could transfer knowle-
dge and potentially resources to help
small- and medium-sized subcon-
tracting factories achieve minimum
standards for labor rights and safety
compliance. Rubana Hug, managing
director of Mohammadi Group, sug-
gested such a systemina 2014 Wall
Street Journal op-ed: “Every stronger
factory should assume responsibility

for boosting the industry’s repu-
tation by helping smaller factories
comply with new standards. If 250
responsible manufacturers could
each monitor and mentor 10 smaller
factories on compliance issues,

that would then alter the reality for
2,500 factories.”

To international financial institu-
tions and the government of Ban-
gladesh: Undertake infrastructure
development in electricity, transpor-
tation, and gas.

Indirect suppliers rely on the under-
developed public infrastructure grid,
leaving them especially vulnerable
to electrical fires. Corruption at

the highest levels of government
prevented Bangladesh from recei-
ving World Bank funding for a major
bridge project in 2012.° Since then,
the World Bank has pulled back
from funding the kind of large-scale
infrastructure projects that would
help lower costs across all factories
in Bangladesh.

The government should investigate
and prosecute corruption allegations
to restore confidence among interna-
tional lenders, in addition to fulfilling
its commitment to spend fully wire
residential electrical infrastructure.®
International lenders should reconsi-
der policies that restrict financing for
infrastructure projects.

BEYOND THE TIP OF THE ICEBERG | 08



RECOMMENDATIONS

To private-sector lenders and
Bangladeshi banks: Improve access
to capital for small- and medium-si-
zed enterprises.

Limited access to capital remains

a significant barrier for indirect
exporters to make necessary impro-
vements, such as acquiring land for
a purpose-built facility, investing in
electrical and fire safety systems,

or even simply meeting payroll on a
regular basis. While significant loan

commitments have been made by
international lenders and brands,
these generally target direct ex-
porters and are made available in
dollars, not the local currency in
which indirect exporters conduct
business. Working together, interna-
tional lenders and local banks should
develop targeted financing facilities
for indirect factories, including an
expanded pool of loans available in
Bangladeshi Taka.

To the ILO: Expand the scope of
existing RMG initiatives to include
indirect factories and strategies for
formalizing this part of the sector.

Informal factories are subject to almost no regulation or oversight and even basic standards of safety, health, and labor rights are not enforced. As profit margins tighten
through repeated subcontracting, labor is the only flexible cost component. Machinery, electricity, gas, and rent are fixed costs; managers operating on hair-thin margins seek
to reduce overall costs by squeezing workers through low wages and long hours, or by employing children. cLAUDIO MONTESANO CASILLAS
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Top 5 garment producing countries, 2014

China
38.6%

Hong Kong
4.2%

Italy
5.1%

Germany
4.1%

Foreign brands made five-year commit-

ments to stay in Bangladesh through
the Accord and the Alliance in 2013.
With the five-year mark on the hori-
zon, coupled with a worsening security
situation and slow progress on labor
rights reforms, there is an urgent need
for Bangladeshi leaders and factory

owners to demonstrate that Bangladesh

continues to be a good investment for
the global fashion industry.”

e To the government of Bangladesh:

Strengthen the climate for mature
industrial relations, in which inde-
pendent unions can thrive.

The government should lead in

strengthening protections for trade
unionists, including by investigating
and prosecuting crimes against
union organizers, and creating space
for the union movement to advance.

Bangladesh

Vietnam

Source: World Trade Organization

5.1%

4.0%

To Bangladeshi leaders and factory
owners: Take ownership of an inter-
national effort organized around the
concept of “shared responsibility” to
realize a vision for a safe and sustai-
nable garment sector.

A new model is emerging for
tackling the most entrenched
governance problems in global
supply chains through a shared
responsibility approach.t Leaders
within Bangladesh should embrace
this model, generating a mandate to
address labor and safety issues in
all factories and inviting all relevant
stakeholders to join the effort.
Shared responsibility for improving
the overall system of garment pro-
duction is an ambitious objective;
leaders should approach it as a mat-
ter of vital importance for the future
viability of the industry and the
country’s economic development.
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Given the scale of the challenge pre-
sented by the large universe of indi-
rect sourcing factories (in addition to
well-known problems among direct
sourcing factories), a new structure
will be required to organize ambitious
action among the key stakeholders.

e To private philanthropies and/
or governments: \With a mandate
from Bangladeshi leaders and buy-in
from the international community,
underwrite an entity or secreta-
riat to organize a taskforce with a
mission to develop a roadmap for a
safe and sustainable garment sector
in Bangladesh.

The taskforce will require senior
leadership from within Bangladesh,
as well as international stakeholders.
It should work over the course of

12-18 months to develop a com-
prehensive and specific roadmap to

Poverty and RMG growth

N N
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upgrade the entire export garment
sector. The roadmap should include
the wide-ranging set of policy tools,
financial resources, and regulatory
incentives that will be required

to achieve a garment sector that
delivers on the promise of expanded
economic opportunity and the digni-
ty of work for all workers. It should
attach a cost to these improvements.

To the taskforce secretariat: Con-
vene all actors with a stake in a more
safe and sustainable garment sector,
including foreign brands, local ma-
nufacturers (both direct and indirect
suppliers), unions, governments,
international financial institutions,
and the Accord and the Alliance.

The taskforce must be supported by
strong administrative functioning

- regular meetings, transparent pro-
cesses for considering and deciding
on key issues, clear communication,
and engaging appropriate experts.

Sources: World Bank, BGMEA
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Product type by number of factories
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No single actor can underwrite the sig-
nificant costs of upgrading Bangladesh’s
garment sector.” Local and international
participants should share the costs.
Detroit provides a useful model, in
which the public-private Blight Removal
Taskforce successfully surveyed the
city’s problem with blighted structures,
developed a blueprint for addressing it,
and raised public and private funds to
meet the US$800 million price tag of
clearing blighted structures.'©

To brands, leading local manu-
facturers, the government of
Bangladesh, foreign governments,
development organizations, in-
ternational financial institutions,
private philanthropies, the Accord,
the Alliance, the ILO, and unions:
Share responsibility for the costs

of upgrading the garment sector to
make it safe and sustainable for the
long term.

1 077 PANTS, SHORTS AND DENIM

In a shared responsibility model,
there is no set approach that would
dictate the size of each stakeholder’s
financial responsibility. Working
through the taskforce, all stakehol-
ders should develop a formula for
sharing costs that is fair and trans-
parent. A formulais likely to result in
proportional sharing of costs among
stakeholder groups and individual
actors. For example, governments
of consuming countries may collec-
tively assume responsibility for a
portion of the total cost, which could
be divided based on level of imports
from Bangladesh. Of course, strict
oversight will be required to ensure
that funds are used for their inten-
ded purpose.

53 UNDERWEAR AND SLEEPWEAR

796 SHIRTS, BLOUSES AND JERSEYS
1 OTHER

1
7

Z4.

Source: NYU Stern Center for Business and Human Rights factory list, available at http://stern.nyu.edu/bangladesh-factory-map
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INTRODUCTION

Introduction

Workers commute by boat from an island slum in the early morning, February 2014. BISHAWJIT DAS

It has been more than two years since
almost 1,200 workers were killed in a
single morning in the factory collapse

at Rana Plaza in a suburb of Dhaka.

The tragedy was a wake-up call to the
global fashion industry and those who
benefit from it: consumers in the United
States and Europe who have never been
able to buy more clothes more cheaply
than they can today; the fashion brands
that are some of the biggest compa-

nies in the world; and leaders within
Bangladesh, whose economy is deeply
dependent on the continued growth of
garment manufacturing. Rana Plaza was
a symbol of a larger uncomfortable tru-
th about the global apparel supply chain:
low-wage garment work can come at
almost unimaginable costs.

The global economy is increasingly
dependent onintegrated networks of
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suppliers across national borders to
produce and deliver goods in all sectors.
In many ways, Bangladesh’s apparel sec-
tor represents the possibilities of global
supply chains: over the last 30 years,
the garment industry has helped fuel
Bangladesh’s economic growth and em-
ployment for millions of its citizens. The
rate of extreme poverty has plummeted
as the garment industry has grown.

This study is the product a comprehen-
sive analysis of publicly available factory
information in Bangladesh, as well as an
on-the-ground survey of two sub-dis-
tricts in Dhaka. It builds on our 2014
report on subcontracting in Bangladesh,
Business as Usual is Not an Option: Supply
chains and sourcing after Rana Plaza.

Its findings portray a widening gap
between direct and indirect suppliers.
Direct suppliers - those factories that
global fashion brands acknowledge

- are subject to increasing oversight

of working conditions and elevated
standards for fire and building safety.
But these factories are just the tip of
the iceberg. For every facility where
labor conditions are improving, there
are many more factories where workers
toil in conditions that present risk of
serious harm and abuse of labor rights.
Factories that indirectly supply the ex-
port market operate below the surface.
These factories are vital to Bangladesh's
ability to produce high volumes of low-
cost clothing in response to fluctuating
seasonal demand. But they operate in
the shadows.

In writing this report, we start from pre-
mise that the garment industry has been
good for Bangladesh and its people, and
that continued growth of the industry
has the potential to generate shared
prosperity for the long term. By making
visible a previously unseen part of the
sector, our objective is to encourage
investment and innovation to elevate

standards for all workers, in both direct
and indirect suppliers.

Progress in reforming the garment
sector since Rana Plaza has been halting
and there is a growing sense of fatigue
about ensuring that even the best direct
exporters meet high standards for sa-
fety. With the expiration of the Accord
and the Alliance on the horizon in 2018,
brands may be tempted to quietly pull
up stakes, shifting production to less
high-profile sourcing destinations.

The loss of the garment sector, or its
dramatic reduction, would only com-
pound the tragedy of Rana Plaza. In
our view, this is a moment for action to
seek sustainable ways of doing busi-
ness that account for the full cost of
labor rights compliance in both direct
and indirect suppliers, while remaining
fiercely competitive as a key sourcing
destination. This will only be possible
if buyers acknowledge the important
role of indirect suppliers and create
the space for a realistic discussion of
the true cost of fast fashion. It also
demands urgent leadership on the
part local garment manufacturers in
Bangladesh, especially the largest and
most successful of these firms, to iden-
tify practical ways of formalizing and
standardizing indirect production.

Achieving a safe and sustainable apparel
supply chainin Bangladesh will require
a shift in mindset about which entities
are responsible for fixing factories.
Since the mid-1990s, the internatio-

nal community’s primary response to
well-documented labor rights problems
in the apparel supply chain has been to
deputize private companies to ensure
workers’ rights. Bangladesh is a stark
illustration of the limits of this model.
On the one hand, private compliance
efforts by individual companies have
resulted in improvements in some facto-
ries. At the high end of the supply chain,

brand-sensitive multinationals work
closely with their primary suppliers in
relationships undergirded by standardi-
zed, professional business practices.

But most factories in Bangladesh are
not this kind of modern, formal enterpri-
se. Approximately half of the factories

in Bangladesh are indirect suppliers
that do not maintain relationships with
foreign buyers. Because they operate
on slim margins and often lack sophisti-
cated business experience, they do not
use modern business methods and are
unfamiliar with international standards
for labor rights. Factories that indirectly
supply global brands are not touched by
private compliance initiatives.

To be sure, brands have a responsibility
towards workers in factories beyond
their first tier suppliers. All brands be-
nefit when subcontracting factories are
in compliance with minimum standards.
A systemic approach is needed that
enlists a wider array of actors to elevate
standards in this part of the sector.

Local unions also have an important
role. The test of a garment sector that is
truly sustainable over the long term will
be its ability to accommodate worker
voices and worker representatives as
the sector grows.

The premise of globalization is that it
benefits people in developed and de-
veloping countries alike. Consumers in
developed countries enjoy wide availa-
bility of cheap goods, while workers and
communities in developing countries
gain access to economic opportunity
and expanded realization of rights.
Achieving minimum standards in all
factories, including indirect suppliers,
will require additional financial resour-
ces and commitments by brands, their
primary suppliers, governments, de-
velopment and financial organizations,
unions, and private philanthropies.
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A “shared responsibility” model that
draws on the capacities of each of these
entities should be pursued in Bangla-
desh’s export garment sector.

The research contained in this report
is an important step in gaining greater

understanding of the true size and
complexity of the apparel supply chain
in Bangladesh. It is incontrovertible that
the supply chain is bigger, more com-
plex, and contains greater risk for more
workers than previously imagined. New
ways of thinking and acting are needed

to ensure that all factories provide em-
ployment in safe conditions and with the
dignity of work for all workers.

Landscape behind informal garment factories in Keraniganj (Dhaka), which hosts hundreds informal factories. cLAUDIO MONTESANO CASILLAS
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Methodology

Prior to 2014, there was little publicly
available, reliable information about
the number of garment factories in
Bangladesh.!! Before Rana Plaza, most
estimates put the number of factories
at 4,000 - 4,500.2 In the Center’s
2014 report, Business as Usual is Not an
Option: Supply chains and sourcing after
Rana Plaza, we argued that the number
of factories actually was much higher
because of the prevalence of indirect
sourcing factories.”

Over the last two years, more data has
become available about Bangladesh’s
export garment sector. The government
of Bangladesh launched its own factory
database; the two trade associations
updated their websites and factory
registries; and the Accord and the
Alliance began to publish monthly lists
of factories that supply their members.
These lists contain rich information
about factory location, types of produc-

Figure 1: Sources of factory data

Department of Inspections for Factories and Establishments (DIFE), Government of Bangladesh
Bangladesh Garment Manufacturers and Exporters Association (BGMEA)

Bangladesh Knitwear Manufacturers and Exporters Association (BKMEA)

Bangladesh Accord for Fire and Building Safety (Accord)

Alliance for Bangladesh Worker Safety (Alliance)

Total

tion (sweaters, tops, children’s, etc.),
annual production volume, number of
sewing machines, and numbers of male
and female workers. The five sources
of data presented a unique opportunity
to quantitatively analyze information
about the factories and workers that
comprise the country’s powerful gar-
ment sector.

In October and November 2014, we
collected all of the data from the five
source lists, which resulted in more
than 11,000 factory records. Through a
painstaking process of manual de-dupli-
cation, a team of Stern MBAs combined
records that represented the same
factory, eliminating more than 3,800
duplicates.** The de-duplication was
completed in August 2015.

We call the resulting list of 7,179
factories the “official list” of factories in
Bangladesh because factories on these

3,660

3,498

1,825

1611

652

11,246
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lists have registered with one of the
five entities that maintain factory data.
The cleaned up, comprehensive list is
available on our website, http:// www.
stern.nyu.edu/bangladesh-factory-map,
where it is accompanied by a factory
map. The map presents the first com-
prehensive view of any country’s appa-
rel manufacturing sector at a national
level. It includes interactive information
about the 7,000 factories on the official
list, in addition to factory information in
65 neighborhoods.

As rich as the official data'is, it does
not tell a complete or accurate story of
how garments are produced and the
workers who are producing them. The
official data contains only that - facto-
ries that are officially registered either
with the government, one of the trade
associations, or one of the foreign ini-
tiatives. Our earlier research indicates
clearly that there is a wide network of
informal factories that remain unregis-
tered and where workers are invisible
to regulators, inspectors, and buyers.

We also know that the official lists, par-
ticularly BGMEA and BKMEA, include
factories that do not physically exist or
exist in name only.* This means that the
official datais inflated by factories that
do not exist and excludes factories that
do exist.

To test the validity of the official list and
the prevalence of informal factories, we
conducted a comprehensive survey of
two sub-districts in Dhaka - Tongi and
Rampura - inJune 2015. We used the

Figure 2: Sub-districts with the highest concentration of registered garment facilities (official list)

Thana Total Factories Alliance and Accord Factories Percentage
1. Fatullah 705 97 14%
2. Gazipur 656 254 39%
3. Savar 453 153 34%
4. Ashulia 416 157 38%
5. Mirpur 398 78 20%
6. Tongi 291 114 39%
7. Kaliahoir 161 57 35%
8. Uttara 142 19 13%
9. Pallabi 125 38 30%
10. Double Mooring 115 21 18%
11. Narayanganj 113 34 30%
12. Rampura 110 10 9%
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official list to determine the sub-dis-
tricts with the highest concentration
of garment facilities (see the top 12
list above) and selected Tongi (#6) and
Rampura (#12) as survey areas.

The selected sub-districts are geogra-
phical hubs for garment production.
Tongi and Rampura are not only areas of
high factory concentration themselves,
but they are also surrounded by other
areas where subcontracting is preva-
lent. Tongi, for example, in the northern
part of Dhaka City, borders Uttara (#8)
and is close to Gazipur (#2). Rampura on
the south-east part of the city is closer
to the old town (Fatullah #1), where
garment production originally started
before production moved to the outs-
kirts of Dhaka. While Tongi is one of the
districts with the highest concentration
of Accord/Alliance production (39%);
Rampurais one of the districts with

the smallest percentage (9%). The local
assessment team also judged Tongi and
Rampura as most suitable in terms of
their accessibility and size.

Four assessment teams, each compri-
sed of two local survey experts, walked
every street in Tongi and Rampura
over three full days in June 2015. Their
objective was to identify every facility

involved in the garment business in
these areas.' The facilities they identi-
fied included larger factories that cut,
sew and package finished products, but
also facilities that produce accessories
(zippers, buttons etc.), or only perform
individual production steps, such as
printing or washing.

The teams accessed over 90% of the
garment facilities on the official list in
the two areas. They surveyed manage-
ment staff on a set of business-related
questions, including information about
current business challenges, as well as
where the factory fits in the regulatory
landscape (see Appendix |).

We were able to assess whether a fac-
tory was a direct exporter, a registered
subcontractor, or an unregistered sub-
contractor by asking factory managers
about their membership in the trade
associations, whether they “take UD”

(the formal import/export permit issued

by the trade associations on behalf of
the government), and whether they
were producing for export.

A factory can be a member of the trade
association, but not take UD (official
subcontractor) or be an unregistered
factory that produces for export (infor-

Figure 3: Typology of factories producing for export

e Accord, Alliance factories
o BGMEA, BKMEA members that “take UD”

¢ BGMEA BKMEA members that do not
“take UD” and rely on subcontracts with
other trade association members

mal subcontractor). Informal subcon-
tractors do not maintain direct rela-
tionships with foreign buyers, take UD,
belong to a trade association, or register
with a government entity.

The official list of approximately 7,000
factories coupled with data from the
field survey formed the basis of the
analysis for this report.

e Unregistered factories that supply
direct exporting factories through
subcontracts
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Findings

There are more than 7,000 factories pro-
ducing for the export market, split between
direct and indirect sourcing factories.
Indirect suppliers are an important driver
of overall production in Bangladesh and
key to the sector’s ability to respond to
seasonal fluctuations in orders.

More than 7,000 Total Factories

Previous estimates of the size of the
garment sector accounted for 4,000

- 4,500 factories.' By collecting data
from five publicly available datasets, we
found more than 7,000 factories. This
means that the universe of factories is
more than 56% larger than previously
understood. In addition, we found that
the total number of factories is split
approximately evenly between direct
and indirect exporting factories.

Initially, we anticipated that there would
be a significant degree of overlap among
the five sources. However, analysis by
Marc-Olivier Boldi from the Research
Center for Statistics at the University

of Geneva showed that while some lists
are closely correlated, others are not.*®
For example, out of 1,569 BGMEA
factories, 1,314 also appear on the DIFE
list. This is a large overlap and we assu-
me that the government drew its data
from the trade associations.

Between the BGMEA/BKMEA and
Accord lists, in contrast, there is less
overlap than expected. One thousand,
one hundred and five factories are listed
inthe BGMEA and Accord lists; only
321 facilities are listed on the BKMEA
and Accord lists. We had assumed that
all of the 1,569 Accord factories also
would be registered in either BGMEA
or BKMEA lists. But, in fact, there are

261 Accord factories that appear on no
other list (16%). The BGMEA list was
compiled long before the Accord or the
Alliance and it is possible that it simply
was not up to date at the time we collec-
ted the data.

Why is the universe of factories so
much bigger than previously unders-
tood? There is simply more and better
data available as a result of demands for
increased transparency from the inter-
national community beginning in 2013.
Prior to Rana Plaza, only the trade
associations published any information
about the factory base in Bangladesh.
The 2011-2012 BGMEA Members’
Directory lists 3,411 factories in Dhaka
and 769 in Chittagong.'” These num-
bers are likely inflated by the inclusion
of factories that are no longer in ope-
ration but that remained on the list.?
After Rana Plaza, foreign governments
and the ILO pressured the government
to publishits own data, whichitdidina
DIFE database launched in April 2014.2*
Around the same time, the Accord and
the Alliance began publishing monthly
factory lists identifying their members’
primary suppliers.

In short, previous estimates of the size
of the sector were derived from data
produced by the trade associations that
was not completely reliable. The availa-
bility of more data from a wider variety
of sources has brought more factories
into the light.

For those interested in improving
factory safety and workers’ rights in
Bangladesh, this means that the reach
of these efforts must be considered

in the context of a bigger universe of
factories. For example, in November
2015, Srinivas B. Reddy, Bangladesh
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country director of the ILO, was quoted
as saying, “Eighty percent of factories ...
will require fire and electrical remedia-
tion?? In the absence of good informa-
tion about the total size of the sector,
there is a denominator problem - 80%
of how many factories?

Similarly, in October 2015, the gover-
nment of Bangladesh announced that
it had inspected 1,475 factories with
support from the [LO. The government
asserted that 80% of factories have
been found safe (very much at odds
with the ILO’s conclusions around the
same time).?® Using 7,000 as the deno-
minator, the government’s inspections
covered only about 20% of the total
number of garment factories producing
for export in Bangladesh. The problems
presented by an under-regulated and
informal garment sector are much
bigger than anyone has acknowledged
up to this point.

Direct and Indirect Suppliers

Within the universe of 7,000 facto-
ries, there are both direct and indirect

DIRECT EXPORTING
FACTORIES

suppliers.?* The analysis in this Report
is based on an understanding of the
Bangladeshi permitting system for
tracking duty-free import of materials,
called the “Utilization Declaration” or
“UD UD is required for every export
order. For example, if a factory receives
an order for 100,000 shirts, each of
which requires three yards of fabric,
the factory would receive UD from the
trade association? to import exactly
300,000 yards of fabric duty-free. This
means that UD is the marker of whether
afactory is adirect export factory.

The trade associations each maintain

a “UD list” of those factories, which, at
some point during the year, have applied
for and received UD.?¢ This list is not pu-
blicly available, but BGMEA reported in
an email interview that its list has remai-
ned stable over the past three years at
2,100 UD factories?” and The Financial
Express reports that the BKMEA's list
stands between 800 - 1,000 factories.?
We use 3,200 as the total estimate of
the size of the UD list.??

The stability of the UD list is surpri-
sing, given that production volume is

ESTIMATED NUMBER OF FACTORIES

7,000

TOTAL FACTORIES

so volatile. Between 2013 and 2014,
total production volume fell dramati-
cally, from 1.49 billion units® to 993
million units.®! In 2015, the sector came
roaring back, growing 58% to 1.57
billion units.®? This means that the ave-
rage number of units per direct expor-
ting factory went from 465,625 down
to 309,375 and then back up again to
490,625 within three years.

This can be explained in one of two
ways: either each direct exporter is able
to dramatically increase and decrease
its production in response to shifting
demand, or the thousands of small
factories that comprise the indirect
sector enable the direct exporters to
accommodate substantial shifts. This
data, coupled with our earlier research,
points strongly to the latter scenario.
Subcontracting allows bigger factories
to accommodate demand swings by
increasing capacity without additional
capital investment.®®

While we do not have alist identifying
which of the specific factories among the
approximately 7,000 are direct export
factories, it is significant to understand

INDIRECTFSOURCING
FACTORIES
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Figure 4: Apparel export volumes in relation to the number of direct exporting factories (2014 - 2015)

Total export volume, apparel products, Bangladesh

Number of direct exporting factories

Average units per direct exporting factory

that about half of the total is comprised
of direct suppliers, while the other half is
made up of indirect suppliers.

This also means that there are mem-
bers of the trade associations that are
not direct suppliers. These factories are
formal, indirect factories that produce
for export. Within BGMEA, there are
about 1,000 factories in this category.
As we identified in our earlier research,
the trade association registers these
subcontracts through a formal admi-
nistrative process called the “interbond
transfer license”* that tracks the mo-
vement of goods under the particular
order’s UD number. For formal, indirect
sourcing factories, the BGMEA offers
protection for the factory in the event
that an order goes wrong. As one such
factory owner said, “It’s very risky not
to go through BGMEA for subcontrac-
ted orders.®

There are key differences between
direct and indirect suppliers. As we
detailed in our earlier research, direct
exporters are characterized by:

o Relationships with foreign brands.

1.49 billion units

~3,200

465,625

Relationships with foreign suppliers
of inputs such as fabric, thread,
packaging materials, and accessories
(mostly from China).

o Credit-based orders through the
“back-to-back L/C” (letter of credit)
system, conducted in dollars.

e Access to export credits.

Direct exporters assume all responsibi-
lity for every aspect of production from
procuring materials, to cutting, sewing,
finishing, packaging, and transport.

This requires significant investment

of capital, sophisticated international
relationships, and capacity to withstand
production delays due to late delivery
of materials or other factors. Suppliers
that demonstrate the highest order and
export volumes also have the greatest
access to capital. This is because finan-
cing and export credits are made availa-
ble on the basis of total order and export
volume, not production capacity.

This kind of production requires a level
of sophistication in business practices
and exposure to international standards
that are not found in indirect suppliers.
Indirect suppliers specialize in low-skill

993 million units 1.57 billion units

~3,200 ~3,200

309,375 490,625

cut-and-sew production or discrete
production processes such as washing
and dyeing. They also conduct business
in Bangladeshi Taka, without access

to the credit-based financing facilities
or export credits that are available to
direct exporters.

If the indirect sourcing model was
conducted within an effective regula-
tory framework and efficient markets,
it could allocate and re-allocate pro-
duction according to the competitive
advantages of each actor in the supply
chain. The absence of those conditions,
however, has resulted in a supply chain
driven by pursuit of the lowest nominal
costs. This has undermined wages and
working conditions, investment in tech-
nology and training, and improvements
in productivity and quality.

Employment Data

Based on employment information from
the official factory list, there are 5.1
million workers in the garment sector.
The ILO estimates that there are 4.2 mi-
llion workers.®” Given that our research
shows that the number of factories is
significantly larger than previous estima-
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tes, it is not surprising to see that there
also are almost a million more workers in
the sector than previously understood.

Interestingly, the official data we
compiled shows that just 56% percent
of workers are women, while the ILO re-
ports that 80% of garment workers are
women. Not all factories in our dataset
include a breakdown of employment
along gender lines and we did not test
the validity of employment data in our
field study.

One of the key narratives about the gar-
ment sector in Bangladesh is that it has
been empowering to women, who have
driven the sector’s phenomenal grow-
th.8 While it is certainly significant that
women represent more than half the
workforce in the garment sector, our
data show a more even split between
men and women than this narrative
would suggest. In the course of our
research, we spent significant time in
garment factories of all sizes, where it is
most common to see women operating
sewing machines. But there are many

men also employed in the sector, often
injobs such as cutting and loading.
Management positions are, perhaps
unsurprisingly, dominated by men. It
should be a subject of further research
to better understand the reality of gen-
der dynamics in the garment sector.®

At the top of the sector, direct exporters can be sophisticated, modern operations that employ standard business practices. They employ qualified managers in areas such as
human rights and corporate social responsibility. Workers at Square Textiles in Mohakhali, December 2014. NAYANTARA BANERJEE
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2. Informal
subcontracting

In our survey of two sub-districts in Dhaka,
32% of the 479 factories surveyed were
informal subcontractors; ?1% of these fac-
tories produce at least partly for the export
market. Subcontracting without oversight
increases workers’ vulnerability to labor
rights abuse and safety violations.

Prevalence of informal subcontracting

Informal factories are a subset of
indirect suppliers. They do not register
with the government, the trade asso-
ciations, or foreign brands and rely on
subcontracts with other, larger facto-
ries to fill their production lines. In our
June 2015 survey of two sub-districts
of Dhaka, 32% of the 479 factories
surveyed were informal subcontrac-
tors producing at least partly for the
export market.*® They are characterized
by their small size - on average, they
employ 55 workers; among all factories
on the official list, the average number
of workers per factory is 650. Informal
subcontractors tend to focus on a single
production process, such as sewing,
washing, dyeing, or printing. The top
three barriers to enhanced producti-
vity for informal factories were limited
electricity, fluctuating order volumes,
and political instability.

Workers in this part of the sector are
especially vulnerable because they are
invisible to regulators and their em-
ployers operate on such slim margins
that they cannot invest in even basic
safety equipment or procedures. Small,
under-resourced factories must rely

on labor-intensive production methods
rather than making capital investments
in machines and processes that improve
efficiency. They also undercut larger,
more compliant factories on price. Infor-
mal factories do not pay taxes, submit
to regulation, or bear the costs of labor
rights compliance.

The survey did not ask questions about
working conditions, or even subcontrac-
ting explicitly. But anecdotally, the sur-
vey teams reported that they observed
child labor in some informal factories.
We did not seek to verify employees’
ages, but the observation of potential
child workers reinforces the lack of
oversight and risks to workers in this
part of the sector.*® The survey teams’
observations are reinforced by journa-
listic reporting on informal factories that
highlight child labor in this part of sector.
Informal subcontracting factories may
serve as a pathway into employment in
the formal sector, with young workers
starting out in the least regulated fac-

Figure 5: Breakdown of factories producing for export: Tongi and Rampura factory survey, June 20154

Formal Informal
Direct 185 X
Members of BGMEA, BKMEA and
take UD always or sometimes*?
Indirect 8 153
Members of BGMEA, BKMEA members; Not members of BGMEA, BKMEA;
do not take UD do not take UD
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In an October 2015 photo essay on informal subcontracting, Dhaka-based photojournalist Claudio Montesano Casillas presented photos of children working in informal
factories. He identified embroidery work, cutting/trimming, cutting thread, printing, making labels/tags/stickers, packaging, machine cleaning, weaving, hand stitching, dye-
ing, decorative work, button stitching, knitting, washing, and button coloring as common activities for child workers in informal factories. CLAUDIO MONTESANO CASILLAS

tories where prohibitions against child
labor are not regularly enforced.

We are not aware of any inspections

of informal subcontracting factories
and visibility into this part of the sector
remains very limited. Our survey is the
first attempt to begin a systemic assess-
ment of informal subcontracting. But
the combination of survey data, anecdo-
tal reporting, and journalistic accounts
reinforce a view of informal factories as
being subject to almost no regulation or

oversight, where even basic standards
of safety, health, and labor rights are
not enforced. As profit margins tighten
through repeated subcontracting, labor
is the only flexible cost component.
Machinery, electricity, gas, and rent

are fixed costs; managers operating on
hair-thin margins seek to reduce overall
costs by squeezing workers through low
wages and long hours, or by employing
children.

Though some academics have disputed
this view of informal subcontracting,**
the growing body of research into the
true nature of the apparel supply chain
suggests that these factories are as, i
not more, dangerous than the regulated
factories at the top of the sector. Moreo-
ver, the survey results show that infor-
mal subcontracting continues to be a
prominent mode of production, as almost
a third of factories in the survey areas
were informal subcontracting factories.
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2. INFORMAL SUBCONTRACTING

Informal factories produce for export

The survey also showed that 91% of
informal factories produce at least
partly for export . The most common
scenario is for informal subcontracting
factories to do mixed production for
the domestic and export markets. All of

our research suggests that the boun-
daries between types of production

are fluid; factories prefer to take the
highest value-add orders available to
them, but will take less desirable orders
to fill their lines. For informal suppliers,
export production is more valuable
than domestic. But in the absence of

Indirect sourcing model

FOREIGN BRANDS

export subcontracts, they will fill their
lines with domestic production. From
the perspective of foreign brands, the
risk of production ending up with an
informal supplier is unpredictable.

Figure 6: Indicators for informal, indirect subcontracting for the export and domestic markets

Domestic market production

Only No Partly No Response

Never 83 4 119 0

a Sometimes 1% 1 29 0
)
L
[}

= Always 146 158 42 0

No response 2 2 2 35
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The two factory safety programs initiated action on factory safety prior to April
by foreign brands encompass only 27% 2013, Rana Plaza was a catalyst for

of factories, which tend to be larger and brands to come together to develop
better resourced than all other factories. common standards and approaches to
Because they are in the largest factories, improve fire and building safety. The
the two initiatives encompass 45% of Accord includes global and local unions
workers, though more than three million and more than 200 brands, while the
workers remain outside their purview. Alliance encompasses 27 North Ameri-

can brands. The programs have received
significant public attention and have

Accord and Alliance cover 27% of committed to spend up to US$100 mi-
factories llion over five years to improve factory

safety. But they are narrowly focused on
While global fashion brands had been a subset of direct suppliers.

unwilling to take large-scale, collective

SL. FROM
NO PARTICULAR¢

A8beEOL S

(a) SHIPME
(b) DESCH
RO
Agreement of manufacturing readymade garments. 03. BONDED
4768
Date: il
........... 1% party STYLE
......................................................................... 2" party
05. FOR It
(@ Q
®) ¥
Both parties agreed to execute this agreement under the following terms and conditions. {
The 1 party shall supply the necessary Cutting Fabric and @
Accessories to the 2" party.
The 2™ party Only complete the Cutting, Making, packing & (:))
2 'ty ; : )
. finishing of i Men’s Shorts Pant. Style # . against Export L/C No.
ate.

Subcontracting among trade association members is tracked through several administrative processes. This is an example of a subcontract, which is a very simple, notarized
contract. In addition, factories engaged in subcontracting will seek approval from the trade associations through the “interbond transfer license.” saraH LABOWITZ
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The Accord and the Alliance encompass
1,900 factories, which represent 27%
of the estimated 7,000 total factories

in Bangladesh and about 60% of the
3,200 factories on the direct export
“UD list” Factories that do direct export
but which are not covered by the Ac-
cord or the Alliance are likely supplying
brands based in Turkey, Japan, Brazil,
Russia, and South Africa,*” as well as
non-Accord/Alliance brands in North
America and Europe.

Accord/Alliance brands are the most
desirable buyers because of their order
volumes, prices, modern business prac-
tices, and international prestige. Facto-
ries compete to supply these brands and
to meet their high standards. But our
earlier research indicates that subcon-
tracting is happening even among this
relatively elite group of factories.

Itisimpossible at this stage to track
which Accord/Alliance factories are con-
nected to factories in the wider universe
of indirect suppliers. Even within the
trade associations, many of the proces-
ses for tracking the movement of orders
between factories are not computerized
and are not made available to buyers or
the public. At the same time, the boun-
dary is permeable between the factories
that Accord/Alliance brands acknowle-
dge and all other factories. Given the
widespread reliance on subcontracting,
itis likely that workers in the wider
universe of factories are producing clo-
thing that ends up in the supply chains
of Accord/Alliance brands.*®

Comparing the average size of Accord/
Alliance factories to other factories

There are significant differences
between Accord and Alliance factories
and other factories. Accord/Alliance
factories tend to be large, with a median
factory size of 1,200 workers. Among all

factories on the official list, the median
factory size is 650 workers, and in our
survey, informal factories were even
smaller, with a median size of 55 wor-
kers. On the whole, Accord and Alliance
brands are concentrated in the largest
factories, while outside of this top tier
of the sector, factories are mostly small-
and medium-sized enterprises.

As our earlier research identified, fac-
tories that are the primary suppliers of
Accord and Alliance brands tend to have
greater access to capital, standalone
facilities not in mixed-use buildings, and
more sophisticated foreign relations-
hips with buyers and suppliers of key
inputs (such as fabric, accessories, and
packaging material). Developing such a
large factory requires access to capital,
relationships with foreign buyers and
suppliers, dedicated land, and sufficient
electricity to run many machines. These
factories can be highly sophisticated,
efficient, profitable, and even sustaina-
ble. For example, Viyellatex Group was
recognized in 2013 as the recipient of
PVH'’s global sustainability award and is
now going green in its operations.*”

The Accord and the Alliance are concen-
trated in factories that are the most we-
ll-resourced and which have the grea-
test exposure to international standards
and expectations around labor rights
and factory safety. Nevertheless, there
are certainly risks for labor rights abuse
and poor factory safety even in this part
of the supply chain. As the Accord noted
in an October 2014 op-ed, its inspec-
tors found more than 80,000 violations
in inspections of 1,100 factories.”®

But strategies for improving - and finan-
cing - factory safety repairs will neces-
sarily be different depending on the
characteristics of the factory. To date,
there is not nearly enough attention on
the unique needs of factories that are
not direct exporters.

Comparing employment data in
Accord and Alliance factories to other
factories

While the Accord and the Alliance
represent about a quarter of all fac-
tories, they encompass almost half

the total workforce. Totaling all of the
employment data in the official factory
list, there are 5.1 million workers in the
garment sector.”* Accord and Alliance
factories account for 2.3 million of these
workers.

This is not surprising given the concen-
tration of Accord and Alliance brands in
large factories. And it means that many
workers are benefiting from the inspec-
tion and worker safety programs run

by both initiatives. The Accord and the
Alliance each maintain sizeable staffsin
Dhaka, with dedicated personnel for ins-
pections, capacity building, and fire safety.

For example, the Accord, which includes
ten unions, is prioritizing worker parti-
cipation, with the objective of including
greater worker voice in inspections,
monitoring, and implementing correcti-
ve action plans, in addition to empowe-
ring workers to refuse unsafe work if
necessary.”> The Alliance operates the
Amader Kotha Helpline, through which
workers can report safety and other
concerns via a free hotline.>®

While it is significant that almost half
the workforce is covered by the exten-
sive fire and building safety programs
run by the Accord and the Alliance, the
data show that 2.8 million workers do
not enjoy these benefits. This means
that there is a risk of a widening gap
between those factories that maintain
relationships with American and Euro-
pean brands and those that are either
indirect suppliers or supply brands from
other parts of the world. All workers

in Bangladesh are entitled to minimum
standards of safety and dignity at work.
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While almost all direct exporters have been
inspected as of October 2015, the test of
the hundreds of millions of dollars commi-
tted to factory safety is remediation of the
violations identified. Thus far, only eight
factories have passed final inspection and
no indirect exporters have been inspected.

Inspections

As of October 2015, 3,425 inspections
have taken place through a combination
of the Accord,”* Alliance,>® and DIFE/
[LO.2¢ It is unclear from the available
reporting how much overlap there is
among these inspections, but there is no
doubt that a significant portion of direct
exporters has been inspected. Accor-
ding to the ILO, its inspection program
targets those factories that are not
covered by the Accord or the Alliance,
but that are on the UD list.>” This means
that almost all factories that have been
inspected are direct exporters and that
almost all of these factories have been
inspected. This has not been accompli-
shed without challenges, as evidenced
by the ILO’s letter to the BGMEA in
October 2015 alleging that 88 facto-
ries were unwilling to submit to safety
inspections.”®

Corrective Action

The Accord reported in November
2015 that of the 1,590 factories it

had inspected, progress toward fixing
violations identified through inspections
was delayed in most factories. Only
two Accord factories have successfully
completed a “Corrective Action Plan.>?
As the November 2015 Quarterly Up-
date says, “the majority of factories are
currently behind schedule according to
timelines agreed following each fac-
tory’s initial inspection.”®® The Alliance
reported in September 2015 that six
factories had passed final inspection.

DIFE does not report that any factories
have completed a Corrective Action
Plan, meaning that the total number of
direct export factories that have passed
final inspection is eight (0.002%).

Why are so few factories successfully
being fixed? There are two reasons.
First, the most essential upgrades to
make factories safer, such as electrical
improvements and moving to purpo-
se-built facilities, are expensive. The
Alliance estimates that the average
cost of remediation is US$250,000 -
$350,000 per factory.6*

Second, it appears that the position of
the brands in the Accord and the Allian-
ce is that the significant cost of factory
repairs is the responsibility of their su-
ppliers. By their own accounts, factory
improvements have only been comple-
ted in a small percentage of Accord and
Alliance factories. The situation is now
at something of a stalemate over burden
sharing for factory improvements. Fac-
tory owners apparently are not making
the investments identified as necessary
in Accord and Alliance inspections, and
brands are unwilling to underwrite the
costs themselves.

Worker Voice

To make any corrective actions sustai-
nable, the Accord and Alliance focus on
raising workers’ voice through trainings
and their integration in safety commit-
tees. Supporting workers’ representa-
tion in safety committees that monitor
the implementation of safety standards
is an essential element for a sustaina-
ble garment sector over the long term.
Even more so, the development of
mature, healthy industrial relations with
a thriving union movement that truly
represents workers should be a goal for
all stakeholders.
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As of August 2015, there are 464 trade
unions in Bangladesh, of which 323
have been registered since Rana Plaza
(70%).92 Syed Sultan Uddin Ahmed,
assistant executive director of the
Bangladesh Institute for Labor Studies,
explained the rise in unionization in the
Dhaka Tribune in August 2015: “The
number of trade union registrations has
increased due to international pressu-
res including human rights organisa-
tions, global trade unions, consumer
groups as well as retailers.¢®

However, Bangladeshi labor law requi-
res that a third of a factory’s workforce
be registered with the union as a pre-
condition of government recognition.
Amirul Haque, president of the National
Garment Workers Federation, explai-
ned to The Guardian that registering
unions in large factories is particularly
challenging: “It is very hard because

to start organizing in a workplace of
10,000 people, you must sign up 3,000
workers”®* As a result, most unions are
registering in small facilities, where the
threshold for organizing is a much lower
number of workers. Given that the Ac-
cord and the Alliance are concentrated
in large factories, increasing unioniza-
tion in these factories will be difficult.

Currently, despite registration of many
new unions, the climate for manage-

ment-labor relations remains strained.
Bangladesh has a long history of violen-
ce targeting union leaders.®> And Amirul
Haque notes that even today, trade
unionists regularly face harassment, vio-
lence and being fired.®® Since 2007, the
AFL-CIO has launched four complaints
with the U.S. Trade Representative
calling for suspension of Bangladesh'’s
preferential trade status on the basis

of its failure to make “meaningful and
consistent progress toward affording
internationally recognized labor rights,
including freedom of association...®”

As Christy Hoffman, deputy general
secretary of UNI Global Union, told The
Guardian, “There is no such thing as a
truly safe factory without informed and
engaged workers on the factory floor
with an independent voice to raise pro-
blems and enforce solutions.”®® Achie-
ving a safe and sustainable garment
sector will require significant improve-
ments in the climate for labor relations.

International funding and finance

Significant international attention after
Rana Plaza resulted in announcements
of big commitments of foreign assis-
tance targeting the garment sector.

A full index of the largest public and
private funds is included in Appendix

1. Exclusive of the US$12.9 million
domestic factory inspection budget
(2013-2016), the international com-
munity has announced commitments to
spend up to US$280 million for Bangla-
desh’s garment sector. Very little data s
available about how much of this money
has actually been spent. While money
has been invested to conduct inspec-
tions and for the operational budgets of
the Accord and Alliance, it is not clear
how much, if any, money has been spent
on factory remediation. Moreover, a
comprehensive needs assessment is
required to determine the true costs of
upgrading the full garment sector, inclu-
dingindirect suppliers. The cost of fixing
all factories is likely to be much higher
than the funds committed thus far.
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Appendix | — Field Survey Questions

e |sthis facility producing for the RMG sector?
o Name (English and Bangla)

e Address

e Number of workers

e Membership in BGMEA/BKMEA

o Does the facility take UD (utilization declaration)?

* Always/sometimes/never

e Production for the domestic market?

e Yes/partly/no

e What are the factory’s obstacles to increased production?
e Fluctuations in orders
e High labor turnover
e High worker absenteeism
o Low skill levels among workers
¢ Old machines
o Limited factory floorspace
e Challenges accessing capital
e Hartals, blockades, political instability
e Unreliable electricity

e Trade union activity

e Other comments/observations
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Appendix Il — Funding and Financing
for the Garment Sector in Bangladesh

Government of Bangladesh

Bangladesh Government domestic factory $12.9 million ($200,000 in Government of Bangladesh 2013-2016
inspection budget®? 2013-14; $3min 2014-15; Department of Inspections of Fac-
$9m for 2015-16) tories and Establishments (DIFE)

Foreign Governments - RMG Industry

Better Work Bangladesh”? including ILO joint $31.4 million Governments of the Netherlands, October 2013 -
program “Improving Working Conditions in Switzerland, UK, Canada, and the December 2016
the RMG Sector”! United States

ILO program “Promoting Social Dialogue and $5.4 million Government of Sweden November 2015 -
Harmonious Industrial Relations in the Bangla- December 2020

desh Ready-Made Garment Industry”’?

USAID Worker Empowerment Fund’® Grants $4 million U.S. Government June 2016 -2018
to the AFL-CIO Solidarity Center’ “Impro-

ving Representation in the Workplace,””> and

“Promoting Rights and Interests in Targeted

Garment Communities””¢

UKaid'’s Responsible and Accountable $4.8 million Government of UK November 27,
Garment Sector Challenge Fund (RAGS)”” pro- 2009 - March 31,
gram grants including ActionAid Bangladesh 2014

Foreign Governments - Export Industries (including but not limited to RMG)

US Department of Labor Grants to the ILO for $7.8 million U.S. Government One-time grants
Better Work Programs in South Asia’® on December
15,2010 ($5.3

million) and Sep-
tember 30,2013
($2.5 million)
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ILO program “Promoting Fundamental Rights $2.5 million Government of Norway June 1,2013 -
and Labour Relations in Export Oriented May 31,2014
Industries in Bangladesh"”?

ILO program “Bangladesh Skills for Employ- $14.5 million Government of Canada March 27,2013 -
ment and Productivity Project (B-SEP)"#° March 312018
UKaid’s Trade in Global Value Chains Initiative $7.5 million Government of UK September 9,
(TGVCI) program grants including Better for 2013 - Septem-
Business and Workers and HerProject®* ber 8,2016

Loans

USAID Development Credit Authority’s Credit
Guarantee Facility for bank loans to factories
supplying Accord and Alliance member brands

$22 million®2 ($18m for
Alliance factories; $4m
for Accord and Tripartite
Action Plan factories)

U.S. Government, Prime Bank
Limited, United Commercial Bank,
the Alliance

Announced Sep-
tember 30, 2015;
will provide long
term USD and
BD Taka loans to
factories

IFC Funding®

$50 million in loans to
fund RMG factory safety
through the Accord and
the Alliance

Accord, Alliance, VF*, and public
and private donors

*VF backs up to $10 million of the IFC
loans with lower rates to its own suppliers

Announced July
7,2015; will
provide 1-3 year
loans to factories

Foreign Brands

Alliance for Bangladesh Worker Safety’s $50 million® committed 27 North American companies®® 2013-2018
5-year financial commitments to factory

improvements plan

The Accord’s 5-year financial commitment to $48 million® committed BRAC USA:; Prime Minister’s Established

factory improvements plan

Relief and Welfare Fund of Ban-
gladesh; Primark; and other public
and private brands, organizations,
individuals, and anonymous
donors.

September 13,
2013; first claim
processed March
24,2014; funding
target reached
September 18,
2015

BEYOND THE TIP OF THE ICEBERG | 32



APPENDIX Il - FUNDING AND FINANCING FOR THE GARMENT SECTOR IN BANGLADESH

Worker Compensation and Humanitarian Relief

Rana Plaza Arrangement Donors Trust Fund 30 million in compensation BRAC USA; Prime Minister’s Established
to victims and families of Relief and Welfare Fund of Ban- September 13,
the Rana Plaza collapse®” gladesh; Primark; and other public 2013; first claim
and private brands, organizations, processed March
individuals, and anonymous 24,2014; funding
donors. target reached
September 18,
2015
BRAC USA's Bangladesh Humanitarian Fund®® $5.43 million (includes Donors including Walmart, Asda, Began on April
$2.48 million directed The Children’s Place, The Gap 24,2014; fun-
toward the Rana Plaza Foundation, and VF Foundation draising ongoing
Donors Trust Fund)

Total $281 million in international funding and financing*

* Exclusive of Government of Bangladesh domestic factory inspection budget
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FACTORY MAP

RANA PLAZA GARMENT FACTORY

IT HAS BEEN MORE THAN TWO YEARS SINCE ALMOST 1,200 GARMENT WORKERS WERE

KILLED IN A SINGLE MORNING IN THE FACTORY COLLAPSE AT RANA PLAZA. THE
TRAGEDY WAS A WAKE-UP CALL TO THE GLOBAL FASHION INDUSTRY. IT HAS BECOME
A SYMBOL OF A LARGER UNCOMFORTABLE TRUTH ABOUT THE GLOBAL APPAREL
SUPPLY CHAIN: LOW-WAGE GARMENT WORK CAN COME AT ALMOST UNIMAGINABLE
COSTS

LN
L]

GARMENT FACTORIES IN BANGLADESH

INDIVIDUAL FACTORY LOCATIONS

RESET MAHKERS

I

A comprehensive factory map accompanies this
report, at http://www.stern.nyu.edu/bangladesh-fac-
tory-map. It includes the locations of the approxima-
tely 7,000 garment factories identified on five factory
lists. Red dots represent Accord and Alliance factories;
blue dots represent factories registered with either the
trade associations or the government. The NYU Stern
Center for Business and Human Rights collected,
cleaned, and analyzed this data in 2014 and 2015.
The research shows that there are 56% more garment
factories and 21% more garment workers than
previously understood.
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SUMMARY OF KEY DATA

BANGLADESH AND
THE GARMENT SECTOR

$24 BiLLION

VALUE OF THE GARMENT SECTOR, 2014

80*
GARMENTS AS A PERCENTAGE
OF EXPORTS, 2014

5.1 miLLION
TOTAL NUMBER OF WORKERS

56*

OF WORKERS WHO ARE FEMALE

ESTIMATED NUMBER OF FACTORIES

3,200

DIRECT EXPORTERS

3,800

INDIRECT SUPPLIERS

7,000

TOTAL FACTORIES

27%
OF FACTORIES ARE COVERED
BY THE ALLIANCE/ACCORD

MEDIAN FACTORY SIZE

1,200 woRKERS
ACCORD, ALLIANCE FACTORIES

650 WORKERS
ALL FACTORY DATA

55 WORKERS
INFORMAL SUBCONTRACTING FACTORIES
(SURVEY OF TONGI AND RAMPURA, JUNE 201 5)

FACTORY INSPECTIONS
AS OF OCTOBER 2015

1,475

GOVERNMENT OF BANGLADESH, ILO

1,289

ACCORD

661

ALLIANCE

3,425

TOTAL INSPECTIONS

FACTORIES THAT HAVE BEEN FIXED

INFORMAL SUBCONTRACTING
SURVEY OF TONGI AND RAMPURA (JUNE 2015)

479

FACTORIES SURVEYED

32%
OF FACTORIES ENGAGED IN
INFORMAL SUBCONTRACTING

91*
OF INFORMAL SUBCONTRACTING FACTORIES
PRODUCED AT LEAST PARTLY FOR EXPORT

TRADE UNIONS
464

TOTAL NUMBER OF TRADE UNIONS

70%
OF UNIONS HAVE BEEN
REGISTERED SINCE RANA PLAZA
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