_ABOUR RIGHTS IN

UNILEVER’S SUPPLY CHAIN

-rom compliance towards
good practice

An Oxfam study of labour issues in Unilever’s
Viet Nam operations and supply chain

OXFAM






LABOUR RIGHTS IN

UNILEVER'S SUPPLY CHAIN

From compliance towards
good practice

An Oxfam study of labour issues in Unilever’s
Viet Nam operations and supply chain

Rachel Wilshaw with Liesbeth Unger,
Do Quynh Chiand Pham Thu Thuy

January 2013



Contents

Foreword by Oxfam and Unilever

Foreword by Oxfam
Foreword by Unilever

Executive Summary

1

Introduction
Tackling labour issues in global supply chains
About this study

Methodology
Note on limitation of methods
Follow up to the study

International frameworks for labour rights
International frameworks and guidelines relevant for labour rights

Context: Unilever as a company and Viet Nam as a country
Overview of Unilever: the company

Labour rights context in Viet Nam

Labourissues in Viet Nam in an international context

Unilever’s policies and management processes for labour rights
Unilever’s policies and management processes for labour rights
Unilever in comparison with competitors

Unilever’s management of labour issues

Freedom of association and collective bargaining
Unilever and wages

Unilever and working hours

Unilever and contract labour

Conclusions and recommendations
Summary gap analysis

Conclusions

Oxfam recommendations to Unilever

Unilever response and commitments

Appendices

Appendix 1: The project team and acknowledgements

Appendix 2: Examples of initiatives to address the issue of a Living Wage
Appendix 3: Frequently used sources

Notes

(2] [Ga RN @RI =)

16
17

19
24
24

25
26

30
31
33
39

42
43
54

56
57
62
78
82

87
88
91
92
94

96
97
98

100



Abbreviations

AIM-PROGRESS
AFW
CBA
CoBP
ETI

FOI
FMCG
IFC
GRI

ILO
ILLSA
ISO

IUF
MNE Declaration
MOLISA
NCP
NGO
NMW
0ECD
POE
PPP
SAN
SEDEX
SMETA
SOE
SOMO
UNGP
UVN
VGCL
WTO

European Brand Association Programme for Responsible Sourcing
Asia Floor Wage

Collective bargaining agreement

Code on Business Principles

Ethical Trading Initiative

Foreign direct investment enterprise

Fast Moving Consumer Goods

International Finance Corporation

Global Reporting Initiative
International Labour Organization

Institute of Labour Sciences and Social Affairs
International Organization for Standardization
International Union of Food workers

Tripartite Declaration of Principles concerning Multinational Enterprises and Social Policy
Ministry of Labour - Invalids and Social Affairs

National Contact Point

Non-government organization

National minimum wage

Organization for Economic Co-operation and Development
Privately-owned enterprise

Purchasing Power Parity

Sustainable Agriculture Network
Supplier Ethical Data Exchange

SEDEX Methodology Ethical Trade Audit

State-owned enterprise

Centre for Research on Multinational Corporations

UN Guiding Principles on Business and Human Rights
Unilever Viet Nam

Viet Nam General Confederation of Labour

World Trade Organization



‘eword

JY

)%

‘am anc

Unilever



Foreword by Oxfam

Working conditions remain poor for many workers in
the value chains of multinational companies around
the world, despite the often good intentions of senior
management. Low wages, long hours, weak systems
of industrial relations and job insecurity combine

to leave many of the world’s poorest people in a
precarious situation and undermines their efforts to
work their way out of poverty.

As the UN Framework on Business and Human Rights
makes clear, companies have a responsibility to
respect the human rights, including labour rights, of
all people involved in or affected by their business.
That is why Oxfam has, over many years, campaigned
for companies to take action to improve the situation
of workers in their global supply chains. It is why

we participate in initiatives which raise awareness
and share best practice between companies, trade
unions and non-government organizations, such as
the UK-based Ethical Trading Initiative,* the Indonesia
Sportswear initiative and the Play Fair alliance.?

Such initiatives have made some progress but
many significant challenges remain for companies,
including Unilever. Oxfam’s corporate relationship
with Unilever spans a decade; it includes a joint
Poverty Footprint Report (the first of its kind for
either arganization) looking at Unilever’s impact on
poverty in Indonesia® and an ongoing dialogue on
sustainable agriculture and poverty reduction.

In spite of Unilever’s significant top level
commitments to sustainability, Oxfam saw that, like
most other multinational companies, it fell short of
fulfilling its corporate responsibilities when it came
to labour issues. Following dialogue on the issues,
Oxfam proposed to investigate the reality for workers
in Unilever’s operations and supply chain on the
ground in a developing country. Unilever responded
positively to the challenge and this study is the
outcome.
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Oxfam welcomed Unilever’s willingness to open

its operations and supply chain to the scrutiny of
Oxfam’s staff and research team, as demonstrating
an exceptional level of transparency and a genuine
commitment to stakeholder engagement. It enabled
us to gain access to Vietnamese workers’ experience
of working life, and understand the interaction
between workers’ lives and corporate policies and
processes, in ways that are not normally opento a
civil saciety organization.

We are pleased that Unilever has made some
concrete commitments in response to the study
findings and recommendations, as outlined at

the end of this report. Oxfam plans to review what
progress has been made in two year’s time. Our
hope is that, over time, the situation for workers
may improve as a result of changes arising from this
exercise.

Foreword by Unilever

Unilever is committed to respecting and promoting
human rights and good labour practices. Respecting
human rights is core to the company’s corporate
values and is embedded in our Code of Business
Principles.* We seek to work with private sector
partners as well as civil society and labour
organizations to promote human rights both globally
and locally. The adoption of the UN Framework for
Business and Human Rights has led us to rethink the
integration of our human and labour rights strategies.
We have already started this journey. Unilever was
one of the leading companies which, as part of the
UN Global Compact in The Netherlands, participated in
the development of a ‘guidance tool for companies’
for the UN Framework for Business and Human Rights;
UN Special Representative Professor John Ruggie has
acknowledged our work in his report.® Furthermore,
Unilever has completed an internal gap-analysis
relating to our compliance with the UN Framework.

Recognizing that more needs to be done, Unilever
accepted Oxfam’s request to conduct this research
within our operations and supply chain in Viet Nam
to learn what the implications of the UN Framework
might be and how a global business can further
improve and refine the labour standards of its
employees and workers.






Background and purpose of the study

This study was initiated by Oxfam and Unilever, based
on a long period of dialogue on sustainable agriculture
within the Sustainable Food Lab, a multi-stakeholder
initiative. The relationship developed following a
ground-breaking poverty footprint study of Unilever’s
operations in Indonesia in 2005. In 2009, when
reviewing the risks of a proposed new collaborative
project on smallholder agriculture, one of the risks
identified was Unilever's management of labour rights.
This report is the result of subsequent dialogue on this
issue. Funded by Oxfam, the report has two objectives:

Objective 1: To assess the labour standards in Unilever's
operations and wider supply chain, taking into
account international standards and local conditions.

Objective 2: To develop a set of principles and
measures to guide Unilever, and other companies,
in fulfilling their social responsibilities, as a
complement to the better-defined environmental
measures available.

Unilever stated that it would like to gain a better
understanding of the issues that are important to
workers but difficult for companies to measure and
manage. The Fast Moving Consumer Goods sector is at
an early stage of dealing with these kinds of issues.
Forinstance, what is a Living Wage? What would be the
implications of adopting a Living Wage? How should any
learning on this frame the company’s approach? Four
issues were selected for special focus:

1. Freedom of association and collective
bargaining: These were selected as they are
enabling rights for the realization of decent working
conditions.® They are among the fundamental rights
of the International Labour Organization.” We looked
at whether workers could exercise these rights
despite the limitations imposed by Vietnamese law.

2. Living Wage: This concept is gaining increased
attention and causing heated debate among
companies, trade unions and non-government
organizations (NGQs) across the world. What is a
Living Wage? How should it be calculated? What
is its relationship to the legal minimum wage? We
assessed wages against recognized wage and
poverty benchmarks and looked at whether take-
home pay met workers” basic needs.
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3. Working hours: Workers often have to work
overtime to earn a decent wage and employers rely
on overtime to achieve production targets. Where
excessive working hours were found, Oxfam looked
at why this was happening and the consequences of
efforts by Unilever to ensure its suppliers complied
with legal requirements.

4. Contract labour: Forms of contract labour,
including temporary and seasonal work, are
problematic because workers’ livelinoods are
precarious, causing them to live with insecurity and
waorry. Precarious work is @ major concern to civil
society organizations because people who are fearful
of losing their jobs are unlikely to speak out or assert
their rights. We looked at why jobs are contracted on
a precarious basis and the impact of this on workers’
well-being.

Viet Nam was selected as the country case study for
this repart. Unilever Viet Nam (UVN) directly employs
around 1,500 people producing home, personal

care and food products. Oxfam’s development and
advocacy programme in Viet Nam is well-established
and includes a labour rights focus. Viet Nam is one
of the world’s fastest growing emerging economies
and is currently undergoing a rapid transition from a
centralized planned economy to a free market model,
though one where the government still plays a major
role. Food prices have risen significantly in recent
years and there is currently a debate about the
necessity for higher minimum wages and about the
treatment of workers in general.

The UN Guiding Principles on Business and
Human Rights

To ensure the study has wider relevance for Unilever
and other companies, Oxfam looked at a range of
international frameworks relevant for labour rights,

in particular the UN Guiding Principles on Business

and Human Rights (UNGP), which guide companies in
meeting their responsibilities to respect human rights.
The principles are divided into four main elements:®

1. Commitment;

2. Integration of the policies in the business and
implementation with suppliers;

3. Tools and processes for due diligence;

4. Remediation via grievance mechanisms.
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Methodology

Oxfam designed the study in ways that would enable
it to assess how far people were able to realize

their rights and whether the company’s policies and
processes help them to do so.

The study had both a global and national scope.
Oxfam established global and Viet Nam-based
research teams with expertise in labour standards
within business. Unilever designated staff members
from its global and Viet Nam bases to work with the
research teams, providing information and access,
and discussing findings. A UK consultancy was
commissioned to develop a ‘wage ladder’ for Viet
Nam with appropriate benchmarks for the location of
Unilever's factory.

Oxfam studied UVM and its supply chain within the
country, to take into account a range of external
and internal factors influencing labour standards.
The researchers visited Unilever’s operations at Cu
Chi, near Ho Chi Minh city, where 700 workers were
directly employed by Unilever and 800 more were
employed by a labour provider to carry out simple
processes such as packing and cleaning. Managers
and workers were interviewed. Worker interviews
were a mix of individual and group formats, both on-
site and off-site.

The research team conducted telephone interviews
with 48 of Unilever’s Vietnamese suppliers, selected
as being in a high-risk environment for labour
standards, but where Unilever was judged to have
commercial leverage based on information from UVN.
From these 48 suppliers the researchers identified
arepresentative spread of three suppliers, referred
to in this report as selected or ‘deep-dive’ suppliers.
One was a third-party manufacturer supplying

a personal care product, one supplied plastic
packaging and one supplied paper packaging. One
was privately owned, one state-owned and one
foreign-owned. The three suppliers were visited and
interviews conducted with managers and workers
using a similar format to the one used in Unilever’s

factory. Findings in the report have been anonymized.

Summary of findings

Findings relating to policies and management
processes

Commitment

+ Unilever has made a commitment to social

.

responsibility by adopting the UNGP. It also has a
Code of Business Principles (CoBP); a Respect, Dignity
and Fair Treatment policy; and a Supplier Code, all
publicly stated.

Despite this, human and labour rights are
conspicuous by their absence from the Unilever
Sustainable Living Plan. Social targets focus on the
well-being of consumers and smallholders, but there
are no targets for labour rights.

Integration of labour standards into the business
and implementation with suppliers

+ Unilever management in Viet Nam were found to lack

the capacity and knowledge to ensure the company’s
operations comply with international standards, nor did
they have the authority to support suppliers to do so.

+ Unilever is a valued client of its third-party

manufacturers and suppliers in Viet Nam. However, in
relation to labour rights many suppliers were unclear
about Unilever’s expectations and how best to realize
labour rights in practice.

- Some Unilever sourcing practices were found

to contribute to excessive working hours and
precarious work in the supply chain.

Tools and processes for due diligence

+ The risk management system, involving self-

assessment and audit, is not sensitive to the
vulnerability of some workers. Therefore none of the
Vietnamese suppliers was identified as high risk
through the risk assessment process.

« It is positive that the company will give time for

.

improvements if problems are found; suppliers need
to know this is the case and to understand the
standards better.

There are no tracking or internal reporting
mechanisms covering Unilever’s effectiveness in
dealing with labour issues; input is not sought on
this from civil society stakeholders.

+ While Unilever shows a good level of transparency

and actively engages with stakeholders at the global
level, in Viet Nam this is at an early stage.



Remediation via grievance mechanisms

« Grievance mechanisms in Unilever’s operations are
ineffective because workers lack the confidence
to use them, as a result of which potentially severe
violations could be missed.

Based on the phone survey, one in eight suppliers
said workers do not have any grievances and a
mechanism was not needed; only one in four have an
assigned person and procedures to deal with them.

Findings at global level

Freedom of association and collective bargaining
Corporate policy appears to provide a good overall
framework for these rights. The challenges arise
when it comes to implementation, since the
industrial relations policy of Unilever (and potentially
other multinational corporations) may be country-
specific and locally determined.®

A commitment to effective implementation has
been demonstrated by the actions taken to resolve
industrial relations disputes and by Unilever’s
subsequent corporate engagement with the
International Union of Food workers (IUF). This
followed four complaints to the UK National Contact
Point (NCP] respansible for the OECD Guidelines on
Multinational Enterprises, concerning violations of
trade union rights.* In June 2012, the IUF lodged

a further complaint with the UK NCP, alleging
non-implementation by Unilever of the agreement
reached in 2010 concerning the Doom Dooma factory,
in Assam, India, manufacturing personal care
products.*

Wages

The CoBP includes a commitment to comply with all
applicable laws on compensation, including minimum
wage. Good practice codes (such as the ETI Base
Code and SA8000] incorporate a commitment to a
Living Wage.

Working hours

The CoBP also includes a commitment to meet
applicable national limits on working hours. National
laws are frequently good in this area, but compliance
is hard to achieve in a context of low wages.

Contract labour
Terminology in the CoBP also assumes that all
workers are in an employment relationship; it does
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not make it explicit that workers' rights are respected
in the supply chain irrespective of employment
status, although this was reported to be the intent.
Good practice codes [such as the ETI Base Code and
SAB000) use the term ‘workers’ to separate rights
from employment status and include a commitment
to Regular or Stable Employment.

Findings at Unilever Viet Nam level

There is a UVN union but employees below
management level do not have opportunities to raise
issues collectively with management and have no
meaningful involvement in collective bargaining.
More could be done within the constraints of Viet
Nam law to encourage an environment in which
industrial relations can develop. This is likely also to
be the case in other countries in which freedom of
association is restricted by law.

The study found that all wages paid in Unilever's own
factory clearly were well in excess of the applicable
minimum wage, so were compliant with national

law and Unilever policy. They also exceeded the
international poverty line of $2 per day [taking into
account household size). However, they were found
not to meet other key benchmarks of the basic needs
of employees and their families, such as the Asia
Floor Wage (just over 4m VND) and Oxfam’s estimate
of monthly expenses for an adult with a child (5.42m
VNDJ. In interviews, workers were in agreement that
wages were insufficient to make savings or support
dependants (see Section 6).

For wage ladder data, commentary and assumptions,
see Section 6. Note that poverty and basic needs
benchmarks relate to the needs of a household, not
an individual.
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Figure 1: Wages and benefits in UVN factory with wage and poverty benchmarks (VND monthly, July 2011)
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The Asia Floor Wage (AFW) benchmark was used

as a reference point on the wage ladder because
this methodology for calculating a Living Wage

has the greatest currency amongst civil society
organizations. Companies, including Unilever,
therefore need to be aware how wages in their
operations and key supply chain look in comparisaon
to relevant AFW benchmarks.

The findings need to be put into a wider context of
endemic low wages, reflected in a Fair Wage Network
survey which found 25 per cent of workers in Viet
Nam garment factories do not receive even the
minimum wage (see Section 4.2). Nevertheless Oxfam
concluded that Unilever, as a profitable multinational
corporation, could do more to ensure workers making
their products can work their way out of poverty.

Unilever’s working assumption at headquarters that
production workers were paid well above a Living
Wage in its own operations was not borne out by the
study in Viet Nam and workers’ perspective on wages
and benefits was not found to be well understood by
management.

Hours worked were found to be within legal limits and
paid at a premium as required.

Just over half of the workers in the factory (748 out
of 1,385) were sub-contracted to a labour provider,
Thang Loi, rather than directly employed. These
workers had lower wages and benefits than UUN
employees; their average basic wages were still
comfortably in excess of the legal minimum wage and
the international poverty ling, but less than half the
AFW benchmark and Oxfam’s estimate of workers’
expenses (5.4m VYND). Some workers complained of
unfair treatment and repeat temporary contracts.

Unilever has devised a Contingent Labour Reduction
Roadmap to reduce the ratio of sub-contracted

to directly employed workers where needed in a
sustainable manner

Findings at Supply chain level

Based on the phone survey, seven out of eight
suppliers had a union, but one in two put workers
outside the wage setting process. Three out of four
regarded enterprise unions as more than a welfare
body and approximately one in two saw them as
providing an effective grievance handling mechanism.
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Two of the three selected suppliers were found to pay
a very low basic wage, just above the legal minimum.
Unilever regularly checks that wages do meet the
legal minimum; based on the Fair Wage Network
survey,*2 there are many enterprises in the garment
and footwear sector that do not achieve this. In a
supplier which had foreign ownership, Vietnamese
managers and workers alike were unclear how wages
were set.

Two of the selected suppliers were found to assume
that offering overtime is necessary to retain workers.
At one supplier, workers said they had worked

four hours’ overtime a day six days a week for ten
months of the previous year: this is well in excess of
legal limits of 200 hours a year. A social auditor had
identified excessive working hours the previous year.

Thirty-two of the 48 suppliers surveyed by phone
said they use temporary or sub-contracted workers;
exploring the causes and impact of these was
outside the scope of the study.

One supplier was found to have reduced its labour
force to a minimum after the contract with Unilever
was signed and managed fluctuations in demand
by having a high ratio of temporary to permanent
jobs. Since in Viet Nam only workers with contracts
of more than six months can join the union, thisis
a significant barrier to workers having a collective
voice about issues they are concerned about.

At one of the three ‘deep dive suppliers, the research
team found a range of good practices including
higher wages (though not at the level of Oxfam’s
estimate of a Living Wage) and wage transparency.
Low season was used to raise skills so workers could
switch between tasks during busy periods, meaning
less reliance on temporary labour. Staff surveys

and grievance mechanisms were trusted and used.
Workers reported higher satisfaction than at the
other suppliers or at Unilever’s factary.

The fact that this supplier was managing to operate
with better labour standards, in a similar high risk
environment to the others studied, appeared to have
no connection to the company’s sourcing strategy.
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Conclusions

Unilever has a made a significant commitment to
social responsibility and sustainability, employees
take pride in the company’s values and a motivated
workforce is seen as key to its business success.

People must be the source of the company s
value. Unilever must be best in class as

we charge a premium for our brands, so

we must invest in training and working
conditions..We compete on operating
efficiency, quality, specification of
products and responsiveness to customer

demand. All this requires an empowered and
skilled workforce...All Unilever s analysis
shows that where there are good conditions
and empowerment of employees, the
factory has the best results.

Nick Dalton, Unilever, VP HR Global Supply
Chaint®

Unilever’s own analysis shows that the best results
come from factories with good conditions and
empowered workers; however, its business model
does not fully reflect this. Based on this report,
competitive advantage is still, in practice, pursued
through downward pressure on labour costs, which
pushes costs and risks onto workers.

Oxfam had expected to find endemic global supply
chain issues, such as low wages, weak industrial
relations and precarious work, within Unilever's
‘high risk” suppliers, but were surprised to find them
reported by workers in its own factory. We also found
that workers, both in Unilever’s factories and in its
supply chain, had a weak voice and experienced
‘inadvertent neglect’. We took it to be inadvertent

as Unilever gives every sign of wanting to behave
responsibly. However, it was clear that the workers
experienced neglect, given the lack of a safe space
to talking frankly about their concerns. This could
mean that potentially severe labour violations do not
come to the company’s attention.

Demand for higher-quality standards and pressure

on limited resources require smarter production and

a more resilient and responsive supply chain from all
companies. This in turn requires more skilled, efficient
managers and workers who are open to innovation in
the workplace. Unilever’s control over its manufacturing

.

operations and stable, long-term supply relationships
make it well placed to deliver on this agenda.

Unilever now needs to incorporate the UNGP more
fully into the way it runs its business, which will help
it to ensure that those rights are realized. This will
require the company to adopt a more people-centred
approach, in which workers identify issues and
priorities that matter most to them, give feedback on
the quality of their working lives, and the effectiveness
of Unilever's mechanisms; as one stakeholder said in
interview, ‘it all starts with the warkers’.!

Proactive steps will be needed to address low

wages and precarious work in the supply chain,

to strengthen the due diligence process and to
collaborate with other stakeholders, including
competitors, civil society and governments. The
implications of not addressing these concerns will be
continued civil society criticism; difficulty in retaining
skilled workers; and security of supply in the face of
increasing competition for both.

Unilever needs to play a leadership role, while
treating this as a ‘pre-competitive” issue in which
arange of other stakeholders - governments, civil
society organizations, other companies - need to
play their part.

Oxfam Recommendations to Unilever

1. Adjust policies and business model to
deliver better quality jobs for workers

- Change corporate policies (CoBP and Supplier Code)

to build in a commitment to a Living Wage and
minimize precarious work in Unilever’s operations and
supply chain.

+ Acknowledge that the minimum wage is not always

an adequate proxy for the basic needs of workers
and their families.

Identify and address low wages and precarious work
in Unilever’s own operations.

« Source only from suppliers with good HR management,

industrial relations and grievance mechanisms.

Ensure any certification scheme with which Unilever
is associated effectively enables the realization of
labour rights.

« Select strategic supply chains and work with

competitors and other stakeholders to improve job
quality [for instance, the tea industry).


http:workers�.14
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2. Better align business processes with of rights and needs to be strengthened by other
policy mechanisms:
* Introduce tools to support the strategy including: —Commission additional off-site worker interviews

« Implement, alone or with industry peers (e.g. via

(e.g. conducted by NGOs) for sites which are ‘high

Training for buyers to understand the impact of
risk” and strategic;

their decisions on working hours, low wages and
precarious work in the supply chain; -Specify a higher level of competence/training for

Measurable targets for buyers to place an increasing ~ third-party auditors

value of orders with suppliers who are proactive in ~Require auditors to assess wages against a credible
raising labour standards; basket of needs;

Incentives for suppliers who are proactive inraising  _sypplement audits with other mechanisms such as
labour standards. anonymous worker surveys, assessment of Human

Resource Management, records of grievances raised
and resolved, and frequency of negotiation of a
Collective Bargaining Agreement.

AIM-Progress), a training programme for business
partners and key suppliers at country level,

addressing specific local issues relating to labour 4, Work with others to promote scalable ways to

standards. realize rights and increase collective leverage
- Communicate expectations more clearly to suppliers, *Where Unilever has influence within its own

making clear where Unilever will take a continuous business and over suppliers, it should encourage an

improvement approach, contingent on the supplier environment in which industrial relations can develop

being transparent. and there can be bargaining on wages and benefits.

- Make better use of the knowledge of Unilever staff in- -« Use Unilever’s influence with governments to

+ Modify the risk management system to make it more

country about good practice in local conditions and advocate that legal minima are adequate for basic
provide guidance in the promotion of international needs, and to promote public/private strategies for
standards, as well as compliance with national law. social and economic upgrading.

3. Strengthen the supply chain due diligence - Consider joining a multi-stakeholder initiative such
process to take account of people’s as the ETlI to gain access to best practice know-how
vulnerability to speak out and approaches and opportunities to collaborate
with others to address difficult issues.

sensitive to the situation of vulnerable workers, such . yyrite a progress report against Oxfam

as women with family responsibilities, migrants and recommendations and Unilever commitments
those in precarious work, and rate as high-risk those  \yithin two years, and enable Oxfam Viet Nam to
countries which place limitations on freedom of check what has changed, particularly from workers’
association. perspectives, in that time. Ensure responsibility is

- Develop targets to help monitor the effectiveness assigned internally to this.
of measures taken to address negative impact and 5. Five things Unilever could do in Viet Nam

seek information and feedback from civil society

« Share the findings of this study with managers,
stakeholders at country level.

suppliers, the Viet Nam General Confederation of

+ Bring local grievance processes into line with best Labour and Cu Chi workers and pilot in Viet Nam the

practice based on the UNGP of being legitimate, changes recommended in this report.
accessible, predictable, equitable, rights-compatible

+ Implement changes in ways of working at the Cu
and transparent.

Chi factory. This should include regular meetings

* Recognize that a commercial audit programme, between management and workers; worker surveys;

while necessary in an environment of poor legal worker input into performance review processes; and
compliance, is not sufficient for the realization understanding causes of underperformance.
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+ Review the ratio of directly employed to sub-
contracted workers, employ those involved in
production and packing directly, and address
grievances about unfair treatment between UVN and
Thang Loi employees.

- Take a closer look at standards in the 32 suppliers
who reported using temporary and contract labour on
production and packing lines, and change sourcing
and contracting processes to deliver more open-
ended jobs and wages that progress to a Living Wage.

* Provide more training and guidance to UVN managers
to understand international standards and make
better use of their knowledge in the audit programme
and supplier management and development.

6. Integrate into the Sustainable Living Plan
and/or public reporting process measurable
targets for labour rights and job quality

Unilever must incorporate measures of labour rights
and job quality into its public reporting processes
so that stakeholders can assess its progress in
managing the issues highlighted in this report.

The principles and indicators developed for this study
provide a useful tool for companies to assess their
performance.

+ Wage levels for a standard working week relative to
the minimum wage, the international poverty line and
the best available estimate of a Living Wage;

+ Ratio of permanent to temporary contracts;
« Percentage of workers with an employment contract;

+ Percentage of workers covered by a recent collective
bargaining agreement;

- Number of significant grievances raised by workers
and resolved by management;

« Awareness of workers’ rights by workers and their
supervisors (based on a survey).

In conclusion

The labour issues found were broadly consistent with
our expectations of endemic issues in global supply
chains, such as wages being too low to meet basic
needs (even where legally compliant) weak industrial
relations and precarious work.

We hope this study will help Unilever strengthen this
aspect of its business model and encourage other
companies to revisit their reliance on compliance
with national law rather than international principles,
and to be more open about the challenges in

this complex area. We hope it enables a better
understanding of good practice and suggests ways
performance can be measured and reported in
meaningful ways.

Unilever has made a top-level commitment to
sustainability and social responsibility. It has the kind
of corporate culture and long-term relationships with
suppliers that make it ideally placed to sustain good-
quality jobs in its operations and supply chain, if itis
willing to make the necessary changes to its policies
and processes and work collaboratively to address
the root causes of labour problems. This would place
Unilever in a potentially leading position to achieve the
UNGP, which provide a clear road map to respecting
human rights in the twenty-first century.
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Tackling labour issues in
global supply chains

Labour rights are about peaple and the quality of
their productive working lives. The starting point for
respecting human and labour rights is to understand
the impact of a business’s actions on people.

Labour rights should be at the heart of [a
company’s reporting framework] as there is
nothing more material to the way a business

runs than its labour. Workers build the wealth.
Dan Rees, ILO Better Work programme®®

Companies often express disappointment when
workers tell an undercover reporter about violations
they have not communicated to a supervisor, auditor
or helpline, fearing the consequences. A manager
may say ‘my door is always open to workers’. But this
is not the same as measuring a manufacturing defect
rate or the level of pollution in water; workers weigh
up the consequences before voicing a concern.

For Oxfam, respect for labour rights and a guarantee
of good-quality jobs are core elements of corporate
responsibility and are key to ensuring international
trade enables people to work their way out of
poverty. Respect for human and labour rights is

EXCESSIVE

fundamental to a company’s commitment to achieve
the “triple bottom line” of economic, environmental
and social sustainability. Yet evidence suggests

that global supply chains of all kinds are dogged by
endemic problems, including weak relations between
management and workers, poverty wages, exhausting
working hours and precarious employment.

The recent spikes in food prices, highlighted in Oxfam’s
GROW campaign, have especially hurt those who
spend more than 50 per cent of their income on food.*

Since the sweatshop campaigns of the 1990s,
companies have endeavoured to ensure compliance
with their codes of conduct through top-down methods,
such as making this a condition of contract and
imposing audits and corrective actions on supplier sites.

Competing in business through containing wage
costs is still the most common approach to wage
policies. A survey of wage issues in factories in
countries by the Fair Wage Network (see Section

4) found that none of the 15 Vietnamese factories
surveyed paid above the minimum wage and half
underpaid those wages. The survey also highlighted
the widespread use of double record-keeping at
factaries in order to ‘pass’ a social audit.

Imposing expectations of compliance on suppliers
can drive secrecy about issues which have a high
impact on workers. In Oxfam’s experience, audits can

Figure 2
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be a helpful tool for identifying more visible issues in
workplaces to which companies have a direct line of
sight, but they are ‘a weak tool for social upgrading’,
according to recent in-depth research.”” No amount of
audits and corrective actions will achieve compliance
in a context of endemic non-compliance, and their
limitations are ever more apparent: ‘at best they are a
health check, at warst they mask problems”.1®

Over the last 15 years brands and purchasers
tried valiantly to cajole, persuade,

regulate and instruct their suppliers and
sub-contractors to comply with local law
and international standards on decent

work. However none of these have made a
noticeable dent in the systemic abuse of
workers’ rights in global supply chains.
R. Hurst (2011)¢

Poor working conditions may be exacerbated by other
issues that are not within the ability of a company to
address. For example, governments may be unable

or unwilling to ensure protection for workers and to
apply the law fully, trade unions may be repressed,
and the capacity of all parties to address the issues
may be limited.

One way to look at the four issues featured in this
study is as a sequence of root causes which helps
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illustrate why achieving compliance on, for instance,
working hours, is difficult.

A multinational company operating in a variety of
countries, with a supply chain comprising thousands
of suppliers, needs proven, scalable solutions to
these challenges. There is increasing interest in
what it would take to achieve a virtuous circle in
workplaces, in which greater respect for rights

has a positive reinforcing effect on productivity,
quality, worker satisfaction and retention. To achieve
sustainable solutions collaboration is needed with
other companies, trade unions, non-government
organizations (NGOs) and governments that have

a good understanding of the issues concerned.

They need to work together towards a culture of
compliance with the rule of law and international
labour standards, together with mature systems

of industrial relations. Promoting ethical behaviour
may involve advocating for governments to fulfil
their duties and help workers overcome obstacles to
realize their rights.

About this study

This study was initiated in the context of a long-
term relationship between Oxfam and Unilever which
goes back 10 years. This collaboration builds on a
long period of dialogue on sustainable agriculture
within the Sustainable Food Lab, a multi-stakeholder
initiative, and a ground breaking poverty footprint
study of Unilever’s operations in Indonesia in 2005.
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[t was agreed that Oxfam and Unilever would undertake
a collaborative study leading to an independent Oxfam
report, funded by Oxfam, with two objectives:

Objective 1: To assess the labour standards in
Unilever's operations and wider supply chain in Viet
Nam, taking into account international standards and
local conditions.

Objective 2: Develop a set of principles and measures
that can guide Unilever and other companies

in fulfilling their social responsibilities, as a
complement to the better-defined environmental
measures available.

Unilever stated it would like to gain a better
understanding of the implications of four issues
that are recognized to be important to workers but
difficult for companies to measure and manage:

1. Freedom of association and collective bargaining;
2. A Living Wage;

3. Working hours;

4. Contract labour.

Underpinning these issues are such questions as:

+ What is good practice in a country where Freedom of

Association is limited?

* What is a Living Wage?

How can excessive working hours and precarious
work be addressed responsibly?

The Fast Moving Consumer Goods (FMCG) sector is at
an early stage of dealing with such issues.

[t was agreed that one country would be used as a
case study and Viet Nam was selected. Unilever Viet
Nam (UVN] employs around 1,500 people directly,
producing home, personal care and food products,
while Oxfam’s Viet Nam development and advocacy
programme is well-established and includes a labour
rights focus. Viet Nam is one of the fastest growing
emerging economies in the world and is undergoing a
rapid transition from a centralized, planned economy
to a free market model, where the government still
plays a major role. Even though economic growth

is strong, food prices have risen significantly in
recent years, leading to a broader debate about

the necessity for higher minimum wages or a Living
Wage, and the treatment of workers in general.

Oxfam commends Unilever for acknowledging that
it has gaps at a corporate level, and welcomes their
commitment to discuss the study findings and respond

to the recommendations. We hope that the study will
ultimately lead to the company undertaking concrete
steps to improve its labour policies and practice.

The report will inevitably sound critical. That is partly
because it was agreed that the study would yield
most learning if Oxfam focused on suppliers with a
potentially highly adverse impact on labour rights,
such as those in a high risk industry employing low-
skilled workers, particularly women and those on
temporary contracts. Consequently findings relating
to the supply chain are skewed to some of the more
problematic areas.

Oxfam hopes this study highlights challenges and
bottlenecks that are a reality in this complex area,
and suggests some solutions to questions such

as: what are the scalable ways of ensuring that
rights are respected and problems addressed? What
approaches should a company like Unilever be using?
What metrics would be meaningful and manageable
to use?

The report is structured as follows:

Sectionl
Introduction

Section 2
Methodology

Section 3
International frameworks relevant for labour rights

Section 4
Context for the study: An overview of Unilever as a
company and an overview of Viet Nam as a country

Section 5

An assessment of Unilever’s policies and
management processes against principles and
indicators of good practice and a policy level
comparison between Unilever and five global
competitors

Section 6

An assessment of Unilever's management of four
labour issues against principles and indicators of
good practice from global to local level

Section 7
Gap analysis, conclusions and recommendations

Appendices covering the project team,
acknowledgements, bibliography.
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Methodology

The study looked at the research issues and
questions from a global to a country level, where UVN
and its supply chain were studied within the national
context.

The research was therefore able to take into account
arange of external and internal factors influencing
the implementation of labour standards.

The team assessed Unilever
against international principles
and indicators of good practice.

The team assessed Unilever
against international principles
and indicators of good practice.

The team looked at how far Unilever
enabled workers to realise their
rights with a focus on the four
labour issues.

The team conducted telephone
interviews with 48 suppliers to
understand their policies and
management processes.

The team looked at labour rights at
three selected suppliers, with a
focus on the four labour issues.

GLOBAL
LEVEL

NATIONAL
CONTEXT

UNILEVER
VIET NAM

‘DEEP-DIVE’
SUPPLIERS

Oxfam established research teams to work both at the
global level and at the local level. Likewise Unilever
designated a global team and key staff in Viet Nam who
could provide information, facilitate access and discuss
findings with Oxfam. A mutually agreed Technical Adviser
was attached to the project and local researchers were
hired based on their expertise and experience in relation
to labour issues. Unilever was invited to comment on the
Terms of Reference and selection criteria while Oxfam
selected the research teams.

METHOD

Literature review.

Four interviews with Unilever
management.

Four interviews with global
SELCHIGETEN

Literature review.

21 interviews with national
stakeholders.

Stakeholder reference group
and workshop on the Living
Wage.

Development of a ‘wage ladder’

Consultation workshop and
interviews with nine UVN
managers at head office.
Interviews with 12 managers
and the union at Cu Chi factory,
25 employees of UVN and 18
employees of a labour provider.
Feedback workshop for UVN.

Telephone survey.

SUPPLIERS

Interviews with six managers
(two at each of the three
suppliers).

Interviews with 51 workers.

In total 198 interviews were conducted, of which 94 were with workers.

Figure 4
Levels of
research
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Cu Chi

Distr

A wide range of methods were applied to
address the research questions:

1. Literature and document review

Aliterature review was conducted at all levels
studied. Thisincluded ILO conventions, human
rights standards and guidelines, reports and
articles in the public domain, and internal Unilever
documents including policies, contract terms,
employee and supply chain information and
supplier self-assessments using the Supplier
Ethical Data Exchange (SEDEX] system.

Deep-dive research
of supplier:
Hanoi
Binh Duong
Dong Nai

Location of
Unilver factory:
Cu Chi District

2. Semi-structured interviews

Interviews were conducted with key informants
selected for their expertise and relevant knowledge:

Stakeholder interviews - Global level (September to
November 2011)

« Four senior Unilever managers
« Four global stakeholders

Stakeholder interviews - Viet Nam level [March to
August 2011)

+ Government agencies in Viet Nam
+ Stakeholders in Viet Nam
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Interviews were conducted as follows:

Global level (total: 7)
Three Unilever managers based in London (male)
Four global stakeholders (male)

Regional level (total: 1)
One Unilever manager based in Singapore (male)

National context (total: 21)
11 National stakeholders (10 male, 1 female)
10 Government agency employees (5 male, 5 female)

Unilever Viet Nam (total: 64)
Nine Unilever managers at UVN in Ho Chi Minh city
(3 male, 6 female)

12 Unilever managers at Cu Chi factory (5 male, 7
female)

25 UVN workers at Cu Chi factory: 15 individual
interviews off-site (8 male, 7 female] and 10 people
in a focus group discussion (5 male, 5 female).

18 Thang Loi workers at Cu Chi factory: 8 individual
interviews off-site (3 male, 5 female] and 10 people
in a focus group discussion (5 male, 5 female).

Supply Chain and business partners in Viet Nam
(total: 105)

48 managers of suppliers via a phone survey (26
male, 22 female)

6 managers at the 3 ‘deep-dive’ suppliers (3 male,

3 female)

51 Jworkers at the 3 ‘deep-dive’ suppliers: 21
individual interviews off-site (14 male, 7 female) and
30 people in focus group discussions with 10 (5 male,
5 female) at each supplier.

In total, 198 interviews were conducted, of which 108
(55 per cent) were with men, 82 (45 per cent) were
with women. Ninety-four workers were interviewed
(on-site and off-site]. In the focus group discussion,
example questions included:

+ What is your experience with your workplace?
(including equipment, policy, salary, bonus,
atmosphere, supervisors);

+ How could your workplace be improved?;

+ What is your monthly income? (What does it include?
What is the average increase?);

« What are your expenses? (How much do you spend on
them on average per month?).

For the on-site interviews the research team
provided criteria for the selection of management
and worker participants in discussions, after which
UVN identified individuals who met the criteria. From
these individuals the research team obtained the
contact details of workmates, friends or relatives
working at the factory. Off-site interviews were then
arranged after the researchers telephoned these
workers and asked if they would be willing to meet
with them. Most invited the researchers to their
houses, where interviews were conducted lasting
around one hour.

3. Telephone survey of suppliers and
third-party manufacturers in Viet Nam

Unilever’s supply chain and third-party
manufacturers were surveyed to understand the links
between Unilever’s business and labour rights in the
supply chain, and the influence of its policies and
processes. Drawing on Unilever supply chain records
and self-assessments under the SEDEX system, 54
suppliers were selected which:

+ Operate in an industry the research team deemed

‘high risk’;

+ Use a high proportion of semi-skilled labour;

- Have a high proportion of female workers (known to

be especially vulnerable);

- Use temporary or sub-contracted workers [i.e. those

in precarious employment).

The questions for the suppliers were designed so
the answers would yield meaningful information
without verification through documentation or a site
visit. Forty-eight of the 54 suppliers approached
participated in the survey, a response rate of nearly
90 per cent. In terms of industries, there were 17
packaging companies, most of which were large and
labour-intensive; seven food-processing companies,
mostly small-sized (the smallest employed only six
workers); and 24 suppliers of chemical feedstock
for persaonal care, home care and oral production.
The suppliers could participate in the survey on an
anonymous basis to ensure their openness.

The phone survey also provided a basis on which to
select three companies for the next level of research,
the ‘deep-dive’, which included a site visit.



4. Case studies: Unilever Viet Nam’s Cu
Chi factory, the outsourced supplier
working on-site, and three suppliers
and business partners based in Viet
Nam (the ‘deep-dive’)

The study employed a case study approach: UVN’s
only factory at Cu Chi near Ho Chi Minh City was
studied, both in relation to direct employees and

the employees of the outsourced provider of on-site
packaging services.

Following the phone survey and interviews with
UVN supply chain management, three suppliers and
business partners were selected for the ‘deep-
dive’ part of the study. These were suppliers where
Unilever represented more than 20 per cent of their
turnover (and so could reasonably be expected to
influence standards), and where the following high
impact factors were present:

Over 50 workers;
Using temporary or sub-contracted workers;

* Being labour-intensive;

Having a union established but with a limited role.

The three companies were also representative of

the types of enterprises in Viet Nam: one foreign-
owned (foreign direct investment) enterprise (FDI),
one privately-owned enterprise (POE) and one
state-owned enterprise (SOE). One company supplied
plastic packaging, one paper packaging, and one was
a third-party manufacturer of home care products

for Unilever. Two were located in the South (Dong

Nai and Binh Duong provinces) and one in the North
(Hanoi). In one supplier, 70 per cent of workers

were female and 80 per cent were migrant (living in
rented accommodation). In another, 65 per cent were
female and all were local except for the 20 temporary
workers, of whom half were migrant. The third supplier
employed around 600 workers, 15 per cent of which
were female with just over half migrant. Altogether
there were 1,048 workers at the three suppliers.

Unilever supported the research team to gain
access to the suppliers’ factaries, by writing to the
companies to request participation in the phone
survey and visits. Examples of good practice were
looked for, as well as barriers for workers. Draft
findings were sent to the three ‘deep-dive” suppliers
to verify the findings.
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5. Additional work to contextualize
wage research

A workshop was held in Viet Nam in September 2011
to explore the issue of Living Wage, involving a range
of people with relevant expertise. The research team
outlined the planned approach to studying this issue
and took on board comments and suggestions.

Following the workshop, three participants were
invited to comment on the sections of the report
concerned with wage and working hours, on a
confidential basis, with their costs covered by
Oxfam. These were: Nguyen Thi Lang Huong, Director,
Institute of Labour Sciences and Social Affairs
(ILSSA); Tong Van Lai, Head of Wage Section, Wage
Department, Ministry of Labour - Invalids and Social
Affairs (MOLISA); and Tara Rangarajan, Operations
Manager, ILO Better Work Viet Nam. All three had been
directly involved in the revision of the Vietnamese
Labour Code. They were asked to comment on the
accuracy of the information, the relevance to the
Viet Nam context and to provide any additional
information and recommendations to improve the
content of the sections. All three experts provided
written comments between June and July 2012.

To complement the country-level research Oxfam
also commissioned desk research from a UK
consultancy to construct a ‘wage ladder’ comprising
benchmarks of wages and poverty levels, to provide
context to the discussion on wages and workers'’
basic needs (a generic ladder in Section 4 and one
incorparating Unilever wage data in Section 6). All
interpretation of the wage ladder is Oxfam’s own.

The research team made every effort to verify
findings in the report relating to the wage data,
including meeting with UVN management during the
drafting of the report.
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Note on limitation of
methods

Sector focus

Oxfam had expected the study to include raw
material suppliers or third-tier agricultural suppliers.
However, Unilever imports most of its agricultural
raw materials and these represent a very small part
of their business in Viet Nam, so these were not
selected. Unilever suggested a broader study into all
elements of the supply chain including first, second
and third-tier suppliers, but this was beyond Oxfam’s
budget.

Document review

Unilever made available a range of policy and other
documents to support the study. A small number of
documents requested from UVN by the research team
were not disclosed, including wage structures at the
UVN factory at Cu Chi and the contract with Thang

Loi company, the third-party labour provider on-site;
these were provided only at draft report stage. This
limited the team’s ability to verify information.

Comparison with competitors

The available information to compare Unilever with

its key competitors was limited. A desk review was
undertaken of five global competitars: P&G, Nestle,
L'Oreal, Kraft and Henkel, based on publicly-available
information to assess their commitment to global
labour standards compared to Unilever. However, at
the Viet Nam level, insufficient information was found
to support such an exercise.

Phone survey

The credibility of the responses given by the
suppliers who responded to the survey would have
been influenced by the role of the respondents.

Case study sample

This was a relatively small basis from which to draw
general conclusions. Oxfam intended to look at the
second and third tier of one supplier; however, the
company supplier was sourced from outside Viet Nam
and was beyond the scope of the study.

Worker consultation on wages

The workers consulted on their take-home wage may
not have been a fully representative sample, and the
estimate of workers” monthly expenses was made
based on focus group discussions rather than via

a systematic study of a basket of goods needed to
meet basic needs.

Timescale

As aresult of the high rate of inflation in Viet Nam,
wage levels changed significantly between the
time when the research was conducted and the
finalization of the report. This complicated the
presentation of findings and means that the wage
data will quickly go out of date.

Follow up to the study

After the study Oxfam and Unilever have agreed to
follow up with parties in Viet Nam to assess what
has changed, particularly for workers, in light of the
findings and recommendations.
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International frameworks
and guidelines relevant for
labour rights

The root cause of the business and human
rights predicament today lies in the governance
gaps created by globalization - between the
scope and impact of economic forces and
actors, and the capacity of societies to

manage their adverse consequences. These
governance gaps provide the permissive

environment for wrongful acts by companies

of all kinds without adequate sanctioning or
reparation. How to narrow and ultimately bridge
the gaps in relation to human rights is our
fundamental challenge.

J. Ruggie?®

Multinational enterprises, such as Unilever, are
regulated by the laws of the countries in which they
are based and operate. Yet some countries may lack
the institutional capacity to enforce national laws
and regulations or they may feel constrained from
doing so by having to compete internationally for
investment. The multinationals” home countries are
often reluctant to regulate against harm by these
enterprises outside their territory.

There are international treaties, such as the Universal
Declaration of Human Rights and the ILO Conventions,
which protect human rights, including labour rights.
However, when countries have not ratified these
conventions or treaties, they are not legally binding
on companies operating there. Many multinational
enterprises have expressed their commitment to the
standards set by international treaties on a voluntary
basis.

During the last two decades there have been many
initiatives to develop frameworks for companies
based on international treaties and conventions. To
ensure this study has wider relevance for Unilever
and other companies, we have looked not only at the
national legislation of Viet Nam, but also at a range
of such frameworks, together with their associated
principles and guidelines.

The UN Guiding Principles on Business and Human
Rights (UNGP] set out the policies and processes

that companies are expected to develop to ensure
respect for human rights, including labour rights.?
Since they were published, the OECD guidelines, ISO
26000 and Global Reporting Initiative guidelines have
been updated in line with the UNGP. Oxfam considers
two other frameworks to be particularly relevant
here: the Global Compact Principles, since Unilever
is a member, and the Principles of Implementation

of the Ethical Trading Initiative, since Oxfam was a
founder member.

International frameworks relevant for labour rights

1. UN Guiding Principles on Business and Human
Rights (often known as the ‘Ruggie framework’)

2. Relevant ILO Conventions and Recommendations

(5]

. ILO Tripartite Declaration on Multinational
Enterprises and Social Policy

. OECD Guidelines for Multinational Enterprises

. Global Compact Principles
.1S026000
. Ethical Trading Initiative

0| N[ || >

. Global Reporting Initiative

Together these frameworks provide a ‘compass’ to
guide companies, including Unilever, in meeting their
social responsibilities and assuring stakeholders

of the company’s ‘direction of travel’; consequently
we used them in the study to benchmark Unilever's
processes. They can also act as a tool for other
companies to assess their performance.

The UN Guiding Principles on Business
and Human Rights

The UNGP? have become an authoritative global
reference point for business and human rights since
their publication in March 2011. They apply to all
states and business enterprises, both transnational
and others, regardless of size, sector, location,
ownership or structure.
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The three pillars of the UNGP Framework

1. GOVERNMENT:

DUTY TO PROTECT

2. COMPANIES:
RESPONSIBILITY TO RESPECT

3. VICTIMS:
ACESSS TO REMEDY

The State duty to protect against
human rights abuses by third
parties, including business
enterprises, through appropriate
policies, regulation, and
adjudication.

The corparate responsibility to
respect human rights, which
means that business enterprises
should act with due diligence to
avoid infringing on the rights of
others and to address adverse

The need for greater access by
victims to effective remedy, both
judicial and non-judicial.

involved.

impacts with which they are

The second pillar is the most relevant for this study.
The UNGP’s five foundation principles explain what
the ‘responsibility to respect” means, the scope of
the responsibility and the policies and management
processes a company should have in place. The
eight operational principles describe the policies
and processes; they include a policy commitment, a
human rights due-diligence process and processes
to enable remediation of any adverse human rights
impacts they cause or to which they contribute.

We have used the framework and guiding principles
to develop indicators to assess the policies and
processes Unilever has in place to prevent, mitigate
or address adverse impacts on labour rights.

Unilever actively contributed to the mandate of

UN Special Representative John Ruggie to develop
these guidelines and has committed to follow them.
Unilever's Head of Global External Affairs has stated
that Unilever ‘would like to “Ruggie-proof” its supply
chain’.?® Oxfam participated in the consultation
processes and made a formal submission to the UN
Human Rights Council.2

Since the UNGP were published there has been
additional convergence in relation to human rights
responsibilities, including updated OECD Guidelines
for Multinational Enterprises, European Union
guidance to governments on embedding the UNGP
and enhanced International Finance Corporation (IFC)
Performance Standards.?

ILO conventions and recommendations

The international standards of the ILO are legal
instruments drawn up by the ILO’s constituent
members (governments, employers and workers).
They are either conventions, which are legally
binding international treaties that may be
ratified and implemented by member states, or
recommendations, which serve as non-binding
guidelines.®

Through the ILO’s Declaration on Fundamental
Principles and Rights at Work,?” members of the ILO
declared that the rights to freedom of association
and collective bargaining are universal and apply

to all people in all states, independent of economic
development, and that all forms of forced or
compulsory labour, child labour, and discrimination
in respect of employment and occupation must be
eliminated and abolished.?® These are often referred
to as the ‘ILO Core Labour Standards’.

Once ratified, a country must incorporate the ILO
conventions into national law. The ILO has also
developed standards and guidance for companies
to draw on in their policies and processes. The ILO
Tripartite Declaration on Multinational Enterprises
and Social Policy is such an instrument.

At the time of the study, Unilever’s Code of Business
Principles (CoBP) did nat refer explicitly to the ILO
Conventions; an update in May 2012 however made
its commitment clearer.?
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ILO Tripartite Declaration on
Multinational Enterprises and
Social Policy

The Tripartite Declaration of Principles concerning
Multinational Enterprises and Social Policy (known
as ‘the MNE Declaration’)® clarifies the obligations of
multinational companies based on the ILO Conventions.

Since these principles are formulated directly for
multinationals, they are a better fit for this study
than the ILO Conventions.

OECD Guidelines for Multinational
Enterprises

The OECD Guidelines for Multinational Enterprises
cover all major areas of business ethics, including
corporate steps to obey the law, observe
internationally recognized standards and respond
to other societal expectations. The update of the
guidelines, released in May 2011, brought them
in line with the UNGP. The update also amended the
chapter on employment and industrial relations to
bring it into line with the ILO MNE Declaration.

The updated version has a human rights chapter with
strengthened provisions for supply chain and business
relationships, set within a context of due diligence
(as described in the UNGP). It includes an explicit
requirement on wages that an enterprise must provide:
“the best possible wages... at least adequate to satisfy
the basic needs of the workers and their families’.

The guidelines are increasingly recognized by
governments as conditions for public support, such
as subsidies and export credits. For example, the
Dutch government now requires all companies using
its development funds to sign a declaration that they
will adhere to the OECD Guidelines.*®

Unilever has expressed its support for the OECD
Guidelines and has reported publicly on the
resolution of the complaints brought against it under
them. Oxfam views the OECD Guidelines as one of

the better non-judicial corporate accountability
mechanisms thanks to a grievance process which

is multilaterally endorsed and in some cases has
positively changed company behaviour.

Global Compact Principles

Under the UN Global Compact® initiative, companies
are expected to align their operations and strategies
with ten universally accepted principles in the areas
of human rights, labour, environment and anti-
corruption. Six of these relate to labour standards; the
principles in bold are the ILO ‘Core Labour Standards”.*

GLOBAL COMPACT PRINCIPLES RELEVANT FOR
LABOUR RIGHTS:

1. Support and respect the protection of
internationally proclaimed human rights;

2. Make sure that they are not complicit in human
rights abuses;

3. Uphold the freedom of association and the
effective recognition of the right to collective
bargaining;

4. Eliminate all forms of forced and compulsory
labour;

5. Abolish child labour;

6. Eliminate all discrimination in respect of
employment and occupation.

The Global Compact has collected and developed
many relevant instruments. The Global Compact Self-
Assessment Tool** includes questions and indicators
for companies to assess their own performance in
relation to the principles. The Global Compact has
also collected many examples of good practice

in the management of labour issues, which have
been drawn on in developing measures of corporate
responsibility.

Unilever is a founding member of the Global Compact.
Oxfam participated in the development of the Global
Compact, but views its mechanisms for holding
companies to account as weak.

IS0 26000

ISO (the International Organization for Standardization)®
published IS0 26000 in May 2010 as the

International Guidelines on Social Responsibility.
Unlike other ISO standards it is not intended for
certification purposes but as guidance for its users.
Two of the six core elements relate to human rights
and labour practices.



IS0 26000 could become a widely-recognized
instrument in the way that other ISO standards
have (e.g. 1S0 9000 for quality-management and

IS0 14001 for environment-management. Its
guidance was developed by multiple stakeholders
worldwide including, unusually for such standards,
stakeholders in developing countries. The guidance
is useful in developing measures of corporate
responsibility.

So far Unilever has not adopted IS0 26000. Oxfam
and some of its partners have participated in the
consultation processes and Oxfam views it as a
useful description of social responsibility in its
current form since it is ‘Ruggie compliant” and based
on international human rights norms.

Ethical Trading Initiative

The Ethical Trading Initiative (ETI)*" is a leading
alliance of companies, trade unions and NGOs, who
are seeking to ensure respect for international labour
standards in the global supply chains of member
companies. It supports member companies to meet
their ethical responsibilities in this regard and works
collaboratively to tackle the complex issues that can
prevent sustainable change.

It offers guidance to member companies, including
by means of the Principles of Implementation.®® There
are six principles, each of which has management
benchmarks associated with them.

ETI PRINCIPLES OF IMPLEMENTATION:

1. Commitment to ethical trading;

2. Integrating ethical trade into the company
culture and business practices;

3. Capacity building for suppliers and others;

4. ldentifying problems in the supply chain;

S.Improvement actions;

6. Transparency.

Corporate members report progress annually against
the benchmarks within a ‘Foundation, Improver,
Achiever, Leader’ framework. Once companies are
deemed to have reached Achiever level, they have an
option to develop their own ethical trade strategic
plan, which must be well integrated into their wider
business plan, and are offered multi-stakeholder
feedback during its development.
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Though Unilever is not a member of ETI, it was
included in the study on the basis that Oxfam was a
founder member and views it as more credible than
many other multi-stakeholder initiatives because

of its tripartite governance (trade union/NGO/
corporate). The ETI Base Code is the basis of the
SEDEX self-assessment and audit methodologies
used by Unilever and many other companies who are
not themselves members of ETI.

Global Reporting Initiative

The Global Reporting Initiative (GRI) is a network-
based organization that has developed a widely used
sustainability reporting framework.**The Sustainable
Reporting Guidelines (Version 3.1) were published in
March 2011 bringing them in line with the UNGP.

Unilever publishes an overview of their reporting
against the GRI G3 Sustainability Reporting
Guidelines. By its self-assessment in the Sustainable
Development Report 2010 it is a ‘B+" reporter.

Oxfam views GRI as an important mechanism for
companies to report against their social and
environmental responsibilities. It participated

in the consultation process for integrating
gender considerations into the indicators and its
accountability reporting is based on the GRI NGO
framework.



4 Context: Unilever
as a company and
Viet Nam as a country




Overview of Unilever: the
company
Unilever at global level

Unilever is a major producer of food, beverage and
consumer goods. It has two parent companies,
Unilever NV and Unilever PLC, which operate together
as Unilever, with dual stock exchange listings in
Amsterdam and London.

The company is involved in the production and sale of
FMCG: beverages and ice cream (19 per cent of sales),
savoury and dressings (32 per cent of sales), home care
(cleaning and washing products - 17 per cent of sales)
and personal care [shower gels, deodorants - 31 per
cent of sales). Its brands, which include Lipton, Knorr,
Bertolli, Hellmans, Persil and Dove, are better known
among consumers than the company name itself.

With many of these products Unilever takes a
worldwide leading market position. Unilever also
purchases raw materials and ingredients for these
products and for resale. It sources production items
(raw materials and packaging) from more than 10,000
suppliers worldwide, and indirect procurement items
(IP) from a further 160,000 suppliers.

Unilever calls itself a ‘multi-local’ multinational,
operating internationally, but deeply rooted in local
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markets. It has a presence in over 100 countries,
directly employing 171,000 employees (as of 2011).
Nearly 55 per cent of its business is in emerging
markets and it has 72 subsidiaries. Annual revenues
in 2011 were $58.7bn.

Unilever restructured its business model significantly
in 2009, becoming more centralized and highly
integrated, based on a global framework with
regional oversight and national implementation.*
Unilever is now organized on the basis of a matrix
system by level (global, regional, nationall, by
function (human resources, communications, supply
chain or quality assurance) and by product category
(there are 12 categories covering 400 brands).

Sourcing and Supply Chain: A global buying centre
in Singapore manages strategic sourcing on behalf
of Unilever operations in Asia, Africa, and Central
and Eastern Europe, including selecting suppliers
and placing contracts. The country offices are
responsible for procurement operations, including the
operation of the contract and ensuring it is complied
with. The country offices (including Viet Nam] do not
make decisions on supplier selection unless this
has been delegated by the buying centre. Unilever
contracts are based primarily on standardized
specifications via an enterprise solutions system
contracted out to IBM and Accenture.

Figure 6

The Cu Chi factory
near Ho Chi Minh
city

(Unilever Viet Nam
2012)
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Unilever in Viet Nam partnership agreement with Vinachem* under which
Vinachem would transfer their shares in the joint
venture to Unilever and UVN would maintain long-term
contract manufacturing relationships with Vinachem
affiliates. Currently, UVN’s 10 third-party plants belong
to eight entities of which six are Vinachem affiliates,
and do part of the manufacturing of hair care and skin
care products for UVN as business partners. UVN owns
one factory located in Cu Chi, 20km west of Ho Chi
Today, UVN operates as a 100 per cent foreign- Minh city. It is a modern, state-of-the-art facility in
owned company, as a result of a long-term strategic  which food and oral-care products are manufactured.

Unilever was one of the earliest multinational
companies to be established in Viet Nam. Since
its first joint venture in 1994, UVN has quickly
grown to be the number one actor in the personal
care and home care industry in the country with
a wide-ranging network of suppliers, third-party
manufacturers and traders.®

Imported
inputs

Local Local
traders processors
inputs inputs

Local
manufacturer
inputs

Imported
inputs

!c-roa%aelr Local T Distribution
inputs traders production centre

Local
manufacturer
inputs

Imported
inputs

Local
trader
inputs

Local
manufacturers

Local
manufacturer
inputs

Figure 7

Unilever Viet Nam’s
operations and
supply chain.

[UVN 2010)
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Table 1
Number of
people involved in
Unilever’s supply
chainin Viet Nam
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UNILEVER-OWNED OPERATIONS 1,539

Third-party manufacturers 2,918
Raw material suppliers 9,280
Packaging 7,250
Distribution 1,083
Employees of 2nd tier suppliers 2,620
Total 24,690

UVN also works with three central distribution centres
operated by a third-party logistics provider (which was
out of scope for this study]. UVN currently has 69 local
raw material suppliers and 20 local packaging material
suppliers, although raw material suppliers generally
supply processed materials. Many of the raw materials
are imported from other, mainly Asian, countries.

The products UVN sells include:

Home care: Detergent powders, home care liquids
(fabric conditioners, fabric cleaners, dishwasher
liquids, surface cleaners, toilet cleaners, etc.);

Personal care: Hair care products (shampoos and hair
conditioners); skincare products (face creams, body
lotions, shower gels); oral care products (toothpaste,
toothbrushes, mouthwashl; and deodorants;

Foods: Seasoning granules, powders, cubes, tea
powders, tea bags and ice creams.

In 2011, at UVN's operations at Cu Chi, 1,539 people
were working, of which 748 people were employed
by a third party, Thang Loi. There are four factories
divided into home care, personal care, oral care

and food processing. The production line is divided
into two sections: production (UVN employees) and
packing (Thang Loi employees). Most UVN workers
are local while most Thang Loi workers are migrants
living in rented accommodation. Fifty-eight per cent
of the workforce are female.

Afurther 2,918 people were working for the 10 third-
party manufacturers, including the state-owned
companies.

Unilever also provided information on the number of
people working for its suppliers and its suppliers’
suppliers, where these were located in Viet Nam.

Labour rights context in
Viet Nam

Key obstacles to achieving labour rights in Viet Nam
include:

- The legal framework not being fully comprehensive,

in particular the legal minimum wage not yet being
fully adequate to meet minimum living needs;

+ The political context, especially as regards

limitations on freedom of assaociation and collective
bargaining;

« Limitations in law enforcement due to the low ratio of

labour inspectors to enterprises;

+ Non-compliance and informalization of jobs in the

private sector; and

Commercial practices of sourcing companies, such
as short lead times for order fulfilment and contracts
based on minimum wage assumptions.

Freedom of association and the right
to collective bargaining

Viet Nam has not ratified the ILO Conventions on
Freedom of Association and Collective Bargaining,
but the right of association for Vietnamese citizens is
protected by national law.*

The Viet Nam General Confederation of Labour (VGCL) is
the only trade union organization officially recognized
in Viet Nam. Only workers with labour contracts over six
months are allowed to join the trade union. This limits
the access to freedom of association and collective
bargaining of the increasing numbers of workers in
precarious employment.

Both the union and the employer have the right to
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initiate collective bargaining.® Employers also have
to consult and secure the consent of enterprise
unions for decisions on labour discipline and
dismissal procedures, development of internal work
regulations, fixation of wages, bonuses, annual leave
and work timetables.

However, it remains the case that the enterprise
trade unions” inability to represent warkers in
genuine negotiations with employers over wages
and working conditions has been the most important
barrier to raising wages. The main driving force for
wage negotiation has been wildcat strikes. There
were 978 such strikes in 2011.

In 2011, MOLISA proposed a revision of the Labour
Code which would allow workers in non-organized
enterprises, who are not necessarily union
members, to elect their own representatives.
These representatives would then have the right
to organize strikes and bargain collectively (Labour
Code Amendment Draft 4, MOLISA].

Wages

A minimum wage was established in 1993, but from
the outset it was set at a low level relative to its
purpose.® There have been 10 adjustments since
then, but it still lags behind a rapidly-rising cost of
living. Originally meant to be a ‘safety net’ or floor
below which no employer should pay, the minimum
wage has in effect become the actual level of basic
salary for unskilled and low-skilled workers, meeting
only 40-46 per cent of workers” minimum expenses
per month, according to a survey by the VGCL
published in 2012.%°

0f 60 surveyed businesses in 12 provinces in
northern, central and southern Viet Nam, the average
basic income (contractual salary and allowances])
was VND3 million (USS144) in state-owned
enterprises and only VND2.4 million in foreign-
invested enterprises.

Viet Nam is suffering high levels of inflation: the year-
on-year consumer price inflation stood at 16.85 per
centin February 2012; between 2007 and 2012, the
annual average was 13.05 per cent. This means that
real wage levels have stagnated or fallen, making
workers’ lives much more difficult. The most common
responses have been to work overtime, change
employer, take a second job, reduce spending, and/
or take children out of school [see Box 1). Upgrading

education and working skills are longer term
strategies, but these are not open to many people.

The Vietnamese government is now taking serious
steps to increase the minimum wage. MOLISA has
set a target that by 2020, wages will be equivalent
to 85 per cent of the ASEAN average minimum
wage,*® compared to 30-60 per cent in 2005. The
most recent increase, in October 2011, introduced a
minimum of $2m VND for ‘Region 1" [the main cities
and environs, including Cu Chi). This marked an
increase of 29 per cent in the minimum rate for FDIs
and 48 per cent for domestically-owned enterprises,
no longer distinguishing between foreign-owned/FDI
companies and Vietnamese companies.

The Living Wage is a relatively new concept for the
business community, government and trade unions
in Viet Nam. What it is, how it should be calculated
and what relationship it has to the minimum wage
have been the subject of much recent debate.

The AFW alliance has developed a methodology to
calculate what an equivalent basket of goods would
cost in arange of garment-producing countries,
based on ‘purchasing power parity”** According

to this aliving wage in Viet Nam in 2011-12 was
$4,036,910 VND or $196 per month.®? It assumes a
household of four people, two adults and two children
(three consumption units), and implicitly assumes a
single earner in order to account for childcare.

Figure 9 depicts a national wage ladder showing
where the minimum wage stands compared to an
estimate of a living wage, the average income and
recognized measurements of poverty.>

+ According to national statistics, the average

household size is around 3.9 members. For the wage
ladder we have used this figure which is the average
for the third (i.e. middle] income quintile for the
Southeast region, as the best available proxy for the
demographic profile of Cu Chi workers.

+ On this basis, and calculating that 1 adult = 1

unitand 1 child = % unit, we have assumed 2.95
‘consumption units” per household. This is broadly
proportionate to demographic breakdown by age for
Viet Nam in 2008.

- For the wage ladder we have assumed an average

of 1.82 earners per household - using the proxy of
waged labour as a proportion of national population.



Box 1
Perspectives on
wages recorded

by Oxfam Viet Nam
during 2010/11

Figure 8

Young workers
discuss their

labour rights and
concerns, with
support from Oxfam,
Bac Ninh province
[2011).

A
government
official:

An employer:

The Labour
Union:

Workers
(private
sector):

The media:
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‘The wages are too low, not enough to make a living. In order to earn more, workers
have to work 12 hours per day. Instead of working for 30-40 years, a worker could do so
for only 10-20 years under the condition of too many extra shifts.” (An official of Ho Chi
Minh city Department of Labour, War Invalids And Social Affairs}®

‘With the current average income of only 1.9 million VND per month in the company, the
workers cannot make a living. We want to increase workers” income by looking for more
orders so warkers can do overtime.” (Ms. Dang Thi Diem Thuy, Director, Okuda ltd., Dien

Nam - Dien Ngoc industrial zone)®®

‘With such (small) wages and such (poor] shift meals, the workers could not survive.”
(Mr. Dang Ngoc Tung, VGCL President)

‘One working hour is equal to one ice-cream.’s®
‘We are living from hand to mouth, feeling dizzy whenever the prices increase, getting
used to constantly being short on rations”.’

2011 references include: ‘An employment that could not sustain your life should not
be called an employment’;*® “Workers” shift meals get worse, meeting more or less only
50 per cent of their nutrition requirements’; “Too low wages at the same time with very
high living costs are pushing workers into a narrow alley."®
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WAGE LADDER BENCHMARKS VND/month

Asia Flopr Wage (2011, net) [S540 PPP at 2009 World Bank Purchasing Power Parity 4,036,909.97
conversion factors]

Average urban income / person / month (2010, South East region) 2,165,000
National minimum wage, private sector- qualified worker (2011, net) 1,500,942.5
National minimum wage, private sector - unskilled worker (2011, net) 1,402,750
Provincial poverty line (2011, Ho Chi Minh city environs, household /1.82 earners) 1,350,733

WB $2 2005 Purchasing Power Parity/day poverty line (household / 1.82 earners,

monthly, inflated to 2011 prices) 1,299,694.788

WB $1.25 2005 Purchasing Power Parity/day extreme poverty line (household /1.82

earners, monthly, inflated to 2011 prices) 812,309.2423

National poverty line (household/1.82 earners) 810,439.5604

National minimum wage (July 2011, state-owned companies, net) 751,150

Notes provided by Ergon Associates

« According to national statistics, the average household size is around 3.9 members. For the wage ladder the
figure of 3.9 household members has been used which is the average for the third (i.e. middle) income quintile
for the Southeast region, as the best available proxy for the demographic profile of Cu Chi workers.

- On this basis, and calculating that 1 adult = 1 unit and 1 child = ¥% unit, an assumption has been made of
2.95 ‘consumption units” per household. This is broadly proportionate to demographic breakdown by age for
Viet Nam in 2008.

- For the wage ladder an average of 1.82 earners per household has been assumed - using the proxy of waged
labour as a proportion of national population.







Figure 10

Le Thai Phui sells
rice on the streets
of Hanoi. Prices
have doubled in the
last year and she is
finding profit hard
to come by.

Photo: Abbie
Trayler-Smith

Working hours

Working hours are regulated by the national Labour
Code in Viet Nam. The legal working hours in Viet

Nam are no more than eight hours a day or 48 hours

a week, with a daily break of at least half an hour.
However, overtime working is a regular practice
rather than an exception in Viet Nam, with one survey
finding average working hours of 67 hours a week.5

Contract labour

There are three principal types of labour contracts

in Viet Nam: a) open-ended contracts; b) short-term
contracts (over 12 months and under 3 years); and c)
temporary or seasonal contracts (under 12 months).
The law provides that after two consecutive short-
term contracts, a third contract must be open-ended
and a temporary or seasonal contract cannot exceed
12 months.®

The Vietnamese labour code does not recognize the
situation where an employment agency is acting as
the employer, while the worker is sub-contracted

to work for another organization.®? One exception

is made for security guards.®® However, in practice
sub-contracting and sub-leasing have become quite
customary and tolerated.

Workers are not very satisfied with sub-leasing
practices, as shown by the increased number of
labour disputes between the sub-leased workers
and their employment agencies.®* UVN has itself
experienced disputes involving workers doing
outsourced jobs [see Section 6 on contract labour).

Sub-leasing has become one of the key issues

in policy debates surrounding the revision of the
Vietnamese Labour Code. The government tolerates
sub-contracting and sub-leasing services, while

the trade unions have been vocally opposed to the
legalization of this activity because of concern about
the violations of workers' rights.

Informalization is a significant trend across Viet Nam,
with detrimental consequences for employment
quality. In labour-intensive enterprises, especially

in industrial zones and export-processing zones,®
young female migrants from rural areas arrive

to work, hoping that with an independent and

stable job, they can save money and send some

of it back home to support their families. But they
often suffer precarious livelihoods and spend
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unpredictable spans of time in the workplace. This
pattern is exacerbated by the downward pressure on
production costs and the short lead time for orders
to be fulfilled.

A growing number of employers have initiated
improvements to harmonize labour relations and
attract workers. Some enterprises have negotiated
wages with workers and their representatives in

an attempt to prevent strikes over higher wages.®
They have realized the imperative of taking account
of workers’ living costs as a sustainable means of
harmonizing labour relations in their companies.

This situation demonstrates the close inter-linkages
between collective bargaining, wages and working hours.
If the minimum wage could meet its original purpose
of meeting workers” basic needs and be a ‘living wage’
this would provide a ‘level playing field” for employers.
However, the fact that some employers are negotiating
agreements with workers shows it is possible to raise
wages without waiting for this to happen.

Labour issues in Viet Namin
an international context

Given Oxfam’s analysis that non-compliance is
endemic in global supply chains, it is important to
put labour issues in Viet Nam in a wider context. A
survey conducted by the Fair Wage Network provides
the best available overview comparing wage and
working hour practices in Viet Nam with nine other
countries.®” The survey was conducted with 122
supply sites in the garment and footwear industries,
of which 63 were in China and 15 in Viet Nam.
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Wages were found to be very low in Viet Nam, with 75 per cent paying only the minimum wage and 25 per cent
failing to comply with that [see Figure 11].

Half of Viet Nam enterprises surveyed were found to underpay wages due to workers (see Figure 12).

The average number of hours worked per week was slightly lower than average but still 19 hours more than
the international standard of 48 hours a week [see Figure 13).

A significant number of supply sites were found to be using ‘double record-keeping” on wages and working
time: one for internal use and one for auditors to review. This practice was found in a smaller number of
enterprises in Viet Nam than in most other countries surveyed (see Figure 14).
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Wage disparity between workers at the top and bottom of the wage scale was higher in Viet Nam than any
other country surveyed, except for Indonesia:
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Unilever’s policies and
management processes for
labour rights

’Not everything that counts can be
counted and not everything that can be

counted counts.’
A sign that hung in Albert Einstein’s office.

As outlined in Section 3, the UNGP sets out principles
to guide companies in meeting their responsibility
to respect human rights. In this section the report
outlines the relevant principles, selects indicators
based on them (supplemented with other selected
frameworks) and assesses Unilever’s policies and
management processes against them.

Principles selected from the UNGP:®
1. Commitment;

2. Integration of the policies in the business
and implementation with suppliers;

3. Tools and processes for due diligence:
- To identify impact;
« To act on findings (preventing and remediating impact);
« To track the effectiveness of the response;

+ To be transparent and communicate how impacts are

addressed;
- To engage stakeholders;*

4. Remediation via grievance mechanisms.

PRINCIPLES
PRINCIPLE 1: COMMITMENT
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Principle 1: Commitment

This publicly affirms the company’s values and its
commitment to embedding the policy in the way it
does business.™

In relation to the public expression of commitment,
Unilever has three publicly-expressed policies
covering its commitments to human and labour
rights, in addition to the Unilever Sustainable
Living Plan: the CoBP; a Respect, Dignity and Fair
Treatment policy; and a Supplier Code, which sets
out expectations of suppliers. In addition it has 26
internal code policies providing guidance to staff.

The policies are endorsed by senior management.
The CoBP and the Respect, Dignity and Fair Treatment
policy are owned by the CEO and the Supplier

Code is owned by the Chief Procurement Officer.
Implementation is overseen by a Global Code and
Policy Committee, which reports regularly to the
Board’s Corporate Responsibility and Reputation
Committee. This comprises non-executive directors
whose remit is to oversee the company’s conduct as
aresponsible business.

INDICATORS OF GOOD PRACTICE

Indicators of commitment
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LABOUR ISSUE

UNILEVER CODE OF BUSINESS PRINCIPLES

RESPECT,
DIGNITY AND FAIR
TREATMENT POLICY

SUPPLIER CODE

Freedom of Where allowable

association v/ v by law

Collective Where allowable

bargaining X v/ by law

Wages/Living Committed to national legal minimum wage Compliance with

Wage No living wage commitment X national rules and
regulations

Limited working | Committed to national limits on working Compliance with

hours hours X national rules and
regulations

Regular/stable

employment X X X

Unilever’s policy coverage of other labour issues

Non- Implicitly: Commitment to diversity and

discrimination | respect for dignity of the individual v/ X

Prohibition of

child labour v/ v/ v/

Prohibition of

forced labour v v v

Harassment

and harsh X v v

treatment

The company’s values are founded on doing the right
thing: ‘achieving appropriate labour standards is

not something to boast about; it's every company’s
responsibility and duty’.”? Employees take pride in
Unilever’s policies and approach to sustainability”
and a motivated workforce is seen as key to its
business success:

People must be the source of the company’s
value. Unilever must be best in class as we
charge a premium for our brands, so we must
invest in training and working conditions...
We compete on operating efficiency, quality,

specification of products and responsiveness
to customer demand. All this requires an
empowered and skilled workforce...All
Unilever’s analysis shows that where there
are good conditions and empowerment of
employees, the factory has the best results.
Unilever VP Global Supply Chain in an interview
with the research team™

Unilever also states that: ‘A significant portion of our
growth will come from innovation, delivering leading-
edge products into the market-place. We anticipate

that around half of this innovation will come from our

Table 2

Unilever’s policy
coverage of labour
issues covered in
this study
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supply chain’.”® Innovation in the supply chain will
require motivated, capable workers who feel valued
by and well disposed towards Unilever.

The policy currently lacks a commitment to a Living
Wage, but Unilever stated it is open to modifying
this once it is clear how a commitment can be
implemented.”®

The policies apply to ‘employees’ rather than to
workers. According to Unilever no distinction is
intended between sub-contracted workers and
employees.” The intent of the policies are that if
people are employed by a third party, they expect
fundamental labour rights to be applied by the third
party to their employees.

The director of the ILO Better Work programme,
when interviewed, noted that the term ‘worker” is
preferable as it de-links rights from the employment
relationship and asserts that they apply whether

or not a worker is in an identifiable employment
relationship; the term ‘worker” is generally used in
international conventions for the same reason.’

Guidance for staff was recently developed by Unilever
on sub-contracted and temporary work and shared
on its public website, though it has not yet been
incorporated into the policies.”

The CoBP and the Respect, Dignity and Fair Treatment
policy include responsibilities for staff, while the
Supplier Code (and associated guidelines) includes
expectations of and commitments to suppliers.

PRINCIPLES

LABOUR RIGHTS IN UNILEVER’S SUPPLY CHAIN AN OXFAM STUDY 45

Principle 2: Integration
in the business and
implementation with
suppliers

Effective integration of the policies in the business
ensures they are known and widely supported by
management, staff, business partners and suppliers,
and embeds policy in operations including business
incentives and lobbying that could impact on human
rights.®

In relation to embedding and communicating the
policy, Unilever actively raises the awareness of all
employees about the company’s business principles.
They receive a copy of the policy and are required

to sign to show they have understood it. Senior
managers must take a test to demonstrate their
knowledge of the policy content. In general Unilever
employees are proud of Unilever’s policies and
approach to sustainability and have expectations of
the company behaving responsibly.&

The policies have been proactively communicated in
several countries (seven by end of 2011).

The Sustainable Living Plan expresses Unilever’s
overall commitment to sustainability. However, labour
rights are conspicuous by their absence. According
to Unilever, respect for labour rights sits in the
Sustainable Sourcing pillar, which covers sourcing

INDICATORS OF GOOD PRACTICE

PRINCIPLE 2: INTEGRATION IN THE BUSINESS AND IMPLEMENTATION WITH SUPPLIERS

Indicators of integration®
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of some seven million tonnes of agricultural raw
materials.® However, this only covers a proportion

of people producing products and services for the
company. It is absent from the social pillar of the plan
and from the section on Creating a Better Workplace.
According to Unilever, this is because labour rights
are ‘not an area to compete on, since labour is more
about compliance.’®

One stakeholder interviewee noted the gap in the
plan regarding labour rights:

Company websites all look much the same.
They all say they respect human rights. They
often have a section on ‘our people’. Who are a
company’s people? The language in the report
says they will "help our people reduce office
travel, or reduce office waste’. This cannot be
taken seriously. What about the people who
produce or distribute a company’s products
but are not employed by them because their
positions have been outsourced? ‘Our people’
in this context excludes a key part of the
employment universe. How can you equate the
impact you have on an employee with reducing
waste or air travel?

Peter Rossman, IUF®®

A second global stakeholder noted the potential for
product certification to help deliver higher standards.
While agreeing that labour rights do not feature

in the Sustainable Living Plan targets diagram, he
observed that:

Through certification, Unilever are prioritising
labour rights more than the graphic suggests.
The Sustainable Agriculture Network has
higher standards for working conditions. 10
years ago, few companies were committed

to certification, it was a niche approach.

Now some of the biggest supply chains are
committed to it. In future all products will

be certified, and the fact that Unilever is
opening themselves up to this research
shows they are serious about this.

Marc Monsarrat, Rainforest Alliance®’

A third pointed out that company communications
are often weak on labour practices:

Accounts about what companies have
achieved in improving labour practices are
often a weak element in these

pro-active public communications. It’s hard
for companies to be as definitive about labour
issues as they can be about other CSR issues
and therefore to meet the expectations of
their customers and stakeholders. Labour
rights should be at the heart of these
frameworks as there’s nothing more material
to the way a business is run than its labour.
Workers build the wealth.

Dan Rees, ILO Better Work programme®®

Unilever included a commitment to the UNGP in
the company’s 2011 progress report against the
Sustainable Living Plan.®

Internal capacity on labour rights lies mainly with
the Procurement Operations Director - Supplier
Compliance and Assurance, the Vice President of
Human Resources - Global Supply Chain and the Vice
President of Global External Affairs. Unilever has a
clear division of responsibilities at the global level
and dedicated resources for the implementation of
the policies, though no specialist expert on labour
rights. Internal capacity was strengthened in 2011
via several trainings.®

In Viet Nam, the CoBP principles are translated into
Vietnamese and given to new employees, who can
ask questions of the human resources department.®*
Allemployees hear updates at the Annual Refresh
Programme and there is an annual quiz with prizes.
However, the code includes very little information on
labour rights.

During interviews with the research team, Unilever
employees at the Cu Chi factory could not recall the
content of the code. It was visible on the notice
board, but only in English and employees had to ask
supervisors what it meant. A worker told the
research team:

We were only trained about the code when
we first came to the factory but to be honest,
we cannot even remember what it is. Much
of the information, including the code, is
only available in English and for us, who are
often high-school graders from rural areas,
we cannot read it. Our supervisors remind us
of the rules and policies but quite rarely and
only when we violate the rules.

UVN worker in an interview with the
research team



The procurement function is responsible for
dissemination of the Supplier Code. This code was
revised in 2010 and has since been the subject of
extensive communication and training to staff within
the procurement function, with high level support.®

There is a tradition of long-term relationships with
key suppliers, which are prerequisites for compliance
and continuous improvement. Unilever has a special
position with its suppliers and manufacturers in

Viet Nam, being seen as a key client by the majority
contacted; it is therefore in a strong position to
require remediation and continuous improvement.

Supplier selection and awarding of contracts are
carried out by the global buying hub in Singapore,
using a supplier qualification system (Unilever
Supplier Qualification System - USQS). Suppliers are
given a briefing on the Supplier Code; they are then
asked to complete a questionnaire to demonstrate
their awareness, and to sign the Unilever master
contract, which requires them to comply with
national laws and regulations.

Selected agricultural suppliers receive expert support
from a third party, paid for by Unilever, who coach
and advise on sustainable agriculture practices.

Supply chain staff in Viet Nam acknowledged that
labour rights are not discussed with suppliers or
proactively addressed. Reasons given included the
absence of specialists in the in-house auditing team
and the staff’s belief that if there were any violations
at supplying companies, workers would leave for
new jobs. The subject was also seen as too sensitive
to discuss with suppliers, who can view this as
meddling in their internal affairs.®

Oxfam found the UVN Vice President for supply chain
management had a good relationship with the
third-party manufacturers and appeared to have a
strong understanding of labour standards in these
companies.® The research team’s shortlist of ‘high
risk’ suppliers for the deep-dive stage of the study
accorded with his judgement. His knowledge has
enabled him to raise concerns directly with the
relevant management board, which he has done in
Some cases.
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Through different sources, | got to know that
workers in Company A are often abused by
some managers in the company and they are
not happy about this. | did discuss with the
management board when we met, to warn

them about the potential consequences and
ask them to address the problem as soon as
possible. Of course, the action remains at their
decision.

UVN VP for supply chain management in an
interview with the research team

Twenty-eight of the 48 suppliers with whom a phone
survey was conducted confirmed they were asked

by Unilever to commit to complying with the Supplier
Code, while the rest said it was never mentioned.
Thirteen companies reported that they were either
provided with the Supplier Code booklet or their top
management were briefed about it, or both. Only one
supplier reported that Unilever actively supported
them to improve labour standards, in the context of a
supplier improvement programme.

Unilever’s procurement policy is that, if a non-
compliance is found, it will encourage that suppliers to
improve and will not immediately end a contract; time
will be given to make improvements (typically three
months).* According to the phone survey, this was not
well known. As the chart shows, one in four suppliers
surveyed thought there would be no consequences

if anon-compliance was found; only one in eight
thought time would be given for improvements.

In response to a question about whether labour
standards featured in negotiations, three out of

four suppliers who responded to this question

said that Unilever never discussed labour issues in
negotiations with them. More than one said UVN staff
sometimes called them to ask if they had enough
workers for production or to check if they were
paying above the minimum wage.

Price negotiations are carried out by the global
buying centre in Singapore. For suppliers this is
generally done every four to six months and for third-
party manufacturers every five years (due for renewal
in 2012). Labour costs are calculated by production
unit,® far instance, per tonne of soap or per cubic
metre of packaging, and determined in a detailed
way, including:
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Figure 15

Supplier responses to the
question: What do you
think the consequences
are of not complying with
the code? (phone survey)

l 3 0/0 Correction allowed

17% End of retationship if
serious violation found

25% no consequences

0O 45% no response given
to this question

a) Wages (including management cost); actively being considered.®”” However, the buying

b] Allowances; office in Singapore does try to assess whether they
c) Social and health insurance contributions; are managers who will not drive workers too hard,

d) Unemployment insurance; or put reputation or business continuity at risk.

e) Wark uniforms; Such assessment is conducted remotely, and then

f] Protective clothes and equipment; followed-up by a visit after short-listing. The supplier
gl Miscellaneous. database also contains ‘supplier passports’, which

hold comprehensive information on the supplier and
are used to brief procurement managers.

This shows that Unilever has a lot of influence over
labour costing and therefore the wages and benefits
that workers receive.

o . Principle 3: Tools and
supplier's human resource management is not .
a criterion in the selection process, though this is processes for due dlllgence

PRINCIPLES INDICATORS OF GOOD PRACTICE
PRINCIPLE 3: TOOLS AND PROCESSES FOR DUE DILIGENCE

3.1 Impact assessment: Indicators for risk assessment:
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3.2 Acting on findings:
Preventing or mitigating impact Indicators for preventing or mitigating impact:

Remediating impact Indicators for remediating impact:'%

3.3. Tracking effectiveness: Indicators for tracking effectiveness:

3.4 Transparency:!® Indicators for transparency:

3.5 Stakeholder!'’engagement:!* Indicators for engaging stakeholders:
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With a presence in 190 countries in the world,
employing 171,000 people (as of 2011) and many
thousands of suppliers worldwide, Unilever needs
to prioritize actions to respect human rights via
effective risk assessment.

Ten agricultural raw materials have been chosen in
the Sustainable Living Plan as priorities, on the basis
of high environmental impact. For the other materials,
Unilever uses the following criteria to determine
whether a supplier is high, medium or low risk:!?

1. Country risk: As defined by risk management
company, Maplecroft;

2. Company size/ turnover: If it is a small or medium
enterprise [i.e. with fewer than 250 employees or
turnover of less than €1m), then it is higher risk;

3. If a supplieris in the agriculture sector, it is higher
risk.

Checking of standards at certified beverage
suppliers is delegated to the Rainforest Alliance.

Suppliers deemed to be low risk only go through a
self-assessment, developed by SEDEX, which includes
questions on (minimum) wages, types of contract,
working hours and freedom of association. Suppliers
deemed to be medium or high risk are audited by third-
party auditors, based on the SMETA methodology.'**

Unilever set itself a target to roll out formal auditing
to between 2,000 and 3,000 high-risk suppliers
during 2011, with associated corrective actions. It
also works collaboratively with peers in the sector via
AIM-PROGRESS.** Around half the members are also
members of SEDEX, enabling supplier assessments

Child
labour
bonded

labour
Non-

compliance
found

Breach,
but not
serious

and audit reports to be shared to minimize parallel
audits. AIM-PROGRESS also hosts joint supplier
events for the sharing of good practice.'®

High impact on people has not been a criterion for
prioritization, although the agricultural sector is high
labour risk, as well as high environmental risk. Unilever
does not currently assess potential adverse impact
on workers through its risk management system.

Most Vietnamese suppliers have never been audited
since they are not considered medium or high risk.
Risk assessment and prioritization are carried out
by the global buying hub in Singapore, rather than
at Viet Nam level. Where audits have taken place,
UVN's roles were to contact suppliers, translate the
questionnaire and arrange the audits; the results
of these are only shared with UVN staff on request.
They do, however, have a role in monitoring supplier
performance and decision-making on supplier
selection and retention.

The Centre for Research on Multinational
Corporations (SOMO, using the Dutch acronym) and
the IUF have been particularly active in campaigning
to highlight violations of labour rights by Unilever. In
2011, SOMO published a report in which it identified
many problems in tea plantations which had been
audited and certified by Rainforest Alliance for
Unilever.t® SOMO explains this as follows in its report:

‘Possible explanations for the apparent
disconnect between the theory of Rainforest
Alliance’s standard system and the reality
on the ground are that the social auditing is
not sensitive enough or Rainforest Alliance

Figure 16

Unilever process for
acting on findings
with suppliers
Serious
breach

Immediate
action

Corrective Next audit

action



standards not being interpreted strictly
enough, or a combination of the two. Social
audits were in fact found to be thoroughly
manipulated (by which producers ensured
that the auditors received a flawed and badly
informed view of the actual living and working
conditions of workers], to be too shallow (not
picking up many issues raised in this study)
and being biased (centred only on the industry
or dominant trade union perspective and
apparently not looking further). In addition

it was noted that at least in Kenya there is

a fundamental lack of trust and confidence
amongst workers to speak openly and freely to
auditors (and other authorities for that matter).**

In terms of acting on findings, priority is given by

Unilever to managing ‘extreme violations’ (defined as
bonded labour, child labour, serious health and safety
breaches, serious environmental issues and excessive
working hours ]. 8 A view was expressed by a senior
manager that this is black and white: ‘There are easy

issues and there are difficult issues. It's very easy to say,

‘we dont go anywhere near companies that use slave
labour or child labour, where's it not a grey area.™*®

Violations like these, which also pose a reputational
risk, are dealt with immediately; some are escalated
to the Global Code and Policy Committee and receive
senior management attention. Unilever believe

itis best for local teams to report issues to the
headquarters and allow those with broad knowledge
and a dispassionate view to agree the best way to
facilitate correction.

As an ultimate action, Unilever will terminate the
relationship if compliance is not reached after
reasonable time.

For negative impact in Viet Nam, the buying office

in Singapore is in charge of following up with
suppliers in case of non-compliance, based on the
global guidelines. According to UVN, no major labour
problems have occurred so far; in two cases Unilever
reviewed their relationship with suppliers, but these
were unconnected to issues of labour rights.

Unilever recognizes the dangers of over-reliance on
commercial audits. However, given the small number
of non-compliances found, and a legacy where no
audits were conducted, they believe they provide
valuable insights into supplier capabilities and will
drive a great deal of compliance via continuous
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THE TIMBERLAND COMPANY

‘In 2005, partly because stakeholders pushed
us, we made a radical shift in practice—from
the posture of compliance police, with

audits and checklists, to a different posture.
Instead of leaving a list of violations for
factory owners to resolve and then checking
back to verify improvements, we challenged
ourselves to work more closely with factory
management and their workers to understand
the root cause of workplace issues in our
factories. This commitment included helping
factories to take responsibility for workers’
experiences, building new and different
factory management systems and increasing
staff awareness, from floor supervisors to
top management. Our collaborative approach
positions all sides working together for the
same goal. Rather than relying on documents
and factory managers/supervisors to tell

us the conditions of the factory, we put the
workers themselves at the center of the
process. Instead of compliance being the
goal, worker empowerment and strengthened
communities became our goal.”

Global Compact, Sustainable Supply Chains,
Resources and Practices

improvement. They acknowledge they have an
enormous task ahead.

A number of companies have started to look
beyond compliance and audits to more sustainable
approaches founded on ownership of problems and
solutions in the workplace.

In relation to tracking effectiveness, Unilever has
setindicators for its performance on sustainability,
but not yet in relation to human and labour rights.
Indicators need data, and while the company

now collects data on, for instance, the number of
grievances, disciplinary processes and cases of
absenteeism, these are very limited as a means

of assessing labour impacts. The company sets
targets for ‘activities’, such as the number of audits
commissioned, but not yet for ‘outcomes’ of the
activities, such as issues raised and resolved.

As the Director of Human Resources understood well,
itis important to break the perception that a low
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number of grievances is a signal that human rights
impacts are addressed effectively - low scores
could simply mean violations are not being identified.
Unilever is working on a mare effective mechanism
for its own operations, only then will they think about
a system for suppliers.

In relation to transparency, Unilever makes a lot of
information available on their website concerning
labour and human rights, including the settlement of
disputes.!? Its co-operation with Oxfam via this study
is exceptionally transparent for a global company. At
the Viet Nam level, UVN was completely unaccustomed
to sharing sensitive information externally, yet agreed
to co-operate with Oxfam to map out the labour issues
in their own company, as well as in their supply chain,
which deserves significant credit.

One stakeholder interviewed - SOMO - believes they
could go further in sharing the processes they follow
and the challenges they face. For instance, they
would prefer to have suppliers disclosed together
with information on their performance on labour
rights, following the example of some spartswear
and footwear companies.'?

In relation to stakeholder engagement, Unilever has
many different stakeholders, and consults with and
informs them at different levels, often very proactively.
It is active in a number of multi-stakeholder
initiatives. Speakers are invited from NGOs and other
organizations to share learning on good practice.*

For labour issues, Unilever at global level sees IUF and
Oxfam as its main stakeholders. The ‘business case’
for this engagement is that it prevents problems and
enables the company to address external criticism; it
also allows Unilever to learn from each engagement.'?*
Through the relationship with IUF, Unilever now
benefits from their expertise and knowledge, via
annual meetings. Through these forums, IUF concerns
are recognized and a level of trust is created.'*

When critical stakeholders, such as IUF and

SOMQ bring negative impacts to the attention of
Unilever, the company’s response is seen by them

as quite defensive. On the other hand, Unilever is
acknowledged as having taken issues seriously

and has communicated publicly about remediation.
Unilever acknowledges that in northern Europe, there
is a stronger tradition and willingness to engage with
stakeholders than in other parts of the world, where
staff will wait for organizations to come to them

rather than engage them proactively.'?®

In Vietnam, Unilever defined its stakeholders as the
government at different levels and its suppliers and
business partners; this study represents their first
engagement with an NGO.

Principle 4: Remediation by
grievance mechanisms

According to Unilever’s internal global policies:

“all Unilever companies must have grievance
procedures that provide for any employee
to discuss with their line manager or, if not
appropriate, an independent manager, any
situation where they believe they have been
discriminated against or treated unfairly or
without respect or dignity without fear of
victimisation.’

Unilever has two hotlines to deal with non-compliances
with the CoBP: a global hotline (in English) which
goes straight to Unilever global headquarters and

a country-level hotline (in Vietnamese). The study
found no cases where either had been used to report
a labour grievance.

Interviews with stakeholder informants at IUF, SOMO
and ILO Better Work raised questions about whether
hotlines were an effective mechanism:

The IUF perspective: ‘We don’t believe in
internal company complaints mechanisms.
They are there to short circuit the collective
bargaining process. Our general experience
is that management soon get to hear who has
complained.”*?

SOMOQ’s experience is that workers often do not
feel safe enough to use a hotline: ‘For workers
to share complaints with the management, you
need trust. The company needs to consciously
build that kind of climate.”?’

ILO Better Work echoed this: ‘Alone, workers
don’t have a voice. Complaint systems

are important but where people are really
vulnerable other measures are needed. You
can only complain if you're safe and feel you
will be heard. Just giving people a hotline
probably won’t work."?
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INDICATORS OF GOOD PRACTICE

PRINCIPLE 4: REMEDIATION BY GRIEVANCE MECHANISMS

According to the workers interviewed, none of the
available mechanisms are effective:

‘We truly want the company to create a
mechanism for workers to express our
concerns. The union cannot do this job
because the union leaders are paid by the
company. They only listen to us without
reporting to the management. The other
channels such as hotline and emails are too
sensitive for us to use.’

Worker at the Unilever Cu Chi Factory

Reliance on line management for grievance-handling
was found to be common amongst those suppliers
consulted in the phone survey, with line supervisors
(shift leaders and team leaders] regarded as the

key channel for grievance-handling. One in eight
suppliers said workers do not have any grievances
and a mechanism was not needed; only one in

four had an assigned person and procedures for
addressing workers’ grievances.

Indicators of integration

Good practice example: Grievance mechanisms

At one of Unilever’s suppliers we found goad practice
in their use of multiple grievance mechanisms.
Elected inspectors receive grievances from the
workers and transfer them to the management.
Workers trust these inspectors and see them as a
reliable channel. At the same company a three-stage
dispute settlement process is in place. A dispute

is addressed at the production unit level, then at

the HR department level and finally by the union
executive board and the enterprise conciliation
council. The HR department also conducts frequent
surveys, including a quarterly survey on shift meals
and an annual survey on wages and benefits.
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Summary of findings: Good
practice and gap analysis

Principle 1: Policy commitment to
respect human rights

+ Unilever has a significant commitment to social
responsibility and sustainability, with the CoBP
endorsed by the CEO and an explicit commitment to
the UNGP.

+ The company’s values are founded on doing the right
thing; employees take pride in this, and a motivated
workforce is seen as key to its business success.

The policy needs a commitment to progressive
payment of a Living Wage and an absolute limit on
acceptable working hours.

- Itis positive that the company will give time for

improvements if problems are found; suppliers need
to know this is the case and to understand the
standards better.

+ Unilever generally demonstrates a good level of

transparency. Vietnamese staff members, though not
accustomed to opening up to NGOs, helped Oxfam
map out the labour issues both broadly in Viet Nam
and in their supply chain.

Based on the study, Unilever engages well with
stakeholders at a global level, but could seek

out stakeholders at country level to identify and
prioritize issues, advise on good practice and check
interventions are effective.

Principle 4: Remediation via grievance
mechanisms

P”nC|ple 2: Integratlon of the p0llcy N, The various grievance mechanisms used by Unilever -

the business and implementation with
suppliers

Communication of policies to staff and suppliers

has been a clear priority. Investment is being made
into international industrial relations capacity. Less
emphasis has been put on ensuring people are aware
of their rights, particularly where English is not spoken.

+ Human and labour rights are conspicuous by their
absence from the company’s the Sustainable
Living Plan. Social targets focus on the well-being
of customers, not on the well-being of people
who make their products, with the exception of
agricultural commodities.

+ Suppliers are often not aware of Unilever’s relevant
labour standards policies.

Principle 3: Human rights due diligence
process

+ There is a risk management system, involving self-
assessment and auditing, but it is not sensitive to
the vulnerability of workers.

+ More use could be made of local knowledge about
suppliersin Viet Nam.

+ UVN management lack guidance in dealing with
differences between national law and international
standards.

line management, national and international hotlines,
and auditor interviews - are not trusted to report
sensitive grievances and do not meet the criteria set
out in UN guidance on good practice.

+ Based on the phone survey, 44 per cent of suppliers

regarded enterprise unions as effective channels for
handling grievances. However, the main method of
handling grievances was via line management.

+ An example of good practice in using grievance

mechanisms, including elected inspectors trusted by
workers, was found at one supplier.

Unilever in comparison with
competitors

Oxfam undertook desk research to compare Unilever
with five key global competitors, on the basis of
information provided on the companies’ websites.
Findings are given in the table below. These show
that most of the companies have relevant corporate
commitments but very little information was given
about how they are implemented. Oxfam was not, on
the basis of this, able to compare their performance
on labour rights in a meaningful way.



Table 3

Unilever in
comparison with
competitors

References to
the UNGP

Relevant ILO
Conventions
and Recom-
mendations

ILO MNE
Declaration

IS0 26000

ETI

UN Global
Compact
Self-

Reporting

OECD
Guidelines
for
Multinational
Enterprises

Participant
inthe
development
of the
principles®*

P8G

Participant
inthe
development
of the
principlest®

L'Oreal

Participant
inthe
development of
the principlest*
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Henkel

No statement

Nestlé

Participant
inthe
development
of the
principles'*

Kraft

Participant
inthe
development
of the
principles'*

States that No mention Statesit No mention Statesthatit | Statesthat
the code of of ILO supports the of ILO is committed | it expects
business conventions | fundamental conventions to the core suppliers
principles for | onthe ILO conventions | onthe conventions to comply
suppliersis website and that all website of the ILO™® with the ILO
aligned to ILO suppliers are convention
conventions®*® required to principles
comply with ILO relating to
guidelines *¥7 child labour!®
No mention No mention No mention of No mention Corporate No mention
of ILO of ILO ILO Declaration | of ILO Business of ILO
Declaration Declaration on the website | Declaration Principles Declaration
on the onthe on the state it on the
website website website adherestoILO | website
Declaration!
No mention of | Statesit Statesits No mention of | No mention of | No mention of
IS0 26000 on was involved | approach to IS0 26000 on IS0 26000 on IS0 26000 on
the website inthe fair trade is the website the website the website
development | consistent with
of IS0 the'forth- com-
26000 ing IS0 26000
on societal
responsibil-
ity'luz
Not a Not a Not a member Nota Not a Not a
member member member member member

Kraft is the only company that does not use GRI guidelines.** However, Henkel is the only company
toreport in practice against indicators related to labour rights.*® Of the six relevant indicators
Henkel reports against two (LA4 and LA1).16 The other companies do not report against any of
these six indicators.!’

Self- Not a Self- Human Human Not a
assessment signatory assessment Rights S0 per | Rights 79 per | signatory
score not score not cent 10 cent
publicly publicly Labour Labour
available'*® available'® Rights 88 per Rith[S 79
centt*! per cent's?

Unilever Participated | No mention of No mention Corporate No mention
has stated inthe the guidelines | of the Business of the
its support 2010/11 on the website | guidelineson | Principles guidelines on
for the updating of the website state that the website
guidelines®™ guidelines Nestlé

roundta- adheres

blet® to OECD

guidelines'*®




6 Unilever’'s

management
of labour issues




Figure 17
Monitoring the
production line
for dishwasher

liquid bottles
[Unilever Viet
Nam 2012)

In this section we analyze to what extent the study
showed workers are able to realize their rights in
Unilever’s operations and supply chain, and provide
a gap analysis, in order to signpost approaches to

meeting international standards more fully in the future.

For this section, principles and indicators are drawn
from the OECD Guidelines on Multinational Enterprises
and other selected framewaorks, as the scope of UNGP is
limited to policies and management processes.

Freedom of association and
collective bargaining
Importance of the issue for labour rights

Freedom of association and collective bargaining
were selected as a focus for the study because they
are enabling rights, making it possible to promote
and realize decent conditions at work.*” The right to
freedom of association and collective bargaining are
among the fundamental rights of the IL0.*%®

Despite the core value of these rights and their
re-affirmation time and again by the international
community,** half the total labour force of ILO member
states lives in five countries that have not yet
ratified the Convention on Freedom of Association
and Protection of the Right to Organize: Brazil, The
People’s Republic of China, India, Iran and the USA.1®°

Oxfam regards participation and empowerment as
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vital to poverty reduction. When industrial relations
are weak, workers have no mechanism through
which they can express their concerns in a safe way.
Good relations between management and workers
benefit both sides: they enable better dispute
resolution and reduced conflict; they minimize
disruption and enhance productivity; they increase
worker satisfaction and co-operation; and allow for
mutually agreed mechanisms for introducing and
achieving support for changes in the workplace.

The most scalable way to assure labour rights is to
have mature industrial relations in the workplace,

through which vulnerable workers can collectively
articulate their concerns and interests:

‘Understand the issues of these workers and
consult; it all starts with the workers being
organized and having a coherent agenda.
Businesses cannot deal with 300,000
individuals. They can deal with them if the
workers are organized. A fundamental issue
is their vulnerability.”

Dan Rees, ILO Better Work programme

Mature industrial relations involve transparent rules,
which are consistently applied, effective grievance
and disciplinary procedures, the opportunity to

join or form a union, and regular discussions about
matters of mutual concern.




58 AN OXFAM STUDY LABOUR RIGHTS IN UNILEVER’S SUPPLY CHAIN

PRINCIPLES INDICATORS OF GOOD PRACTICE

FREEDOM OF ASSOCIATION AND COLLECTIVE BARGAINING

Principle 1: Recognition and commitment Recognition and commitment

Principle 2: Protection of workers’ representatives  Protection of workers’ representatives

Principle 3: Freedom of choice Freedom of choice

Principle 4: Collective bargaining on terms and Collective bargaining
conditions of employment

Principle 5: Disputes and grievances Disputes and grievances

Principle 6: Risk assessment Risk assessment




How Unilever manages freedom of
association and collective bargaining

Findings and evidence - Global level

Inthe CoBP, as well as in internal policies and the
Supplier Code, Unilever has shown commitment to
the fundamental rights of freedom of association and
collective bargaining.

Inrelation to protection of workers’ representatives, the
policy includes a requirement that employees must be
treated fairly and equally without unlawful discrimination
on the grounds of position in the organization.

In relation to the right to join or form a union, the
policy states that: ‘All Unilever companies must
respect the right of their employees to join or not to
join a legally recognized trade union, or any other body
representing their collective interests.” This means
neither companies nor governments should interfere
with the choice of workers’ representation and that
there may be more than one workers” organization per
enterprise; so-called ‘closed shops’, where only one
union is allowed, would violate this principle.}”

In relation to collective bargaining, Unilever’s internal
policy states that Unilever companies must bargain
in good faith on employment conditions, labour
management relations and matters of general concern.

Corporate policy appears to provide a good overall
framework for these rights. The challenges arise
when it comes to implementation, since, in Unilever,
industrial relations policy may be country-specific
and locally determined.'’®

The commitment to effective implementation at
global level has been demonstrated by the actions
taken to resolve industrial relations disputes, and
by Unilever's subsequent corporate engagement
with the IUF. This followed four complaints to the
UK National Contact Point responsible for the OECD
Guidelines on Multinational Enterprises, concerning
violations of trade unions’rights.*”’

In June 2012, the IUF lodged a further complaint

with the National Contact Point, alleging non-
implementation by Unilever of the agreement reached
in 2010 concerning the Doom Dooma factory in Assam,
India manufacturing personal care products.!”® The IUF
website points out that ‘this latest complaint against
Unilever brings to 10 the number of cases filed against
this company for violations of the guidelines, making
it the corporate record holder’.'7®
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In his interview with Oxfam in 2011, Peter Rossman,
Head of Campaigns and Communications at IUF,
confirmed Unilever's commitment at corporate

and regional level. However, IUF recommend more
commitment at local level. Awareness and commitment
depends on staff and communications. '8

Unilever has taken an important step in
recognizing the value of a relationship with
the IUF, in order to attempt to resolve issues
concerning trade union rights. After the OECD

process, there was a change in attitude. What
can be said is that in some cases Unilever

has recognized the need for change at the
level of local management in order to resolve
disputes.!®

Unilever has recognized the need to strengthen its
management capacity on industrial relations. In 2011,
Unilever invited the Danish Institute for Human Rights
to run a Train the Trainer course for HR managers
(reaching 80 per cent of HR staff) and developed an
e-learning module for line management and human
resources, which has been delivered to 80 people.
The company has also worked with the Chartered
Institute of Personnel Development to develop a
course in international employee relations:

Industrial Relations are difficult and technical
and require study. We want to get people
qualified and raise the level of professionalism,
improving the standard of employee relations,

and improving the standard of what they
expect from professionals in the area of
industrial relations.2®

[t has been internationally recognized that Viet Nam

is among the countries that restrict these rights.
There is a clear risk that workers will not be able to
exercise their rights under international law. Since this
is a very sensitive area, the ILO Conventions, ILO MNE
Declaration and the OECD Guidelines do not prescribe
solutions. This presents a dilemma for companies.

Unilever does not have a specific policy or guidance
for staff or suppliers in these countries but advises
that they should be ‘practicable taking into
consideration the applicable national laws’. However,
there is emerging good practice, as suggested in an
interview for this study:
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‘Where the national context limits freedom
of association, Unilever has no choice but
to ensure their operations are within the
law. But they should seek to get employers
and workers into dialogue within the
confines of the law. There might be other
things Unilever can do to promote worker
consultation and open up dialogue. They
should use their influence where possible.
For instance a labour management
committee can be a vehicle for training for
workers and workers’ representatives. They
can take non-compliances and discuss
solutions, they can focus on training as a
form of conflict resolution.’

Dan Rees, ILO Better Work programme*®®

Findings and evidence -
Unilever Viet Nam

Interviewed by the research team, Unilever’s Viet
Nam country management said they were unclear
how the international principles could be applied in
Viet Nam, and questioned whether finding ways to
promote management-worker dialogue in the supply
chain was their responsibility.t8

The UVN union started from its joint venture with
Vinachem set up in 1995. The enterprise union
leadership came mainly from the Vinachem factory’s
union, which was seen by the UUN management
board to be strong and active. The nominations for
union election in 2007 were made by the preceding
union chairman and the vice-director, rather than
the workers.!®> The fact that the leadership of the
enterprise union is dominated by managers is not
exceptionalin Viet Nam. The unions of all the three
suppliers in the ‘deep-dive’ research are led by senior
managers. In two companies, the union chairmen
were vice-directors and a manufacturing manager
was chairman in the third.

The key functions of the UVN union include
organizing entertainment, sport events and annual
excursions for workers, and managing welfare
programmes. The function of representing and
protecting workers’ rights and interests has been
limited to informing workers of the company’s
policies and rules. Union congresses have not

been organized since 2007, due to an unresolved
dispute about its affiliation. Since then the collective
bargaining agreement (CBA) has been automatically
renewed without re-negotiation.!®® Consequently

the union has not fulfilled its role of representing
workers in their communication and negotiation with
the management for at least four years. UVN workers
said they had lost trust in the union officials:

‘We dare not raise our voice through the

union leaders because they are paid by the
company, they are the company’s people.
They will listen to us but they never bring our
concerns and demands to the management.
Our only way of communicating to the upper-
level management is through our supervisors.’
Unilever worker in an interview with the
research team

With a CBA from 2007 and a union dominated by the
management, Unilever workers at the Cu Chi factory
have little meaningful opportunity to have their
voice heard in matters of mutual concern, such as
wages, working hours or employment conditions.
Wages, the issue that workers were most concerned
about, as the union chairman acknowledged, are
determined solely by the management. The workers
are entitled to vote, but the voting system lacks
meaning because they cannot elect someone they
trust to represent them. The UVN HR manager told the
research team:

‘Wage review often takes place in April each
year. Before that is the performance evaluation.
New wage rates are fixed on the basis of the
labour market and at what level of pay we want
to be. The second criterion is the performance
evaluation. Then the management announces
the new scale. We do not need to consult the
union or workers because they all understand
this process very well.”

HR manager at Cu Chi in an interview with the
research team

In theory, workers can approach the HR manager
directly, bypassing their line manager. In discussion,
UVN managers made clear that ‘our offices are
always open to workers''®’ In practice, workers are
not aware of this or do not feel comfortable or secure
in approaching their managers.

In relation to “fair hearing’ of grievances, a particular
mechanism is in use in the Cu Chi factory. According to
severalinterviewees, and as observed by the research
team, HR management tour the factory, asking

key contact people, such as cleaners and canteen
workers, what workers are talking about. This is
beyond the awareness of many workers in the factory.



From the management’s perspective this enables
them to have early notice of issues so they can be
addressed promptly. Though well-intentioned, the
practice highlights the lack of opportunities for open
social dialogue, and the lack of a functioning trusted
mechanism for workers to use to report grievances or
simply to discuss their concerns.

‘We truly want the company to create a
mechanism for workers to express our
concerns. The union cannot do this job
because the union leaders are paid by the
company. They only listen to us without

reporting to the management. The other
channels such as hotline and emails are too
sensitive for us to use.”

Unilever worker in an interview with the
research team

UVN commented that the trade union representatives
are voted for by employees and that “the CLA was
circulated for them to say agree or not agree and it is
only signed if more than fifty per cent agreed’.!® They
also have a suggestion box and a staff survey.

In the supply chain, suppliers are relied on to develop
their own system of industrial relations and to
ensure the CoBP, which they are required to sign, and
national laws, to which they are bound, are complied
with. This is monitored via SEDEX self-assessments
and audits.*®® Suppliers self-assess against
questions including:

« Are workers free to join workers” organizations (other
than trade unions) of their choice?

+ Do you have any trade unions or workers
organizations/committees in your workplace that
represent the views/rights of workers?

+ Are workers’ representatives democratically elected
by the workforce?

+ How many workers are covered by a CBA and what
type of workers?

Are minutes kept of discussions between workers
and management?

Findings and evidence- Suppliers

In the phone survey conducted with 48 suppliers, seven
out of eight suppliers said they had a union. The survey
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suggested a number of enterprise unions had made
encouraging efforts to represent workers. Seventy-five
per cent of respondents regarded their unions as more
than just a welfare body and 44 per cent relied on the
unions as an effective grievance-handling channel.

One of the suppliers visited by the research team
explained how they set up a new union after an audit,
initiated at Unilever’s request, found the previous

union was not functioning. The company consequently
organized a union election to choose a new leadership.
This example showed that Unilever not only has strong
leverage, but also available mechanisms for remedying
of non-compliances, although trade unions might
question how democratic the process would have been.

During the phone survey, suppliers were asked about
wage negotiation. Fifty-two per cent of respondents
put workers outside the wage adjustment process;
workers and their representatives were only informed
about the new wage rate when the final decision

had been made by the management. In the case of
the foreign-owned supplier visited, wage-setting

was done by the foreign operations manager, leaving
not only workers but also the Vietnamese managers
unaware of how the new wage scale had been set.

Summary of findings

+ Unilever has a commitment to the UNGP and a high-

level endorsement of its CoBP. It is increasing its
internal capacity on industrial relations, has reached
agreement on four outstanding OECD complaints
(though one has not been implemented according

to a new complaint in 2012) and has a meaningful
dialogue with IUF.

The UVN union comprises managers appointed by

the joint venture, Vinachem. Although workers are
entitled to vote, this lacks meaning as they are
unable to elect someone they trust to represent
them; this is common practice in Viet Nam but more
could be done to promote mature industrial relations.

The practice in Unilever’s factory of listening in on
workers’ conversations hinders trust and dialogue
between management and workers.

+ Based on the phone survey, almost all the suppliers

had a union, but half of these put workers outside
the wage setting process. Three-quarters regarded
enterprise unions as more than a welfare body

and nearly half saw them as providing an effective
grievance-handling mechanism.
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Unilever and wages

‘Everyone who works has the right to just and
favourable remuneration ensuring for himself
and his family an existence worthy of human

dignity, and supplemented, if necessary, by
other means of social protection.”

United Nations Universal Declaration of
Human Rights. Article 23(3)

Importance of the issue for
labour rights

A statutory minimum wage is established in more
than 90 per cent of ILO member states. The minimum
wage has been designed as an instrument to provide
workers with protection. As conceived by the ILG, it
should meet the basic needs of workers and their
families and therefore be a Living Wage.*®

Oxfam defines a Living Wage as one which, for a
full-time working week without overtime, would allow
a family to meet its basic needs - including shelter,
clothing, and nutrition - and allow an amount for
discretionary spending.t®

In practice, minimum wages in developing countries
are often established at a low level in the first place,
and then not revised on a regular or adequate basis,
for arange of political, social and economic reasons.
So wages can be compliant with national legislation

but not meet international standards. This means
that companies cannot rely on the local minimum
wage being sufficient to meet the basic needs of
workers and their families.

Research suggests real business advantages can
flow from paying higher wages.'** Businesses report
that higher base pay and benefits attract more
qualified employees, and that those employees have
high morale, are more productive and require less
supervision. Higher wages reduce employee turnover
and absenteeism, reducing costs in recruitment

and training, and often deliver improvements in the
quality of products and services.!®

The challenge of a Living Wage

The issue of a Living Wage is currently causing a
great deal of debate. In recent years what a Living
Wage is, how it should be calculated and whose
responsibility it is have been the subject of much
debate, with companies, NGOs and trade unions
bringing different perspectives.

The issue of in-kind benefits is also a subject of
debate between companies, NGOs and trade unions.
Civil society organizations argue that a basic wage
should be a Living Wage, without depending on
allowances, bonuses, in-kind benefits or overtime.
Nevertheless research suggests that benefits can be
of great importance to workers. For instance, recent
research by Impactt suggests that workers put a high
value on health care, savings schemes, subsidized

STAKEHOLDER TYPICAL POSITION

Companies

leverage is limited.

We meet our obligations under national law (which many of our competitors

do not) and provide other benefits. How can we audit to a Living Wage when there
is no agreed definition? Isn’t it the governments’job to make sure a minimum
wage is a Living Wage? We are under price pressure from our customers and our

NGOs

Workers tell us they cannot live on the wages provided and have no voice in the
way they are set, particularly women. Yet multinational corporations make huge
profits from their labour. The definitional challenge should not be an excuse for
inaction; workers must get a fairer share of value from the value chain.

Trade unions

Aliving wage is not just a number; the most sustainable basis to deliver it is

through collective bargaining between management and workers, who know best
what their basic needs are. Yet union freedoms are undermined by precarious work
and corporate practices.




food, as well as other aspects of working life, such as
skills development, job security and work-life balance.**

Many multinational corporations have made a
commitment to a Living Wage at policy level,
including all 80 corporate members of the ETI, which
includes retailer customers of Unilever. Until recently
this has remained largely aspirational; however, in
the last five years there has been anincreased
acceptance by some companies, including Unilever,
that low wages are a significant issue in their supply
chain. There is now greater readiness to move on
from discussion to action, but when they do so
companies face a range of obstacles:

Limited involvement by workers in collective
bargaining processes;

+ Statutory minimum wage levels which do not meet

basic needs in many countries;

+ Lack of an authoritative formula and process to

calculate and implement a Living Wage;

Variable leverage by sourcing companies which
diminishes down the supply chain;

+ The lack of available evidence that product
certification has a positive impact on wages beyond
compliance with statutory requirements;
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+ Price pressure from consumers/retailers;

+ Lack of published data on the business case for

improving wages, so companies fear loss of price
competitiveness, what might be termed ‘first mover
disadvantage’;

Difficulty of ensuring that any additional payments
reach workers and are equitable and sustainable.

In the last two to three years a range of different
initiatives have been taken to tackle the issue of
Living Wage using a step-by-step approach, for
examples see Appendix 2.

How Unilever manages wages in
relation to international principles

Findings and evidence - Global level

Unilever does not have a specific wage policy for its
own employees, but its Supplier Code states that,

‘Wages and working hours will, as a minimum, comply

with all applicable wage and hour laws, and rules and
regulations, including minimum wage, overtime and
maximum hours in the country concerned”.

At global level there is a belief that people are
the company’s principal assets, and that it pays
relatively highly: ‘Our working assumption is that

Figure 18

Workers viewing
information boards
at the Cu Chi factory
(Unilever Viet Nam
2012)
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INTERNATIONAL PRINCIPLES INDICATORS OF GOOD PRACTICE

Principle 1: Meeting basic needs

Principle 2: Determine wages by collective
bargaining

Unilever pays well above the living wage in own
operations, though this is difficult to quantify given
the definitional challenges.’?%

One of Unilever's companies, Ben § Jerry’s Ice-cream,

applies a ‘liveable wage’ formula in the USA. However,
Unilever is not convinced such a formula could be
applied in different parts of the world:

‘It’s difficult to apply a formula consistently
in different parts of the world. It’s always
about politics and power as it is inevitably
a negotiation. Even with a Living Wage
formula, it turns into a collective negotiation

Basic needs that wages need to meet are:

Assessing basic needs:

in the absence of government involvement.
Essentially, even a formula is a negotiation.’?"

In negotiations with suppliers and third-party
manufacturers, Unilever allows for adjustment of
labour costs