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Abstract

In this era of international supply chains where Least Developed
Countries (LDCs) are exporting to Developed Countries (DCs), concerns
about economic growth that is environmentally benign has meant that
LDC factories are taking environmental upgrading measures to meet
standards set by DC customers. This thesis looks at the applicability of
ecological modernisation theory (EMT) to this situation by examining
the Bangladeshi readymade garments (RMG) sector that is part of the

global apparel value chain.

EMT suggests that economic growth can continue while providing
environmental protection in the long run due to proactive
environmental actions by the market actors, civil society and the nation
state. This thesis tests the tenets of EMT by looking at the apparel value
chain in three parts (management networks within firms, economic
networks of the supply chain, and policy networks) and then as a whole
(EM network). Evidence from Bangladeshi garment factories (corporate
culture, organisational change and environmental learning) suggests
significant problems: factories are compliant with buyer codes only on
paper and not in reality. Firms have a mixture of proactive and reactive
greening measures and enjoy only an indirect competitive advantage
from greening. The absence of “win win” gains can be pinned to buyer
behaviour along the chains, coupled with their reluctance for closer
collaboration and weak green customer pressures for clothing sourced in
Bangladesh. Policymaking by the state has also been problematic: issue
cognition and conflict, closed hierarchical networks, mistrust, political
bargaining and prioritising national economic interests hampered the
EM vision of the modern nation state. Overall, this thesis questions the
adequacy of EMT for investing international supply chains. EMT needs
to reconceptualise itself with hierarchical relationship realities, LDC



cultural contexts, LDC growth trajectories, actor heterogeneity, “no win”

situations, and the suitability of EM tools.
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Chapter One: Ecological Modernisation Theory and Bangladesh

1.1 Introduction:

Economic development that is environmentally and socially beneficial is at
the forefront of contemporary development debates all over the world. This is
especially relevant in international trade where goods manufactured in least
developed countries (LDCs) are being exported to developed countries (DCs)
via international supply chains. The LDC exporters, workers and
governments are participating in this trade regime to earn foreign exchange
and fight their way out of endemic poverty. The DC importers and
governments are encouraging these global supply chains to stimulate their
own economies with goods that are high quality, but produced at much
cheaper rates than in their own home countries. At the same time, consumers,
governments and civil society in LDCs and DCs are concerned about the
environmental and social impacts of these supply chains in sites of production
and consumption. This concern is visible in commodity chains for apparel
(the garments industry), paper (the pulp and paper industry), coffee, bananas,
chocolate (the food industry), etc. where product labelling is gaining
prominence, starting from “fair trade” stickers on coffee packets to

“sweatshop free” and “organic cotton” labels on clothing sold in DC shops.

Accompanying this concern for environmental and social quality is the lively
ethical trade debate, where well organised non governmental organisations
(NGOs) in DCs and LDCs are getting organised and bringing to light issues of
labour rights, working conditions and environmental resource degradation in
LDCs as a result of globalised supply chains. The NGO debates are matched
by a marked rise in the use of company codes of conduct (CoCs) by the
product importers (DC retailers and buyers), which set conditions and

standards that have to be met by the suppliers before goods can be shipped.
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The policymakers in both geographical ends are also active in finding ways to

adjust to these new non-price trade conditions.

In our contemporary lives, the question of ethical trade touches us all,
whether we are shopping for cotton t-shirts in the West or walking to work in
a Vietnamese factory that produces hundreds of these t-shirts in a day. What
does ethical trade mean? What should it mean? What is our responsibility as
the consumer? What is our responsibility as the factory manager? What are
our expectations as workers and factory neighbours? Who has the right to
decide these things? What are the different truths of ethical trade and whose

voices carry the truths?

These questions remind me of the ancient Jain-Buddhist fable of the wise king
who asked six blind courtiers to describe an elephant by touching it, the end
result being much squabbling and determined insistence by the blind men

that they each exclusively own the truth. The wise king then said,

O how they cling and wrangle, some who claim
For preacher and monk the honoured name!
For, quarrelling, each to his view they cling.

Such folk see only one side of a thing.!

The reality of ethical trade debaters may be like that of the blind men -
scattered all over the globe, we are only seeing partial views of the whole
truth due to our geographical, cultural, economic and political perspectives,
and our whole view of ethical trade is made up of these partial truths. None
of us are necessarily right until we consider our perceptions in the light of
open and inclusive discourse. This thesis, in its small way, is an attempt to

open half an eye to gauge the reality of ethical trade in supply chains.

! For details of the fable, please see http://www.cs.princeton.edw/~rywang/berkeley/258/parable.html,
accessed February 14, 2008.
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The apparel supply chain is particularly vibrant with ethical trade debates,
and my thesis looks at the Bangladeshi ready-made garments (RMG) industry
as a case study. Bangladesh is the seventh largest apparel exporter in the
world (MFB 2007). The factories in Dhaka and Chittagong are facing demands
for environmental and social management according to standards set by
apparel buyers and consumers in environmentally progressive societies that
may not find cultural or institutional resonance in Bangladesh (Huq 2002,
Khatun 2003, Khondker et al 2005). The firms are finding themselves in a
situation of “institutional ambiguity” (Hajer 2004), where there is little
experience or precedent of green production in a reactive, technocentric,
ineffective and change resistant institutional set up among both, firms and

regulators.

Figure 1.1: Ethical trade in supply chains and the main influences

Ethical trade along the policy nefworks (green policies, incentives,
institutions)

v

LDC | { LDC Supranational DC pressure
pressure policymakers trade policy groups
groups institutions I
DC
policy
v
] makers
1] Lpc factory DC DC
managers »| retailers }—| consumers
and workers /buyers
< The supply chain ———»

Ethical trade along the economic and firm networks (green signals, green
governance, competitiveness, mind sets, factory floor practices)

The problem is very complex (figure 1.1) - it touches upon themes such as
changing mindsets and practices at the level of the factory floor (firm
networks); reliance on green supply chain signals (economic networks);

policymaking and implementation arrangements (policy networks). We also
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cannot ignore the basic principles behind the structure of the supply chain -
constant pressures for cost reduction, on time delivery and cheap labour in a
highly competitive international market. It is interesting then, to question
how ethical trade pushes these factories into greening to maintain market
share in such a complex scenario. The main research question of this thesis is

posed as follows:

Why are export based ready made garments (RMG) suppliers in Bangladesh failing to

undertake environmental management?

One way of looking at this problem is through the lens of ecological
modernisation (EM) theory. The remainder of the chapter discusses the main
tenets of EM theory and based on that discussion I explain the main variables
that were chosen to study environmental compliance, regulation and policy
making in the technocratic change resistant system prevalent in Bangladesh.
The following discussion informs the thesis objectives, key hypothesis,
research design, conceptual frameworks and the chapter sequences - which

are all explained towards the latter part in detail.

1.2 Ecological Modernisation Theory (EMT) and its Critics:

Ecological modernisation refers to a group of theories based on the idea that
economic growth can continue whilst ensuring environmental protection via
long term changes in the structures of production and consumption that
emphasises proactive environmental management by society, market actors
and the state. EMT arose in the 1980’s as a reaction to the steady state and
zero-growth ideologies of the 1970’s, and in opposition to the Club of Rome’s
“limits to growth” argument. EMT architects (such as Huber, Janicke,
Spaargaren, Mol, Hajer, Weale and Simmonis) postulated that economic and
environmental goals need not be in conflict with each other, and

environmentally proactive economic growth can only help towards
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sustainable development. Needless to say, EMT is immensely influential in
present day discourses of development. For example, the UN WCED (1987),
and various EU environmental action programmes, with their
environmentally sustainable development rhetoric, designed to reorient fiscal
and economic instruments towards technologies for resource efficiency, the
internalisation of costs, waste minimisation strategies, longer product life
cycles etc. are resonant of EM principles (Berger at al 2001, Mol 1995 1996
1999, Rydin 1999, Hajer 1996, Toke 2001, Pepper 1999, Reitan 1998, Young
2000, Mol and Sonnenfeld 2000, Barry and Paterson 2004, Cater and Lowe
2000).

EMT was initially studied and empirically tested in industrialised countries in
the mid 1990’s. Since then it has broadened not only theoretically but also
geographically to include less developed transitional countries (central and
eastern Europe) and in non OECD countries (Canada and USA). The first
stage heavily emphasised science and technological innovation in
environmental modernisation. The second phase (from the late 1980’s to mid
1990’s) had less emphasis on technological innovations and took a more
balanced perspective of the comparative roles of the centralised state vis-a-vis
market dynamics. Since the mid 1990’s the third phase saw broader horizons
in terms of geography (most significantly in Asia) and theoretical scope
(including studies about ecologising consumption behaviour and global

processes involving export based firms) (Mol and Sonnenfeld 2000).

EMT espouses renewed engagements with structural change and
consequently, with modernity. EMT recognises the structural nature of
modern ecological problems; the relationship between the environment and
the structures of modernity need to become more benign via institutional
change. Consequently, Spaargaren (1997:3) describes EM as "a general theory
of environment induced social change", highlighting a view of multi-

stakeholder involvement for creating capacity and incentives, that will lead to
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a network of institutions changing over time, including such geographically
dispersed structures as global supply chains (Young 2000). EMT does not
oppose modernity. Instead it suggests that by rethinking the environmental
crises, we might find the impetus for social institutions to change from a
reactive technocentric paradigm to a more proactive prevention-based
paradigm, which will be the basis of a new engagement with modernity (Mol
1996). Theorists suggest, “solutions to the problems caused by modernisation,
industrialisation, and science can only be solved through more
modernisation, industrialisation and science” (Buttel 2000a: 62). As Mol (1996)
states, contemporary economic practices are deeply rooted in modernity and
it makes no sense to imagine ecological production and consumption
divorced from state institutions and modern science and technology. He
suggests that economic processes be re-embedded with their ecological
impacts within the existing institutions of modernity. Therefore the two main
assumptions of EMT are - first, in the words of Hajer (1996: 251) that, “the
dominant institutions indeed can learn and that their learning can produce
meaningful change”, and second, that the “win-win” goals can be attained

through instruments of modernity.

Role of the nation-state - EMT suggests a style of environmental
policymaking where the regulators move away from traditional command
and control based standard setting policy style, towards a more consensual
policy negotiation based decentralised policy style, using market mechanisms
to change private sector behaviour. Berger (1999) calls this partial self-
regulation with legal boundaries. This may be explained by Janicke’s earlier
work on state failure (1997), where he argued that given the different social
spheres of development (the development of specialised knowledge and
expertise, fast changing societies, post-modern institutions, the globalisation
of markets) and the limitations of a state’s capacity to solve societal problems,
the state should change to more participative and inclusive forms of

governance. Pepper (1999:6) refers to this as changing from a “curative and
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dirigiste” style towards regulation that is akin to contextual steering. EMT's
normative side assumes a certain level of political modernisation (Janicke and
Weidner 1995, Berger et al 2001, Sonnenfeld and Mol 2002) where citizens can
express a preference for environmental quality and non-state actors (NGOs,
research organisations, trade unions etc.) are given the opportunity to
contribute towards solving environmental problems, and assume traditional
administrative, regulatory managerial and mediating functions. EM
imperatives on policymakers do not end at changing policy styles: they have
to design and facilitate the use of economic instruments (such as taxes, fines,
subsidies and tradable permits) to monetise environmental protection by
economic actors, and encourage proactive/preventative strategies by the
private sector. Policymakers also have to realise the economic importance of
strengthening green consumerism. Of course, behind these imperatives is the
notion that multi-level stakeholders are genuinely convinced of greening and
the distributive benefits of policy mechanisms is fair (Fisher and Freudenberg
2001). Analytically, pro-EM political modernisation can be seen in Europe
with the trend of NGOs influencing environmental policymaking (e.g. Toke
and Strachan 2006); increased civil society memberships in NGOs (Young
2000); and increased use of voluntary self regulation mechanisms and eco-
taxes for the private sector (Young 2000, Welford 2003), which means that the
state is an important EM enabler (Berger et al 2001). The nation-state is no
longer the only level of analysis either; supra-level regional/international
policymaking have become important aspects in addressing how
environmental impacts of a region or country inform environmental
policymaking in international supply chains and globalisation; and EM
studies in the age of globalisation cannot help but ask how much impact local
environmental conditions have in that context of market economy

environmentalism (Berger et al 2001, Gibbs 1998, 2003).

Role of market actors - Economic actors are very much part of EM’s vision of

modern institutions, not only because they hold together the modern
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phenomenon of globalised supply chains, but also because they are
responsible for environmental degradation and remediation. Consequently,
market actors (retailers, suppliers and consumers) “appear as actors for
environmental reform, using mainly economic arguments and mechanisms to
articulate environmental goals” (Berger et al 2001: 59). The normative vision
of EM suggests that the economic actors will develop market advantage
through the integration of anticipatory/preventative mechanisms into their
production process. They have to recognise and internalise actual and
anticipated costs of environmental externalities (perhaps reinforced via EM
driven economic instruments to be designed by the state actors) in company
strategy making, which requires motivation, management skills and
resources. Such motivation and incentive is meant to come from the market,
legislation, and civil society preferences for a cleaner environment.
Analytically, EM theorists link the reducing industrial pollution levels in DCs
to the gradually increasing greening behaviour among Western companies
and consumers as arguments for successful EM uptake among economic
actors (Janicke and Weidner 1995, Mol and Spaargaren 2002). The success
indicators include numerous CSR initiatives, retailer CoCs for environmental
management, environmental quality assurance certification schemes and the
green technology options that can “leapfrog” to LDC economic actors.
Collaboration between private sector actors and civil society, NGOs, etc. is
another aspect of successful EM. Most of these actions are not borne of private
sector altruism but are driven by legislation, civil society protests and eco-
awareness (Williams 2001). Motivating market actors remains a key challenge

in operationalising the normative aspects of EMT.

Role of science and technology - Science and technology are highly valued in
EM because of their role the refinement of production (e.g. use of green
technology to achieve highest possible environmental standards, use of
anticipatory mechanisms, resource use minimisation, etc.) and consumption

(e.g. life-cycle analysis, recycling and reuse). According to Weale (1992:76),
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“Since environmental amenity is a superior good, the demand for
pollution control is likely to increase and there is therefore a
considerable advantage to an economy to have the technical and
production capacity to produce low polluting goods or pollution

control technology.”

Instead of being judged for their role in creating the environmental crises,
science and technology are highly valued in EMT for creating the basis of
proactiveness (Blowers 1997). The normative EMT suggestions depend on the
availability and ability of technology to deliver a win-win ecology-economy
synergy by providing resource efficient methods of producing goods, while
keeping costs down and profit levels up. This is especially pertinent in
pollution intensive sectors such as paper, pulp, palm oil, etc. Another key
challenge of EM remains the availability of expert knowledge, ease of learning
and actual adoption of green-technology/practices at the level of non-expert
practitioners (Sarkis 1999), especially in LDCs. Therefore, along the supply
chain, questions arise regarding the necessary conditions behind the
availability, quick transfer and acceptance of green technology and green

management mechanisms.

Repeatedly we have seen that EMT is both a normative theory (that prescribes
desirable solutions for structural change) and an analytical-descriptive theory
(that identifies how modern societies construct the environment, and analyses
the nature of social and policy dynamics) (Gouldson and Murphy 1997,
Blowers 1997, Christoff 1996, Mol and Sonnenfeld 2000). On a practical level,
these aspects often merge, and proponents have used EMT for both purposes
- as an analytical framework for understanding social change of modern
structures, institutions and practices as well as for comparing the changes to
the normative scenario (Mol 1997, Toke and Strachan 2006), which is also the
approach taken by this thesis. This approach is useful in delineating the
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contradictions between the normative and the analytical dimensions - it helps

illustrate why and how a given EM situation may be only partially ecological.

Some Criticisms of EMT:

EM has elicited much criticism from various corners, foremost among them
the Neo Marxists, radical environmentalists and post-modernists (Buttel
2000b, Toke and Strachan 2006). Broadly, they disagree with EM’s theoretical
assumptions by saying that its technocratic solutions, economistic arguments,
and reliance on Western dominated market systems justifies the Western style
status quo by hindering more radical approaches to sustainable development

(Pepper 1993, Yearley 1994, Christoff 1996 1997, Dobson 1990, Seippel 2000).

An important criticism comes from Christoff (1996:486) who suggests that in

its most common forms, EM is reductive, technocratic and corporatist:

“Given this dominant emphasis on increasing the environmental
efficiency of industrial development and resource exploitation, such
EM remains only superficially or weakly ecological. Consideration of
the integrity of ecosystems, and the cumulative impacts of

industrialisation upon these, is limited and peripheral.”

Christoff, along with Berger et al (2001) and Harvey (1996), criticise EM for
giving insufficient emphasis on ecological protection. They suggest that such
economistic discourse dresses environmentalism into the language of
business, and gives licence for “greenwash” and “politicians’ puff” (Williams
2001:112). EM’s assumptions that existing structures and relationships
between the state and the private sector can meaningfully internalise
ecological considerations, are seen by Neo Marxists as celebrating
contemporary capitalism with a green paint job, a criticism that is also raised

by different shades of the green radicals (Blowers 1997 and Hannigan 1994).
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The corporatism aspect of EM is symptomatic of a “belief system” which
seeks to govern by injecting business-friendly environmentalism into the
political rationalities of the state (Christoff 1996). According to Hajer
(1996:262), the nation state has great freedom when regulating economic

actors:

“They can either make a few aesthetic alterations but basically continue
with business as usual, or they can use sustainable development as a

crowbar to break with previous commitments.”

However, critics do not have faith in modern corporatist alliances and say
that EM offers no real solutions to the “self-interest of corporate power and
sclerotic government” (Williams 2001:113). Christoff (1996) further criticises
the state-industry nexus by saying that while the state, may support the
market by removing barriers to trade and competition, there comes a point

when state intervention may be in conflict with market forces.

The Neo Marxists criticise EM for favouring mainstream Western
development discourses; when sustainability requires a more radical
reinterpretation of development needs (going beyond well-being
measurements of economic wealth and consumption levels) (Dobson 1990)
and addressing inequality (Buttel 2000c). EM is based entirely on the Western
industrial experience (Blowers 1997) and propagates Western scientific
hegemony (Christoff 1996), a criticism that is shared by the radical greens and
post modernists like Sachs (1993) who argue that the “green globalism”
message is merely an effort by Western environmental establishment to evade
the consequences of its own profligacy by imposing its agenda on the LDCs,
while ignoring the sub national level (although international and sub-regional
level environmental policymaking is gaining more ground recently, for
example within EU Environmental Action Programmes (Young 2000)). These

critics would like to see a more radical alternative reflecting regional/local
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perspectives reflecting broader cultural needs and non-anthropocentric values

suitable for LDCs (Dobson 1990, Yearley 1994, Williams 2001).

The limited applicability of EM in LDCs is taken forwards by Christoff (1996:
488) who says that EM “presents a unilinear path to ecological modernity”,
where EM is the next evolutionary stage in industrial transformation that has
to happen in LDCs (Blowers 1997 calls this superindustrialisation), which
ignores the fact that LDC cultures may require more indigenous (and perhaps
more radical) solutions over resource intensive agricultural and industrial

production in those countries.

EM is also criticised for its political project by Berger et al (2001): its
technocratic neo-corporatist style favours the voices of the powerful (mainly
politicians and industry representatives) and uses tools (such as voluntary
agreements) that leave out large parts of the affected. EM is criticised as being
a mere rhetorical device seeking to co-opt radical ecological dissent and
legitimise existing power structures that deliver solutions acceptable to the
economically empowered, when much of this wealth (and DC eco-gains
which EM proponents highlight) has come at the cost of exporting
environmental degradation to LDCs (Christoff 1996, Sachs 1993).

According to Pepper (1998), the EM project ignores consumer behaviour: EM
policy discourse is inherently contradictory because it does not call to
diminish total resource consumption along the supply chain (in fact, EM calls
for more growth), which is one the main Marxist criticisms of EU’s

Environmental Action Programme and the Single Market policies.

Post modernists criticise EM for ignoring social justice, given the context of
power-relations and the consequent ethical issues in favour of putting faith in
new institutions (Hajer 1996). The power resource balances in LDC societies

might pose unique challenges to mainstream ideas of EM, since economic
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development is often more powerfully prioritised over the green agenda (Huq

2002) which somewhat clouds up the distributive implications of EM.

So what should be the alternative to EM theory and discourse? Is there a
narrow reading compared to a broader interpretation? Christoff (1996)
distinguishes between weak and strong EM to illustrate the difference
between what currently practiced weak EM is (encapsulating the criticisms
mentioned above) and what strong EM could be (table 1.1). Hajer (1996)
explains the strong EM as rising from the risks created by weak EM - a new
reflexive EM, where people grow disenchanted with exiting projects of
modern institutions (the practices of over production and over-consumption),
and move to re-embed their relationships with the local ecology, privileging

local cultures and true economic democracy.

Table 1.1: Christoff’s strong and weak EM

Weak EM Strong EM
Economistic rationalities privileged Ecological rationalities privileged
Technological solutions to Broad changes to institutional and
environmental problems (narrow economic structure of society
changes) incorporating ecological concerns
Instrumental focus Communicative focus
Technocratic/ corporatist styles of Open, democratic decision making
policy making limited to economic with participation beyond state-
and political elites business networks
Concerned with a national focus Concerned with broader
privileging Western countries who development and environmental
use EM to further their economic challenges; cross boundary focus.
advantage
Imposes a single, closed-ended, Takes a diverse, open-ended
hegemonic framework on political approach with no single view,
and economic policy. acknowledging multiple EM

possibilities for policy.

Based on: Berger et al (2001:62) and Christoff (1996)

Under strong EM, economic and political development proceeds based on
ecologically self aware discourse, with adequate public scrutiny and

democratic control (Williams 2001). Although Christoff’s classification
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(above) shows two versions of EM, it must be mentioned that he believes that
there is no single correct view of what EM should mean, and that policy
discourse must be open to multiple possibilities to which EM will provide

orientation; a perspective that greatly influenced my reading of EM.

At this point it is necessary to clarify my view of EM. EM is undoubtedly an
important and useful theoretical framework for analysing greening related
change (especially strategies involving significant change). However the
tension between the normative and analytical strands of EM is problematic.
Given that normative EM calls for wide ranging and sustained change for
win-win gains in change resistant political-economies, it would be a naive and
reductive reading of EM to suggest that EM is only about ecology-economy
gains. Therefore I suggest EM as a broad social and political theory of change:
EM prescribes modern nation-states changing their environmental
preferences and values as a starting point; therefore the underlying issues of
power hierarchies, power dependencies, influences and motivations driving
the economy and society at large, form the backbone of that change, and is
part of a reflexive and broad EMT. Also, EM can be seen as a theory of social
learning, given that the uptake of voluntary eco-management schemes, self
monitoring, best-practice industry standards, etc. is built upon the idea that
environmental information will be sufficiently understood and learnt at

various levels of society.

The radical, Neo Marxist and post modern critique has considerable purchase
when set against the techno-corporatist EM model. In this sense the growth
logic of capitalism needs to be challenged, if only to produce a reflexive
response of a society-wide drive to seek new technical opportunities (Toke
2002). I would however, like to distance myself slightly from these critics, and
perhaps rather optimistically start from envisioning EM as a dynamic process
of socio-political change that can permeate through international networks

towards strong integration of EM principles in the longer term.
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While the radicals’ arguments about rejecting capitalism and consumerism
are valuable in themselves, it is also possible to argue that it understates some
of the economic realities of underlying economic processes in the world
economy, for example, in global supply chains where LDCs are determined to
maintain their participation because the LDC workers want to end poverty.
Also, neo-Marxist criticisms are extremely valuable in analysing the power
politics in modern structures that are as complex and geographically
dispersed as supply chains and have informed my analysis, but I would like
to view capitalism and supply chains as more heterogeneous and complex
entities and view ethical trade as positive influence. In the next section, I turn

to EM and ethical trade in LDC supply chains.

1.3 EM and Ethical Trade in International Supply Chains:

China’s emerging economy is a remarkable success story of continued high
growth based on strong industrial manufacturing and exports. However,
looking at press photographs of smog filled Chinese industrial cities like
Chonggqing, Beijing, Shanghai, and Shenyang (where, according World Bank
(2000), 10,000 people die prematurely per year from exposure to particulates
in the air), it is reasonable to wonder: has EM nothing to give to developing

countries with poor environmental capacity and a hunger for growth?

EM responses in DC countries” involvement in supply chains has not been
without problems or controversy, but the DC private sector overall has been
investing in greening.2 Outside of DCs, Bangladesh, India, Pakistan, Sri
Lanka, Thailand, Mexico, Indonesia and the Philippines have also made
pollution control investments into resource intensive dirty sectors such as
fertiliser, paper, pulp, palm oil, etc. despite being resource poor and lacking a

serious commitment to cleaning up pollution (Huq and Wheeler 1992,

2 See Annex 1.1 for a discussion on DC responses to EM in supply chains.
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UNIDO 2002, 2003a, 2003b and 2004, Arora and Puranik 2004, Lopez et al
2004). Being part of global supply chains has helped in some cases (although
neo Marxists would disagree) in adopting greener technology through green
leapfrogging (Wheeler, Huq and Martin 1993, Neumayer and Perkins 2004,
Perkins and Neumayer 2005). Pro-EM policy interventions have been crucial
for green leapfrogging success; however, diffusion rates have varied
considerably, and resource depletion and pollution load rises are still a
reality. Total pollution in LDCs could still rise if industrial output grows
faster than pollution intensity declines. Also, the transition to cleaner
production will be harder when growth relies on exports from polluting
sectors such as food, pulp and paper, chemicals and textiles (Hettige, Mani,
and Wheeler 1998). In this situation, research on ethical trade in supply chains
becomes even more important because of potential buyer demands that can

enable what Christoff (1996) envisioned as strong EM.

Ethical trade and DC motivations - Ethical trade, using retailer standards for
worker welfare, social protection and environmental diligence by suppliers,
has been of interest to academics, NGOs, consumer groups and the media for
some time. To some, it is dressed up greenwash (Christian Aid 2005), but to
some it symbolises a way forward with corporate citizenship, a way to
redeem supply chains that can be exploitative of its workers and the
ecosystem (Hughes 2005, Green et al 1998, 1996, Bowen et al 1999, Dahlsrud
2008, Holt 2004). It is important to view modern capitalist institutions like
global supply chains critically, and recognise different approaches to social
accountability in supply chains, perhaps akin to what Hughes (2006) calls soft
capitalism. Recently there has been a rise of alternative trading spaces
(involving fair trade produce, farmers markets, etc. with strong goals of social
justice and sustainable rural livelihoods) as forms of resistance to mainstream
trade dominated by the financial markets and MNCs, but the mainstream

economy is simultaneously showing signs of adopting measures for ethically
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responsible trade in supply chains.®> Why supply chains go green is an
interesting question to ask, not only because it reveals what the most
important and effective pressures are, but also because it helps us understand
why certain responses and tools (proactive or reactive) are employed by
buyers (Preuss 2005, Sharfman et al 2007). It is possible to argue that ethical
trade motivations and tools have to do with the refabricated regions of
regulations: buyer led governance of the supply chains has happened in the
contested space of capitalism, globalisation, international politics, multi-scale
institutions, and the critical search for alternatives (by academic critics, NGOs,
activists, labour unionists etc.). The pressures and tools are also similarly
influenced by that refabricated space, where actors are in conflict and in
alliance; the conflicts and the alliances determine what pressures are made

upon the retailers and the tools that retailers employ in conjunction with

critical feedback.

The profile of ethical trading rose in the 1990s through critical attention from
the media and organisational campaigning by civil society in DCs, who
brought to public attention the sourcing policies of supermarkets, food and
clothing retailers. Academics criticised the West for a consumer culture that
kept these LDC workers below-poverty, working in chains dictated by the
Western development model, under pressure of hegemonistic Western
buyers, and being forced to meet standards that are borne of Western science:
interestingly, variations of these criticisms were made by EMT critics, noted
earlier. The popular media exposed how familiar brand names such as Nike
and Gap were propagating “sweatshops” in their overseas factories (Hughes
2000, Hartwick 1998, Cook 1994, 1995, Klein 2000, Jenkins et al 2002) and as
recently as June 2008, BBC's Panorama news programme exposed labour and

wage violations by Primark’s contractors in India (BBC 2008). NGOs such as

? Ethical trade is seen by practitioners as quite distinct from fair trade, but their interface can
be blurry. Ethical trade includes labour rights for LDC supply chain workers, and recently
this has included environmental responsibility as well, while fair trade has more distributive
justice and development oriented goals while being still part of the profit-making commodity
chains (Blowfield 1999).
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Oxfam and Christian Aid have since targeted UK supermarket chains” own-
brand clothing imports, while Labour Behind the Label is active in monitoring
UK clothing retailers. Hughes et al (2007) illustrates the cases of UK’s Ethical
Trade Initiative (ETI) where NGO networks and media campaigns led the
way; and the US’s Fair Labour Association (FLA) and Workers Rights
Consortium (WRC) where consumer pressure from university clothing
customers and the media were instrumental in creating networks of coalitions
involving actors from LDCs (trade unions, NGOs, workers, factory owners)
and DCs (government agencies, NGOs, consumer groups, media), pressuring

apparel retailers to change (Oakes 2005).

These pressures have increased reputational risk to big brand retailers, who
have become locked into sourcing from LDCs (Gereffi 1994, Klein 2000,
Jenkins 2002, Bansal and Roth 2000, Nadvi 2008). Conventional financial logic
dictates that risk and return go hand in hand, and along supply chains this
meant that buyers wanted to continue operating in supply chains but with a
focus on risk management (Hebb and Wojick 2005). Reputational capital was
judged as being important in the long term success of retailers, and they could
not afford to have it eroded by the operation of their supply chain firms (who
might be operating in full compliance with their national laws) whose
operations were inconsistent with the values and expectations of end
consumers (Angel and Rock 2005). Due to this gap (or variation) in
environmental/social standards along the supply chain, retailers became
interested in seeking harmonisation of environmental standards through
codes of conduct for suppliers. Murphy (2002) explains this in terms of “asset
specificity”: assets have high domestic specificity when their value can be
realised in the domestic country only; therefore, when retailers have high
multinational asset specificity, they respond to inter-country regulatory
standards and capacity variations by enforcing codes on their suppliers,

aimed at reducing transactions costs.
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Investors and shareholders in publicly traded companies (that tend to be the
brand name retailers, like Gap, Nike, Tesco, etc.) were also increasingly
demanding environmental ratings and disclosure of company operations
(Hebb and Wojick 2005, Godfrey and Langfield-Smith 2004). Government
pressure was another important driver, according to Berger et al (2001), while
the least important driver was environmental or social awareness. The
financial benefits of adopting a multi stakeholder CSR approach were the
main reason for some (Fraser and Fraser 2007). Stakeholder and shareholder
pressure, social contracts and social values led to CSR proactivity, and their
findings broadly support the fact that reactive CSR was linked to pressure
only from regulators and media. Runhaar (2006), Darnall (2008), Bayliss et al
(1998a, 1998b) and Holt (2004), among others, have found that typically
larger, more visible companies (especially those that have some experience
with EMSs, and are in higher risk industrial sectors) tend to be more

proactive, although researchers note that generalisations are difficult to make.

Governance of ethical trade in chains - Extensive research on the global
governance of supply chains shows the rise of private actors (publicly traded
MNCs and NGOs), as well as regional and international actors (both public
and private) and the decline of national level public actors (Messner 2004,
Nadvi and Waltring 2004, Hughes 2005, Zadek 2004, Nadvi 2008); although
that is not to say that national legislation and regulatory pressures have
insignificant impact on how CSR standards are implemented in factories
(Egels Zanden 2007). Retailers (and or buyers) govern the supply chains
(structure, product design, marketing, profit distribution, etc.) and also the
way ethical trade (standard setting, codes of conduct, monitoring and audits,
etc.) is implemented (Nadvi 2008). Buyers in tightly controlled supply chains
demonstrate oligoposonistic buyer power (Hughes 2006a), in terms of
dictating pricing, delivery lead times, and strict product quality (Dolan and
Humphrey 2004, Gereffi et al 2005). Doel (1996) and Hughes (2000) suggest

that such power-relations not only created worsening working conditions and
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environmental degradation in the first place, but that the voluntiristic aspect
of ethical trade regulation is structured by the same supply chain power-
relations that favours the buyers. Jeppesen and Hansen (2004) and Hughes
(2005) have identified different kinds of governance structures for ethical
trade, ranging from arms-length (shallow collaboration) to a more
developmental approach (deeper communication and collaboration) in terms
of how factory audits are conducted, how in depth the issues are investigated
during factory visits, how personalised the approach is and the opportunities
for designing bottom-up approaches to ethical trade implementation.
Sometimes retailers do not collaborate beyond the first tier of suppliers: Holt
(2004) mentions cases of retailers forming closer collaboration mainly with
first tier suppliers, and only in few instances was green purchasing seen to

have trickled down to second tier suppliers.

Although ethical trade operates on what Amin (2004:226) calls “microworlds
of regulation”, the hierarchy of relationships remain problematical between
market forces, nation-states and citizens, even as they form multi-stakeholder
alliances, exemplifying the complex nature of the ethical trade agenda. At the
macro level, we can identify multi stakeholder initiatives (UK ETI, the Jo-In
Code, the Dutch Fair Wear Foundation, US FLA and WRC, etc.); industry
specific labelling initiatives (e.g. Kenya Flower Council, EU eco-labels for
apparels (Muller 2002, EC 2007, EC 2002, EC 2003b)); and individual firm
based minimum standards for suppliers (CoCs from Gap, Nike etc.). Such
programmes may be linked with international initiatives such as the UN
Global Compact and the Global Reporting Initiative, lending them greater -
legitimacy and transparency (Haddock-Fraser and Fraser 2007).
Christopherson and Lille (2005) suggest that this private system of buyer
codes is “non regulation” by voluntary regulation; and often gains its
legitimacy from the DC laws and framework agreements, (e.g. the wage rate
clause in the Jo-In code (Hughes et al 2007)) and is thus indirectly sponsored

by DC governments. This code regime is political in its emphasis on
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“enlightened self restraint” (Chistopherson and Lille 2005: 1924) over legal
regulation and creates an “ambiguously defined regulatory hierarchy” (ibid),
which is specific to each sectoral supply chain. The system of codes is also
important for instrumental reasons: Hebb and Wojick (2005) point out that in
the absence of uniform global governance of a sector, retailer codes continue
to be important, although their voluntary implementation and disclosure

levels remain debated.

LDC firms and CSR performance -Adhering to ethical standards set by DC
retailers is an important way of LDC suppliers gaining competitive advantage
and becoming better bargainers (Khan 2002, Abbot et al 1999). CSR type
practices have been common in South Asia and Latin America, even though
the term CSR has not been explicitly applied to them, and research shows that
it is more structural than incidental (Muller and Kolk 2008; Kumar, Balsari
and Murphy 2006; Achda 2006).

In India, corporate philanthropy has a rich and varied tradition: business
houses such as the Indian owned Tata, Godrej, Mahindra, Bajaj, Reliance,
Bharat Heavy Electricals Ltd., Maruti Udyog, Southern Petrochemicals, and
the Birla Group have been contributing to society over decades, while
becoming major powerhouses in the national and international business
arena. Some of these Indian powerhouse businesses act as suppliers in
international markets, meeting international standards in quality (Saha 2006).
Some of them (who are as large as US and EU based MNCs operating in
India) have been long practicing what is now recognised as a multi-
stakeholder model of CSR - looking out for customers, employees,
communities, etc. as well as company profits. That stakeholders hold these
companies in high esteem (in fact, Tata reinvests 65% of its annual turnover
into its philanthropic trusts, which is unique (Viswanath and Dadrwala 2004))
is not surprising, especially given that most Indians have no regular access to

basic amenities like state sponsored education, healthcare etc. Also
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unsurprising is that Indian consumers value CSR by these large companies - a
2006 poll on corporate responsibility undertaken by TERI-Europe in four
urban areas of India reveals that there is an increasing awareness of corporate
responsibility and that a home grown agenda is evolving. 58% of consumers
value a company’s brand quality and reputation, while 32% said they
considered environmental, labour and social issues. IT, telecom,
pharmaceuticals and financial sector were most highly valued, while alcohol
and tobacco were seen as least socially responsible (Saha 2006, Viswanath and
Dardrawala 2004, Arora and Pramanik 2004, Kumar, Balsari and Murphy
2006). The political and economic context behind the rise of Indian CSR
practices in recent times has also benefited from what Perkins (2007) refers to
as “cross national convergence processes”, which means that increased
international exposure at the policymaking and political level, meaningful
engagement and interdependence, along with increased economic exposure to
DC actors, innovations and pressures. Therefore, broader policy networks
facilitating an LDC’s representation and engagement in the spaces of
international policy and politics of CSR are conceptually important while
understanding LDC corporate philanthropy.

CSR among LDC SMEs that are part of the international supply chains has to
be understood in its own context that is separate from the renowned
powerhouses, especially the interrelationships between capital, labour and
technology at the SME level (Dasgupta 2000). Research in Latin American
SMEs that are part of a cross sectoral sample and Indian SMEs that supply to
Dutch companies have shown distinct sectoral differences, however, as far as
generalisations can be made, CSR among LDC SMEs is very different from
that practiced in LDC larger companies. Indian SMEs were found to have a
short term profit maximisation perspective, and tend to discount longer term

ecological returns (Sandesara 1991).
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Studies show that many of these LDC SMEs are family owned and have very
different stakeholders, thus SME activities and strategy making is more
influenced by social contacts, knowledge, literacy levels, ability to manage
change, low market awareness, values, character, attitudes and education
level of the owner and has a large impact on SME CSR involvement
(Dasgupta 1997, Sthuraman 1992, Muller 2006, Luken and Stares 2005,
Dasgupta, Hettige and Wheeler 2000). Research in Nairobi and Calcutta show
that frequently the entrepreneur of a family based SME lacks the skills for
successful management, since training is uncommon (Patel 1987, Dasgupta
1997, Frijns et al 1997). They also tend to be product orientated, and lack
personnel specialised in promoting CSR (Dasgupta 2000). Interestingly, DC
SMEs also face similar challenges.

Among the Indian firms, it was found that SMEs were normally struggling to
survive under highly competitive supply chain pressures, and as a result,
national legislation and buyer codes were more of a burden than to larger
suppliers the implications were that SME managers were more anxious, but
like their larger company colleagues, firms in LDCs must see definite increase
in competitiveness to make them act (Halila 2007). However, for SMEs it was
less a matter of education (or CSR learning) than an issue of basic awareness
and changing CSR perceptions (Kumar, Balsari and Murphy 2006, UNIDO
2003). The Latin American studies showed that a large number of SMEs were
mostly concerned with local markets, and the SMEs that did supply
international markets were functionally similar to the other SMEs and in
comparison to DC SMEs, were much less developed - lower productivity, low
capital intensity, families in the work force, low levels of investments in
innovation, lack of access to finance etc. - which influenced to the extent they
adopted CSR affiliated activities (Chapple and Moon 2005, Muller and Kolk
2008, Vives 2006). In common with their DC colleagues, LDC suppliers are
also driven by legislation and NGO pressure in their own countries: we have

seen much evidence of LDC suppliers working with civil society, government
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and donor organisations in dealing innovatively with production related
environmental impacts. LDC suppliers also participate in ethical trade due to
concerns for their own health and safety, which improve with CSR practices

(Saha 2006).

What is common in these research findings, is the theme that the main
motivations for DC retailers and LDC suppliers is monetary (market share/
per capita incomes/ company profit levels) and regulatory, which neatly fit
with the EMT rationale of greening motivations. There may be many
examples of LDC CSR success stories which would reinforce optimism for EM
in supply chains (even though Christoff (2006) might still consider it weakly
ecological), however, there are many problems with ethical trade in the whole
of the supply chain. In the next section, I highlight the problems most relevant
to this thesis.

1.4 The Tools and Problems of Ethical Trade:

Literature on supply chain greening and CSR is extensive and covers a wide
range of issues (Dahlsrud 2008), however, existing literature (descriptive or
normative) defines CSR and greening in different ways, hinting at much
operational uncertainty about what greening means to stakeholders and how
they act on it (Welford and Frost 2006). The over abundance of definitions and
highlighted dimensions can cause confusion (Dahlsrud 2008, Sarkis 1995,
Sarkis 1999, Frier 2003) and even generate a lively debate about whose version
is more ethical - the corporations’ or the citizens” (Rossi 2000). However,
there are common themes within the literature; according to Dahlsrud (2008),
the most common aspects emphasised are: the environment, contributions to
a better society, preserving business profitability, stakeholder interaction, and
going beyond legal obligations due to ethical considerations. Taken together,
we get a feel for what supply chain greening is about. I agree with Sarkis

(1999) and Shrivastava (1995) that definitions have to take a holistic
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perspective; the supply side and the demand side (Welford et al 1997). There
is a trend among researchers recently to mové away from looking at CSR
narrowly as something DC firms have to do, in favour of looking at the
greening of the product chains, not only because of the new global trends, but
also because they want to bring emphasis on renegotiating the power and
resource balances along the way to form more collaborative and
“personalised” approaches to management (Vermeulen and Ras 2006, Hughes

et al 2007).

In theory, comprehensive supply chain green management should begin with
the chain leaders analysing the entire life cycle of the product, identifying the
major environmental impacts, deciding on objectives (such as reducing raw
materials and energy inputs, recycling and reuse of materials, etc.) based on
criteria set either by themselves, or by existing industry wide standards by
government agencies (e.g. EU’s EcoLabel), deciding on which parts of the
supply chain activity needs to be changed to meet which objectives (vendor
selection, the production process, in-bound and out-bound logistics plus
continual improvements), how these changes are to be implemented, look at
the economics behind the reduction goals and implementation strategies vis-
a-vis the company’s overall goals, and develop systems of monitoring and
control, sometimes involving third party auditors to gain legitimacy and
environmental disclosure to stakeholders to gain transparency (Sarkis 1999,
Angel 1996, Green et al 1996, 1998, Seuring 2004, Canning and Hanmer-Lloyd
2001, Mont and Bleischwitz 2007, Nash and Stoughton 1994). However, this is
merely a simplified version of comprehensive models suggested by academic
researchers; a CSR manager, taking the first steps from inaction to reactive
pollution prevention strategies to proactive strategies, will have to start with
the already known bottlenecks in chain greening, bank on cooperation with
close inter-firm linkages and then design a strategy that works for her firm. Of
course, who decides on which perspective to take (and implications on tools

used and methodologies of auditing) is a contentious issue in managing
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supply chain options, a point made by Vermeuen and Ras (2006) who point to
the power hierarchies and agenda bargaining between the “inside chain
actors” (economic actors) and “outside chain actors”(NGOs, government
agencies). The former group tend to depend on conservative measurable

solutions, while the latter group have more freedom in identifying options.

Contrasting the comprehensive supply chain CSR models with the vibrant
empirical research being done on many aspects of operational CSR
(Nawrocka 2007, Font 2006, Seuring and Muller 2007, Preuss 2005, Andrews
et al 2001), and despite case studies of triumphant innovation and creativity at
work (Rondinelli 1998, Wycherley 1999), certain problematic challenges still

exist. The main problems can be summarised as below:

Motivation ~ DC retail company top management and LDC factory managers
need to be motivated to participate in something that is not part of traditional
business practices (Jacques 2006). Full participation requires eco-proactive
corporate cultures so that at every step they value the environmental
consequences of their actions as they make decisions about human resources
and budgeting to enable greening. In the previous section it was noted how
the actors each perceive their motivations and benefits of participating in
CSR. It is, no doubt, a difficult quality to have running through the chain, at
all times. Critics have variously questioned the motivations by pointing out
the gaps between declared intentions and actual performance (e.g. the Clean
Up Fashion 2007 review of the top UK clothing retailers’ enduring
sweatshops, CCC 1998, CCC 2005, Fleishman-Hillard 2005, MSN 2005, Oxfam
2004a and 2004b, Sweatshopwatch 1999, Wick 2005). However, this is not
specific only to DC retailer management. CSR studies of LDC and DC firms
have shown that the least cited driving force towards environmental supply
chain management is personal interest in environmental protection or social
responsibility of as part of core business operations (Tilley 1999, Berger et al

2001, Hahn and Scheermesser 2006, Welford 2007, Ketola 2006, Fernandez et
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al 2006, Font et al 2008). Hughes (2005) presented a case of UK food and
clothing retailers, where a variation of commitment to ethical trade was
shown as dependent on corporate culture, staff motivations, company
financial health and corporate structure. Christopherson and Lille’s (2005)
study comparing WalMart and Ikea also showed how firm motivations were

determined by cultural differences (among other factors).

Operational conflict and complexity - One reason cited for the”start stop”
style piecemeal CSR initiatives that do not go beyond one or two linkages in
the supply chain (Holt 2004) is the sheer leviathan task of managing the cross-
boundary changes and negotiating conflicting interests within the same
organisation. Sometimes these conflicts are due to regional and global cultural
differences (Thompson 2005, Vives 2006, von Moltke 1998). Researchers have
reiterated that implementation of greening and integration of greening
principles at each production stage will require time (e.g. to find or design
eco-friendly substitutes), economies of scale to materialise (e.g. enough green
production to make it profitable), and managerial complexity resolution (e.g.
new sector partnerships and roles being demanded, administrative and
operational conflict and debate resolution) (Wells and Orsato 2003, Min and
Galle 1997, Hughes 2006, Penman 1994, Sarkis 1999). These complexities are
probably true tests of actor motivations and beliefs (UNIDO 2003), and are
one aspect of the process that EMT altogether too briefly touches upon when

it mentions changing institutions of modernity.

Knowledge and expertise - Supply chain greening management and EM
depend greatly upon science and technology, as we have seen earlier in the
chapter. However, judging by contemporary CSR literature, there is a
problem with not only learning scientific information (e.g. understanding the
true environmental costs of “just in time delivery” options under TEQM
practices, given that frequent transport runs add up fuel costs and emissions,

Grankvist and Biel 2007) but also the supply of scientific solutions (e.g.
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finding a low-emissions alternative that is not too expensive). Then there is
the problem of employees who are not aware of ethical trade impacts of their
company’s actions overseas. Hughes (2006) talks about new ethical
consultancies that operate with DC retailer managers, and provide learning
spaces where they motivate, inform and empower managers about ethical
issues of global trade. This is a reflection that learning about ethical trade
needs to happen at every managerial level if the message is going to pass on
in a robust manner down the chain. This is of course also very important at
the level of LDC factory managers and workers; Rothenberg (1999) has
illustrated a case where low worker participation in greening was due to
inadequate technical expertise. Another aspect of this is related directly to
EMT - the availability of expert advice. As Sarkis (1999) and Preuss (2005)
suggest, some of the advisory papers used by NGOs and government

agencies may not be available or understandable to practitioners, especially in

SMEs.

Costs of being green - The costs of greening have been highly contested by
EM critics and by CSR practitioners themselves. Firstly, there is the monetary
investment into environmental upgrading. Correctly estimating the costs is a
problem highlighted by several researchers, who typically mention the
burdensome and complicated cost calculation process and realistic cost
estimation problems (Green et al 1998, Burrit 2004, Roberts 2002a). Secondly,
the demonstrable financial benefits of greening, which are sometimes unclear
for DC firms adapting EMSs and for LDC firms adjusting to CSR, fall far short
of the EMT suggestions of a “win-win” outcome (KPMG 2005, UNIDO 2003,
Welford and Frost 2006, Welford 2007, Frost and Ho 2006, Drake et al 2004).
Findings across LDCs and DCs suggest that businesses will only act towards
environmental supply chain management when it is in their interest to do so,
influenced by short or long-term profits, increased efficiency, risk
management or competitive advantage: this calls into question whether

greening behaviour along the supply chain can be sustained over the long
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term if they are not persuaded that environmental and social ethical
considerations will gain in importance in the future(Perez-Sanchez et al 2003,
Hahn and Scheermesser 2006, UNIDO 2003a, UNIDO 2003b). Evidence of
CSR managers complaining that they have resource shortages that make them
choose between eco-management options, only to favour the most cost
effective (Revell 2003, 2005 and 2007, Tilley 1999, Bayliss 1998, Pedersen and
Andersen 2006, Werndle, Brown and Packer 2006, Reed 2003, Halkos and
Evangelinous 2002, Preuss 2005, Darnall et al 2008, Piotrowski and Kratz 1999,
Roberts 2002b), suggests that the mutually beneficial relationship between
economic and ecological issues falls short when related to practical
experiences. As most of these studies show, environmental supply chain
management has succeeded when it made business sense, meaning that

potential savings or profit opportunities are obviously a driving force.

Power and governance relationship strengths - Since supply chains are
predicated on the notion of allocative efficiency (Khan 2002, Durieu 2003) and
are buyer driven in structure, we cannot think about supply chain greening
without highlighting the problems created by the inherent capitalistic power
politics that are the bases of these relationships (Pedersen and Andersen
2006). While the existing power relationships are pushing greening in some
cases, these relationships are also hindering the process, especially since
retailers’ commitment/motivations are sometimes not sustained and not
backed up by higher prices on offer to suppliers. If supply chain greening
demands continue on the back of embedded commitment to global cost
effective sourcing, then cost-cutting on the LDC factory floor will continue
and greening will falter (e.g. the Wal-Mart case in Christopherson and Lille
2005), especially given that the suppliers are operating in national contexts
where there are no equivalent greening obligations. Greening also needs
strong long term inter-firm relationships to make it financially feasible for
LDC factories and DC buyers to invest time and money into greening changes

(UNIDO 2003, Arora and Puranik 2004, CREM 2003). Long term relationships
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also demonstrate inter-chain trust and reduce uncertainty pressures, and are
positively correlated to cooperation over environmental upgrading (Sharfman
et al 2007). However, if the supply chain has many suppliers for each buyer
(as it does in the case of the apparel chain), then buyer relationships with the
bottom rung SME suppliers are not close enough for inter-network
collaboration and assistance (Holt 2004). Supply chain governance is also not
cut out for easy advancement of EM beyond the “quick easy steps” - research
by Ho and Welford (2006) and Beske et al (2006) reveals the inability of many
companies to see further than one (or at most two) levels down their supply
chain even in sectors where the bottom of the supply chain involves resource
intensive production in developing countries. These phases of production
often remain untouched by the CSR initiatives of those who govern the
supply chain. According to the authors (2006:170), “In particular, if CSR is
driven by brand vulnerability, then it is the elimination of textile sweatshops
that matter more than getting children out of cotton fields, for example. CSR
managers admit that they find it difficult to do much more than deal with the
first tier of suppliers. They recognise there may be problems further down the
supply chain but do not have the resources to do very much in this respect.”
Furthermore, studies show that there are several problems within the
relationships within LDC factories themselves - there is insufficient
cooperation when it comes to environmental management across different
departments within the firms, and even less between different departments
and their counterparts in other firms. The former would be necessary in
achieving a more responsive approach to ecological modernisation through
green management. The latter does not happen because of the highly
competitive structure of the supply chain which means that suppliers do not
share their experiences, and as a result, firms find is hard to create a “learning

zone” among peers (Welford 2007).

Anonymous markets - Vermeulen and Ras (2006) make an interesting point

by taking forward Welford's (2003) idea of a weightless economy where
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increasingly retailers are finding overseas suppliers, thereby externalising
environmental management responsibility of these chains; resulting in a break
down in green purchasing monitoring where it is hard to determine both the
green-footprint of wholesale product purchase mixes (e.g. blended cotton
yarn or fabrics) and the identity of the original producers (Green et al 1996
and 2003).

Green market signals - EMT is based on the idea that consumers in capitalist
democracies are expressing their desire for a cleaner environment by voting
with their shopping bags and are generating a green-economy. The critical
media exposures of retailers in the West, the rise in NGO
memberships/subscribers (Rihoux 2000, Kronsell 2000, Rawcliffe 2000), the
media visibility of sustainable development conferences and events etc. all
provide evidence of the rise in post materialist values in human society that
makes people take a holistic approach to nature and human beings. But has a
change in material values translated to a change in buying patterns? Kessler et
al (2003) and McWilliams and Siegel (2000) point out that despite a growth in
green-purchasing in North America and Europe, most green-markets are
niches. As various authors point out, greening of supply chains is only worth

it when those products can compete in the marketplace (Min and Galle 1997).

Political and policy signals - DC government policies (e.g. eco-labeling,
policies promoting pollution-prevention and other EMT related discourse (EC
2003a and 2003b)) have been supportive of green supply chain efforts;
however, policies in DC waste management and recycling policies often
prove to be bottlenecks (Young 2000, Kronsell 2000) and critics have pointed
out that while the DC states have created new institutional arrangements for
supply chain environmental upgrading, these new liaisons are strictly by-
invitation only (Rawcliffe 2000, Toke and Strachan 2006). At the LDC level,
the lack of government action on environmental management of industrial

effluents is nothing new (e.g. in the case of green leapfrogging of green
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technologies imported by LDCs being hampered by weak regulatory support
in resource intensive sectors such as steel making, paper and pulp (Wheeler et

al 1993).

Codes and auditing tools - CSR managers in Asia often complain about
something that represents the most important EM tool for the supply chains -
the CoCs. Managers have a number of different codes which they have to
adhere depending on the number of different customers they have (Fischer et
al 2005, Welford and Frost 2006, Hughes 2006, Fischer 2005, Nadvi 2008.
Klooster 2006, Stringer 2006, Hebb and Wojcik 2005). Many codes have
contradictory elements, particularly in the footwear and apparel chains. The
auditing requirement is also problematic - there is much debate surrounding
auditing integrity and the extent to which suppliers are able to cheat, and how
seriously buyers take non-compliance in audit reports while renegotiating
future production contracts (Clean Up Fashion 2007, Hebb and Wéjcik 2005,
Matouq 2000).

1.5 Thesis Objectives and Structure:

EMT suggests that modern industrial democratic societies can continue to
grow economically in an environmentally sustainable way if their nation-state
and economic actors change their policymaking styles and greening
behaviour to take advantage of scientific evidence and green technological
opportunities. This in itself is a simplistic summary of EMT, and given the
above discussion and criticism of EMT, I have argued for a broader
understanding where EM goes beyond simple “win win” arguments. I view
the economy-ecology relationship as something that can indeed be a positive
sum game, but in a more reflexive way to include elements of social and
political change, and social environmental learning so that EM’s assumptions

and predictions can be tested in change-resistant structures.
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Consequently, I am interested in using EM as an analytical framework for
ethical trade in Bangladeshi RMG supply chains to see whether greening
efforts are in line with EM, and if not, why. I will be using analytical variables
generated from EM literature that examine the economic (costs of greening,
green consumer signals), instrumental (tools of EM), communicative
(environmental information, learning, cognitive complexity, and consequent
organisational change for greening) and social political aspects (corporate
cultures, hierarchies of power, resource dependencies, governance modes,
collaborations, participation vs. exclusion, etc.). The objectives of this thesis
and its possible contributions to academic understanding of EM in LDCs are
discussed below in detail.

Why EM? At a casual glance Bangladesh does not conform to EM’s
assumptions of a modern industrial society where a preference for
environmental quality is expressed. Bangladesh is a politically unstable LDC
with a largely agriculhiral economic base, a population crisis and serious
problems with economic infrastructure and environmental degradation that is
only worsening its battle with poverty. One might argue that perhaps other
theories (Global Value Chain, or industrial ecology) may have been more
appropriate. I chose to study EM because of its strong theoretical emphasis on
the driving forces behind greening and the ground situation in Bangladesh.
Industrial regulation here has traditionally been heavily focused on
technological solutions (often end-of-pipe) that are driven by government
laws and resisted by the private sector. EMT provides an analytical edge in
this case that is invaluable because of its emphasis on the role of technology,

the government and the private sector in greening production.

The objective of my thesis is to ask whether EM’s predictions (economic
growth that is environmentally beneficial) will hold true here. In that sense, if
the predictions do not hold true in the Bangladeshi case, does it prove EMT as
being right? If that is indeed the case, then EMT will be proven correct,
although we will have gotten a better understanding of the value of EM
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outside of the Western industrial societies it was conceived in, where its
starting assumptions do hold true. There is plenty of EM research showing
that EM succeeds in non Western countries, and if the Bangladeshi case is not
one of them, then it is worth understanding why not - is it because of
shortcomings at the national level, or because of the supply chain structure, or

because of a practice of weak EM, or a mixture of all?

Based on the LDC SME CSR literature reviewed here, one can make some a-
priori assumptions of what CSR and EM would be like for Bangladeshi RMG
(they too are mostly SMEs). At the theoretical level, I expect that the
Bangladeshi nation-state is unable to move away from traditional command-
and-control styles of policymaking that does not privilege peripheral voices.
One might be more optimistic about the role of the market actors though,
since Bangladeshi RMG companies supply to some of the most recognisable
high quality brands and are responsive to technical and process standard
demands. This might mean that buyers and suppliers are working in
collaboration to implement the codes, and that environmental learning is
happening in the supply chain. Given price competition pressures, it would
be reasonable to assume that profits would be a higher priority than finding
creative ways of greening; in which case one should not expect much
difference from Christoff's weak EM (1996). At the functional level, it would
be reasonable to expect Bangladeshi RMG companies having similar trouble
to the LDC SMEs studied by earlier researchers - such as low environmental
awareness, poor knowledge, low willingness to green, correctly positioning
CSR in the company, organising stakeholder engagement, having cost
calculation problems, having trouble overcoming the age of the
company/venue, juggling retailer expectations with local practices and
cultural norms, accountability, communication, policy development,
implementation, monitoring mechanisms, etc. We can also expect the larger
RMG firms to differ from the SMEs. So far none of this seems unusual- so it

seems pertinent to justify the basis of this thesis by answering three questions
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- Why study EM for LDCs yet again? Why choose Bangladesh? Why ethical
trade? Why supply chains?

Why EM in LDCs? There is considerable work on EM in Asia (e.g. Memon,
Imura and Shirakawa (2006), D’Sa and Murthy (2006), Hirsch (2006), Mayer
(2006), Burke (2006) and Sonnenfeld and Mol (2006)) that covers China, India,
Thailand, Myanmar, Laos, Cambodia, Vietnam, Indonesia, Singapore,
Malaysia, Philippines and Papua New Guinea. They have looked at one
functional area or the other in sectors with external linkages (e.g. EM and civil
activists, NGOs and collaborations between development partners and local
governments, or voluntary disclosure by state owned “dirty industries”).
However, an EM perspective on LDC supply chains has not been developed
and remains a significant gap. I agree with Sarkis (1999), in that we need to
study the problem of EM in supply chains as a holistic problem. This thesis
looks at LDC supply chains as a whole (the structure, the actors, the
relationships, the resources, the motives), starting from buyers’ pressure, the
buying mechanism, the suppliers’ response, compliance implementation,
auditing and monitoring, and LDC policy bargaining and politics. My thesis
looks at the inter-firm (economic networks), intra-firm (management
networks), as well as institutional political governance (policy networks) (Coe

and Hess 2007).4 My thesis can be located as in figure 2.1.

* Please see Chapter Seven.
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Figure 1.2: Situative context of the thesis
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The focus here is on structural and functional issues that have not been
covered in the LDC EM literature already, such as motivation among LDC
firms (moving beyond meso-level studies to LDC corporate cultures),
operational conflicts (moving beyond thé existing NGO literature on audit
failings in supply chains, to what kind of operational conflicts cause these
failings), knowledge and expertise (moving beyond studies about innovative
policymaking arrangements in East Asia, to what kind of innovations are
occurring (or not) on the LDC factory floors), costs (are the buyers keeping the
LDC suppliers out of the loop of green profit making?), and power-
hierarchies (how do lines of power and negotiation flow through the LDC and
DC actors in a space of micro-regulation where the stronger voices are

privileged).

Why Bangladesh? The Bangladesh apparel industry is worth studying for
two reasons - firstly, existing EM studies tend to cover economies that are
well on their way to becoming industrialised (e.g. Thailand, Malaysia, etc.),
but do not cover some of the poorest countries in the world that are starting to

become industrialised and are in the lower rungs of the supply chain.

49



Secondly, researchers in environmental policymaking or green management
have not studied any aspect of Bangladesh, and in that respect this thesis is a
first and adds value to existing knowledge on environmental policymaking
and green supply chain management in Bangladesh and South Asia. As I shall
explain in the methodology and conceptual framework chapters, this

uniqueness is a mixed blessing.

Why ethical trade? Ethical trade is undoubtedly an important and relevant
topic in contemporary times, but mainstream research on ethical trade focuses
on wage rate violations, child labour, sweatshops, worker rights and auditing
breaches. These are mostly classified under “social compliance” and “social
welfare” issues in the buyer codes. Environmental issues and impact
management of apparel production remains under researched by academics,
and under emphasised by retailers and NGOs, especially from an EM
perspective. In that sense this thesis adds significant value by looking at the

greening issues amidst the social issues in ethical trade.>

Why supply chains? There is considerable literature on environmental
upgrading in supply chains, however there still remain questions about the
role of buyer standards and suppliers’ management network dynamics (i.e.
‘intra firm’ governance). This thesis considers those outcomes on the factory
floor.6 Secondly, some aspects of buyer code demands have remained
underdeveloped within wider ethical trade literature. Coe and Hess (2007)
suggest that study of product and technical standards in supply chains has
been neglected. My thesis takes this forward by studying the product and
technical standards governance for the RMG chain, and situating the
compliance governance within that.” Thirdly, some studies by Locke and
Roomis (2007) and Locke et al (2006) suggest that effective labour code

governance has to be combined with improving root causes (improving

5 Please see Chapters Three, Five, Six and Seven in particular.
¢ Please see Chapter Five.
7 Please see Chapter Six.
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supplier efficiency, quality etc.); but no study has been done to see if this
would hold true in the case of eco content - my thesis looks at that as well.8
Fourthly, Gereffi et al (2005) in their influential study of GVCs have suggested
that there are five forms of GVC governance. This has been variously
challenged as being static (e.g. Coe and Hess 2007), and I take that further by
examining what kind of chain exists for Bangladeshi RMG, and what forms of
coordination exists for compliance within overall modes of governance (Ponte
and Gibbon 2005).° Fifthly, there is a gap in literature about the convergence
of labour codes in chains (Nadvi 2008), and here I trace the convergence of
eco-content in the apparel chain and highlight potential for greater
codifiability along the chain.10

Research question and hypotheses — As mentioned earlier, my main research

question is as follows:

Why are export based ready made garments (RMG) suppliers in Bangladesh failing to

undertake environmental management?

Based on the earlier discussion on EM, the objectives, mechanisms and

institutional dimensions of EM that are applicable to this thesis involve the:

-- Changing role of science, technology, information and knowledge in order
to change social and political attitudes about environmental upgrading at the

level of firms;

-- Changing role of markets, market actors and private sector initiatives in
order to create market pressure and market opportunities for environmental

upgrading; and

® Please see Chapter Five and Six.
® Please see Chapter Six.
1% Please see Chapter Five.
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-- Changing role of the state (away from command-and-control style to a
decentralised flexible consensual proactive style), as well as changing social

and political attitudes at the level of policymakers and stakeholders.

Each of the EM objectives for environmental upgrading in Bangladeshi RMG
industry were tested via three corresponding hypotheses which were derived
from an initial review of existing academic literature and policy documents
on supply chain greening in developing countries. The hypotheses are as

follows:

e Poor environmental upgrading in firms will be associated with factors
internal to the firms, such as corporate culture, slow changing
behaviour, problems with learning environmental information and will
be linked to poor competitive advantage gains;

e The most powerful demand for environmental management on
Bangladeshi RMG firms is originating from their buyers in global
supply chains. However, opportunities for collaboration or assistance
from buyers demanding these environmental upgrading initiatives
may be low; and

e The regulators (state and non state) are not convinced of the benefits of
compliance and do not have the capacity to design, implement and
monitor better compliance. The exclusion of the DoE and the RMG
firms in this policy network is likely to lead to poorly designed

outcomes.

This thesis and EMT have three broad perspectives in common. Firstly,
moving away from notions of environmental problems as being intrinsically
incompatible with international trade, to seeing environmental problems as
challenges for change resistant actors (manufacturing firms, supply chain
actors and policy stakeholders). Secondly, giving emphasis to understanding

the changes needed in the “core social institutions of modernity”, such as
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science and technology, the processes of production and consumption, and
the process of policymaking. Thirdly, having a vision that is distinct from post
modernist, radical and neo Marxist interpretations of modernity and

industrial growth in developing countries.

1.6 Conclusion:

This chapter introduced the thesis research question, objectives and
hypotheses within the discourse of EMT. The remainder of the thesis is
structured as follows: the next chapter formulates a conceptual framework for
studying the problem, based on three overlapping networks - management
networks within RMG firms; economic networks (supply chains) surrounding
the RMG industry; and policy networks governing the first two networks.
Chapter Three sets up the context of the case study and describes the
Bangladeshi garment industry’s set up, strengths and weaknesses. Chapter
Three also elaborates on the history of compliance for the garments industry,
with specific emphasis on the tension between the social vs. eco aspects of
compliance. The next chapter explains the methodology behind the thesis,
including why Dhaka was chosen as thesis site; how the thesis design was
finalised; how the respondents were chosen and interviewed; and my

experiences of interviewing during the compliance related riots in Dhaka.

Chapters Five, Six and Seven consist of empirical findings related to each of
the three networks. Empirical findings have been sourced from primary and
secondary sources. Representatives from 53 garment factories (8 small, 31
medium and 14 large) were interviewed using semi-structured
questionnaires. Several representatives were Managing Directors who also
gave crucial background information regarding industry management styles
and imperatives. Representatives from 9 buying houses and 4 compliance-
auditing companies were also interviewed using semi-structured and open

questionnaires. 6 trade union leaders and 5 policy specialists (government
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and non-government) were interviewed as elite respondents. A total of 77

interviews have been taken between February and June 2006.

Chapter Five tests the first hypothesis and problematises EMT on the factory
floor through the Research Based View and asks how firms are receiving code
and government regulation information and reacting (reactively or
proactively). The Chapter examines whether they can indeed reach EM’s “win
win” gains or are they struggling to break even. Chapter Six tests the second
hypothesis and takes the findings of Chapter Five further to understand why
that has happened - supply chain governance, problems with compliance
monitoring and buyers’ involvement, and supply chain rationales behind the
lack of “win win” gains. Chapter Seven takes the findings of the previous two
empirical chapters and tests the third hypothesis. Government regulators and
multi stakeholder policy groups are examined to see where the role of the
state and private-public partnerships is placed from an EM perspective.
Chapter Eight draws some conclusions for ethical trade based on the
empirical findings from the apparel sector. Chapter Nine ends the thesis by
revisiting EMT, draws conclusions about whether or not EM can work in LDC

supply chains, and considers broader implications for theory.
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Chapter Two: Ecological Modernisation Framework

2.1 Introduction:

As discussed in the last Chapter, this thesis examines why Bangladeshi RMG
firms are failing to meet environmental upgrading demands and considers
the implications for EMT in this unique situation. This chapter sets out what I
refer to as the EM Network - which is based on the analysis of three
intersecting networks - management networks (within firms), economic
networks (global value chains for apparel exports) and policy networks (multi
level policy makers). The EM network’s interconnectivity can be seen at
various levels. The three hypotheses presented in the last chapter are
interactive in the sense that poor environmental upgrading capabilities within
firms (hypothesis 1) is influenced by buyer demands and collaborative
opportunities (hypothesis 2) and is also compounded by ineffective regulation
and monitoring arrangements (hypothesis 3). Similarly, other causal linkages
may be found within other variables in the hypotheses. The theme of
interconnected influences and structures runs throughout this thesis, and
given the internally networked capacities of firms and their embeddedness in
external networks, the thesis gains its conceptual framework from network
analysis literature, which focuses on the actors involved in networks, their
inter relationships and resultant network types, with special emphasis on
heterogeneity of the explanatory variables. Three kinds of networks form the
conceptual framework -- the firms’ internal management networks, external
economic networks (ENs) and external policy networks (PNs). The
interconnectedness of the hypotheses and networks is discussed at the end of

the chapter.
The EM framework starts with how RMG firms might be structured, and their

strengths and weaknesses for environmental upgrading. Management and

organisational behavioural science theories are used to show how firms are
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organised as a network and what role corporate culture, ability to change,
environmental learning and resource constraints play in a firm's
environmental strategy. The situational context is important in understanding
how firms are facing external upgrading imperatives, therefore relationships
between buyers and RMG suppliers are analysed using models from
industrial networks literature, with Global Value Chain as an example of an
economic network for apparel trade. These relationships illustrate how
powerful buyers in global value chains govern the value chain and how the
demand for environmental upgrading is part of that governance structure.
The second set of external imperatives for environmental upgrading will be
explained through policy network analysis to highlight the relationships that
external policy makers and regulators have with these firms and their buyers;
and to show how state and non-state actors at the individual, micro, meso and
macro levels use their relationships to influence and create pressure in policy-

games related to environmental management in the RMG sector.

The chapter will end by proposing an overall conceptual framework based on
the discussion of the three connected networks, which will be used for testing
the hypotheses. Conceptually, all three networks share the elements of
heterogeneous interconnectedness through relationships that change with
strategic goal seeking behaviour. The overall conceptual framework brings
together the notions of actors, relationships and network types to illustrate
how resource-power dependencies, bargaining, strategic agenda making,
embeddedness and different kinds of uncertainty play important parts in
studying the causes behind RMG firms failing environmental upgrading
efforts. I begin the chapter by exploring the first of the three networks, which
examines how the internal management networks structure RMG firms and

can determine its opportunities for environmental management.
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2.2 Analysing Environmental Upgrading in Firms:

Choosing conceptual variables for industrial greening to suit the Bangladeshi
context is a challenging task,11 however to understand the EM suggestion of
greening strategies leading to competitive advantage, intra-firm greening
capabilities and strategy making was examined from the theoretical
perspective of the resource based view (RBV) of firms, which looks at how
firms use their internal core capabilities for environmental strategy making.
The core capacities were expanded upon using behavioural theory to see how
corporate culture, organisational change, and learning influence

environmental management practices.

Recent theoretical developments have much to say about greening within the
“span of controls” within business firms,12 and recently there has been
interesting RBV research on environmental management within these
management structures. RBV suggests a theory of competitive advantage
born of management actions and performance, based on strategic resources
and intangible qualities within a firm that results in sustained competitive
advantage. It assumes that the goal of all managerial strategy making is to
allow the firm to earn economic rents or above average returns. RBV focuses
attention on strategies for sustainable competitive advantage, and suggests
that firm management can formulate such strategies by successfully
identifying certain strategic resources, nurturing these internal competencies
and applying them to an appropriate external environment, meaning that it is
not enough to have strategic resources and a strategy for competitive
advantage, it is also important to utilise those resources to implement the
strategy consistently (Penrose 1959 and Wernerfelt 1995). RBV strategic
resources include assets, capabilities and organisational processes that must

be valuable (i.e. rent producing), non-substitutable (i.e. has to have enduring

! Please see Annex 2.1 for details.
12 Please see Annex 2.2 for a summary of managerial control units, organic and bureaucratic firms vis-
a-vis environmental upgrading.
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value), firm specific (i.e. not be widely distributed within an industry), tacit
(i.e. skill based and people intensive resources, difficult to replicate since they
are causally ambiguous) and socially complex (i.e. involving group dynamics)
(Hart 1995, Barney 1991 and 2001, Teece 1987, Rugman and Verbeke 1998 and
2002). Grant (1991) classified these resources as physical, human,
organisational, technological, financial, and reputational. It may be noted that
these categories are not necessarily exhaustive or mutually exclusive, and
finding resources that fit the RBV definition fully can be difficult (Russo and
Fouts 1997).

RBV also distinguishes between two types of strategic resources - tangible (e.g.
financial reserves and physical resources such as buildings, equipment, and
stocks of raw materials) and intangible (e.g. reputation, technology, and
human resources - which includes company culture, the training and
expertise of employees, and their attitudes towards competitive challenges
etc.) (Grant 1991, Russo and Fouts 1997, Oliver 1997, Peteraf 1993). Recent
scholarship on RBV suggests that company reputation and knowledge pool
are also important intangible strategic resources. Grant (1991) emphasises
levels of durability, transparency, transferability and replicability as

important determinants in strategy making for successful upgrading.

The RBV emphasis on strategy making implies that it is not enough to merely
have strategic resources, it is the management’s ability to identify and use
them that results in competitive advantage compared to their competitors.
Successful business strategists correctly judge their current resource portfolio
and strategise on how leverage the core competencies (the basic
informational/technological base) in the organisational networks so as to
maintain the competitive edge from these resources (Wernerfelt 1984).
Management capability either can be acquired or can be path dependent
(Dierickx & Cool 1989, Oliver 1991). Grant (1991) sees this capability of

management as another source of uniqueness in a firm, and suggests that the
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source of such distinctness is socio-cultural; specially in the case of strong

leadership, tacit knowledge, organisational cultures, effective teamwork, etc.

The competitive advantages generated by resources vary with the stability of
the business environment: Miller and Shamsie (1996) found that tradable,
property-based resources conferred competitive advantage in more stable
business environments, whereas knowledge based resources offered greater
benefit in uncertain environments. Klassen and Whybark (1999) contend that
generally it is the intangible resources that generate more competitive
advantage since it is unique to each firm, while McWilliams and Siegel (2000,
2001) suggest that the age of the industry and level of product differentiation
also impact competitive advantage gains. Priem and Butler (2001) find that
how knowledge management is done within a firm while strategising is an
important indicator of how competitive advantage can be gained; Halawi,
Aronson and McCarthy (2005) also focus on knowledge management in RBV

as an important aspect for leveraging the value of intangible resources.

The theoretical implications of RBV for environmental management
researchers are multifaceted, especially the linkages made between the
strategic resources and improved economic (i.e. profit making) and
environmental performance (i.e. pollution prevention and control), since
effective strategy making capabilities can yield improvements and
competitiveness gains at multiple levels. Simply put, a firm’s environmental
strategy making is directly related to the competitive advantage it enjoys and
a firm that is well managed is also more likely to have good environmental
performance (Hart 1995). There is much evidence of successful company
CEOs saying that good CSR yields substantial competitive advantage (IBM
2008), meaning that CSR is best used as a “intelligent marketing” strategy
(DaimlerChrysler CEO quoted in World Bank 2002:2), where financially
successful companies think of CSR not as a cost or risk mitigation strategy (i.e.

reactive thinking) but as a strategic goal that is aligned with every aspect of
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their core business strategy, which is assumed to be their core strength (IBM

2008).

Researchers have suggested that proactive environmental policies and skills
are linked to better economic and environmental performance (cf. Russo and
Fouts 1997, Shrivastava 1995a, and Hart 1995). This involves not only
proactive strategies, but also having the capacity to implement measures to
prevent environmental pollution (e.g. cleaner production technologies,
cleaner raw materials, redesigning products and production to minimise
waste and packaging, introducing recycling, etc.). Hart (1995) identified two
key implementation strategies - ability to undertake continuous management
improvements, and effective stakeholder management - as crucial for creating
competitive advantage. Further research extended the list of strategy
implementation options to include the allocation of physical resources,
adoption of green technology from non-substitutable sources; as well as
intangible resources, such as political acumen in negotiating profits with
green-conscious customers, internal corporate culture, and inter-departmental
coordination (Russo and Fouts 1997), which can be referred to as managing
EM on the factory floor. To sustain proactive behaviour, a firm needs an
internal culture where continuous performance improvement is rewarded
(Russo and Fouts 1997) and adequate investments in human resources over
capital assets (Hart 1995). A firm wide commitment and support from
multiple levels of the firm is also a precondition for proactive strategy
making, since adopting more advanced environmental strategies may be
more costly, and not win much managerial support (Cordano and Frieze
2000). Top level management also have to be open to strategies of investing
tangible resources into nurturing behaviour that sustains pollution
prevention, and this would require a firm culture where green-investments
are well prioritised. Similar strategies are reported in the recent IBM survey of

250 leading firms (IBM 2008). One can then argue that firms that do not have
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these strategies and competencies are likely to prefer reactive add-on

solutions.

However, empirical results have revealed a more complex picture. Firms have
been found to be a mixture of proactive and reactive, meaning that the
distinction between them can be blurry in real life (Priem and Butler 2001).
Also, the link between strategic resources and proactive behaviour is not
always certain. Aragén-Correa (1998) found that that firms with proactive eco-
management policies actually often combined prevention and control,
whereas some less proactive firms were shown to be using preventative
measures. This has two important implications for my thesis. Firstly, that
proactive environmental policies and causally ambiguous skills are not
always sufficient to explain proactive or reactive strategies. Secondly,
ultimately the environmental strategy is limited by practical considerations
such as cost and availability of eco-friendly options as strategies (as has been
pointed out in the previous chapter as a major greening problem, despite the
EM suggestion of cost savings and easy availability of green-technology). As
Aragén-Correa (1998) found, proactive firms that opted for cheaper reactive
pollution-control strategies got cost effective environmental performance (and
market competitiveness), which would go against RBV suggestions. The
author defended the RBV by saying that firms that have actively chosen
reactive strategies can only see competitive gains if prerequisite strategic
resources (which includes tangible and intangible resources, including core,
distinct knowledge and causally ambiguous skills) are developed as part of
continuous broader management initiatives (such as ISO9000 or any other
quality management system). A firm that chooses to continuously improve it
self via causally ambiguous capabilities, hones particular skills that can be
transferred by learning, and applied to reactive measures. Consequently, firms
that choose reactive add-on greening technology but do not transfer their
strategic resources and skills in maintaining it will not see any competitive

price gains from their buyers, as found by Darnall (2003).
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So if some proactive-skilled firms can still reasonably make profits while
using only reactive solutions, why choose proactivity? Empirical findings by
Klassen and Whybark (1999) suggest that the key determinant is far more
complex, and has to do with the individual circumstance of the firm, which is
an interesting idea to contrast with the EM argument that the changing role of
markets, social values, science, technology and economic instruments will
convince firms to go green. While empirical work by Priem and Butler (2001),
Cordano and Frieze (2000) and Aragén-Correa (1998) suggests that economics
(tangible resources) is a constraining factor, Klassen and Whybark (1999: 601)
suggest that the ultimate proactive-greening strategy motivation is far more
complex than just finances: “Because the strength, value, and competitive
advantage of continuous improvement varies between plants within the same
firm, the use of pollution prevention technology is also likely to vary. Thus,
the ability to deploy pollution prevention technology might be achieved
through multiple paths.” So rather than having a set of strategic proactive
skills, it was a firm's capacity to implement proactive management policies that
resulted in competitive advantage from greening. Their findings were slightly
at odds with Aragén-Correa (1998), in that they found that pollution control
technology using firms cannot get competitive advantage. According to them,
if firms only have the capacity to implement pollution control technologies
(i.e. no new skills are developed, nothing is changed), then they are not going
to gain competitive advantage, since those skills are not unique or causally
ambiguous, or difficult to imitate. This finding is also corroborated by Russo
and Fouts (1997), who suggest that a firm’s capacity to implement reactive
solutions would involve “add on” technology, however, if that technology
has a source open to its competitors, then it does not qualify as a strategic

resource.

Regardless of conflicting empirical findings, I would like to emphasise a point

made by Klassen and Whybark (1999), that it is the capacity to recognise
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“win-win opportunities” and implement environmental proactivity, and not
necessarily environmental policies that are left on paper that is related to
strong economic performance and competitive advantage. This capability to
deploy proactive technologies has to be learnt by the whole firm, since
employees at all levels must be involved if a firm is to implement a policy of
environmental management, etc. (Ashford 1993, Hart 1995), thereby
necessitating the creation of socially complex and distinctive processes (such
as involvement of all employees, cross disciplinary learning, coordination,
and an organic flexible managerial style) (Shrivastava 1995b). This aspect of
implementation of green-strategy making to get better prices is important for
my thesis, given the wide scale criticism made by various trade union
associations that the apparel industry CSR is only on paper (Christian Aid
2005, McWilliams and Siegel 2001).13

To summarise, there is an important link between environmental capabilities
within firms, strategy making, proactiveness or reactiveness, and competitive
advantage. Despite proactive or reactive environmental policies, firms may
use a combination of preventative and control tools, or simply one type.
Regardless of the tools they pick, their action has an impact on their overall
market competitiveness, because the same set of strategic resources yield
competitive advantages at different levels. To gain sustained competitive
advantage, a firm should be looking at their capabilities to implement a
proactive policy, because capabilities that are only suited for reactive
traditional responses to the ecological challenge will not normally result in
sustained competitive advantage, only short term cost savings. So how do

companies come up with their environmental strategies?

* This criticism will be discussed more in later empirical chapters.
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a. RBV and Environmental Corporate Strategy Making:

Firms do not make environmental strategies outside of their normal
entrepreneurial decision-making. The importance of environmental strategies
being complimentary and consistent with overall firm strategy, in terms of
contextual, structural, and strategic issues, is well known, as is the fact that
this marriage is not always without conflict. Welford and Gouldson (1993)
have suggested that such consistency is not always possible, and often
environmental considerations are bound to be diluted in normal business
strategy making. Keeping this tension in mind, authors such as Miles and
Snow (1978) highlight three dimensions of environmental strategy making;:

the entrepreneurial, the engineering, and the administrative dimensions.

Strategy making in the entrepreneurial dimension relates to choices that
business firms make about products, markets, and their competitive strategy.
Proactive firms tend to analyse all aspects of their competitive contexts and
remain profitable by developing new products, innovation, new kinds of
marketing, strategic alliances, etc. These firms tend to have top management
that is perceptive of greening signals and proactively manage EM pressures to
gain competitive advantage. Similarly, when making environmental
strategies, these firms consider the whole of their competitive contexts, (Hart,
1995: 1001) and decide on environmental performance goals. Reactive firms,
on the other hand, tend to get defensive of their economic constraints and
goals, and are less open to modifying their standardised products and long

time markets for environmental reasons (Starik and Rands 1995: 925).

The engineering dimension of strategy making refers directly to the role of
science and technology in EM - adaptation of new clean technology to save
resource inputs and environmental damage mitigation costs - in remaining
competitive. Reactive firms do embrace this, as shown in the numerous

examples of firms adopting pollution control technology to improve their cost
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savings and efficiency, but evidence also shows that proactive firms make
more long term strategic decisions about greening that go beyond what their
reactive competitors achieve.14 Different authors, such as Dvir et al (1993) and
Hitt et al 2002, show that the most proactive firms are prepared to invest
heavily in order to enhance their technological leadership. Correspondingly,
the least proactive firms only invested in new technology when they were
convinced of its potential benefits. The effectiveness, implications, and costs
of green technologies are sometimes subject to doubt (Shrivastava, 1995, Hart
1995, Gouldson and Murphy 1997), making it difficult for ecological
modernisation inspired strategy making to become popular in less proactive

firms.

The administrative dimension refers to the strategy making to address changes
in the internal network relationships that manage greening actions. Miles and
Snow (1978) call this the choice of structures and organisational processes for
reducing uncertainty and permitting innovation. While it is generally
acknowledged that proactive firms that are less bureaucratic change easily
due to decentralised decision making powers; Starik and Rands (1995:921)
suggest that top management have an important role in leading the change, to
"empower individuals to engage in sustainability-oriented innovation" (1995:

921) in terms of projects in all levels of the production chain.

So far according to the RBV, we can see that reactive and proactive greening
strategy making in firms in highly competitive supply chains will have to
begin with top management formulating a strategy to harness the market
benefits of refining production that EM predicts. Management will focus on
the circumstances of the firm, its tangible/intangible RBV resources, and its
core/base competencies; and by mobilising its RBV skills, the firm can

achieve competitive gains from greening, if it uses its unique skill and

' It must be noted here that research by Aragén-Correa (1998) has shown that proactive firms
can also choose to use a mixture of proactive and control technologies as part of their
environmental strategy.
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resource mix in its greening strategy (Mahoney and Pandian 19920. The skill
and resource mix has to be operationalised in the administrative, engineering
and entrepreneurial dimension of the firm, and such organisational change
will not be without its problems, especially in competition with other tasks
that have more direct impact on the profit line. Additionally, the firm will
have to learn the environmental information attached to greening and change
as an organisation; and stay within its overall aims of being competitive in the
supply chain. To understand the role of the RBV resources, capabilities and
competitive advantage when it comes to EM driven greening, I consider them
in the following categories: (1) corporate culture, (2) organisational change,
and (3) learning. These categories problematise the RBV categories of
resources (tangible/intangible) and skills (core competencies/base
competencies); and using literature from organisational behaviour theories
that complement the RBV categories, I can get a more detailed understanding
of these often overlapping categories: get a more continual categorisation of
behavioural change in firms that allows me to study what the prevalent
corporate culture is, how environmental learning and strategy making
happens, how RBV resources are used, how skills change, how there are
possible midpoints of behavioural responses and how the EM suggestions of
scientific information, environmental learning and green values influence the

way firms manage EM in the boardroom and on the factory floor.

Corporate culture— Each firm develops according to rules, which are made
from cultural beliefs, norms, values, traditions, experiences, identities,
customs, routines, conventions and rationalities that are a part of a broader
social construct that operates within the firm networks and is propagated by
actor network behaviour. These rationalities within firms are called corporate
cultures (Dodge 1997, Zwetsloot 2003). They are influenced by the common
views about environmental issues held by the staff members, starting from
the top management who are responsible for overall goals of a company, to

the rest of the management and workers who implement strategies. So for
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example, since the traditional view of environmental issues in Bangladesh is
associated with natural resources problems and natural disasters (DoE, BCAS,
UNEP 2001), it may be expected that awareness about brown environmental

issues among Bangladeshi firms is likely to be low.

Firm employees may have low preference for environmental action generally.
Andersson and Bateman (2000: 553) explain low environmental proactivity in
corporate cultures by highlighting the prevalent “technocentric paradigm of
business firms” which has institutionalised certain beliefs about hedonistic
resource use and low environmental responsibility by firms. On the other
hand, if a firm has strong environmental strategies, then it can be expected to

guide the actions of staff (Dutton & Dukerich, 1991).

Organisational behaviour researchers Flannery and May (2000), Starik and
Rands (1995) draw on Ajzen’s theory of Planned Behaviour (1985, 1991) to
understand what behavioural factors determine reactive environmental
upgrading. Ajzen’s theory is based on subjective norms of managers, which
refers to the subjective interpretations of rules by individuals and emphasises
individual agency (although Flannery and May 2000 suggest that subjective
norms have a mixed impact in predicting environmental decision making in
firms and highlight the financial aspect of environmental strategy making as
an important factor). Important factors include, individual intentions based
on company norms, perceived levels of personal moral obligation for
consequences of decisions in a network, internal perceived behavioural
control over the decision (self efficacy); as well as external contextual factors:
behavioural control factors, ethical climate of the firm; and subjective norms
established by influential others (network cohesion, strengths of relationships,
etc.). Greening and Gray (1994) have developed this idea of network attitude
formation within network constraints by suggesting that firms in highly
institutionalised environments respond either by firm compliance directives

from top management (coercive isomorphism), by imitating others’ responses
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(mimetic isomorphism) or by conforming to norms established by external

pressures (normative isomorphism).

Organisational change - RBV and EM theories both focus on implementation
of greening strategies via sustained organisational change for gaining
competitive advantage; and organisational theories suggest that change
enabling greening strategy would either promote network wide continual
changes (necessary for proactive environmental strategies) or incremental
changes (resulting in “add on” reactive solutions). Where the changes begin
(as in, whether employees at every level have the ability and space to identify
operational areas that need to change for ecological modernisation) have an
important impact on the success of the change-initiative. Halme (1997)
suggests that such change management for environmental upgrading may be
“top down” or “bottom up” depending on where the pressure for change is
located (Buysse and Verbeke 2003). The top down view assumes that decisive
power lies with top management and change is successful if initiated by them.
It is most common in bureaucratic networks, while changes initiated from the
bottom up are more common in organic networks, and environmental
upgrading will be implemented with greater ease since change is quicker
through greater interconnectivity offered in organic structures (as suggested
by Dodge’s (1997) classification of traditional centralised corporate culture vs.
decentralised organic structure). It may therefore be assumed that organic

structures will be more suited for proactive environmental changes.

Andersson and Bateman (2000) suggest that environmental change cannot
occur throughout the firm if not backed up by top management, regardless of
where change is first initiated. Therefore, the change strategy should be made
by top management keeping in mind the employees’ sense of self-efficacy,

and external perceived behavioural control over environmental issues,
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according to Ajzen’s theory (1985).15> Chapter One discussed some of the
supply chain greening bottlenecks that arise due to these problems: top
management commitment is truly tested by resource constraints that are
tangible (financial resources, competing budgets, personnel etc.) and
intangible (skill-mix, management time etc.) in nature. If top management
cannot see immediate short term cost savings from greening then staff time
and attention to greening becomes sacrificed if seen as taking away from
more profit-generating activities (Cordano and Frieze 2000). However, it is
crucial that lower management understand the value of environmental
upgrading (especially in situations where awareness of industrial
environmental issues is low) and are involved in planning from an early stage
so that the best possible expertise can be gathered with respect to all aspects

of the work flow (Halme 1997).

Learning — The last chapter discussed how environmental learning is a
significant force in EM and ethical trade, and contributes to not only stronger
commitment among MNC retailers, but also contributes to green strategy
making and implementation: the ability to access and comprehend expert
information and or manuals by upper management and the ability of the
whole firm to learn what changes need to be made. Firms need to make room
for technological and organisational change only if learning occurs across the
firm’s network (Freeman 1992). Corporate culture and existing paths of
change (either top down or bottom up) impact how learning is done in a firm
and vice versa. Environmental learning can be an iterative upward spiral
process (starting at the individual level and moving up to the collective group
level) and changing from tacit to explicit knowledge, involving the cognition
of new information, unlearning of old assumptions and finally internalisation

of the new knowledge, which will change the actors’ notions of self efficacy

13See Meima and Welford (1997) for a discussion of the kind of traps top management frequently fall
into while designing an environmental strategy. He warns against over-ambitious, over-compensating
and over-comprehensive environmental strategies written to “sell” the idea of environmental upgrade to
the employees, which inevitably lead to employee dissatisfaction, since it does not deliver on its
promises.

69



and perceived external behavioural control factors, and be expressed through
decision making choices (Halme 1997). Actors’ ability to comprehend the
costs, benefits, uncertainty of returns to ecological investments, etc. influences
the decisions that are made during environmental upgrading. If the top
management have “expert material” that is easily available, easily
comprehensible in terms of business rhetoric, and is financially convincing,
then the EM agenda becomes easier to carry forwards (Andersson and

Bateman 2000, Hughes 2006).

Different types of network learning (e.g. incremental, experimental, vicarious
and experiential) should happen all along the firm, regardless of its position
in the bureaucracy/adhocracyl® continuum of networks (Bierly and
Hamalainen 1995, Guillén 2000). Learning is a continual process, and spirals
outwards more easily in a decentralised organic firm, and less easily in
hierarchical mechanistic networks -- multiple layer hierarchy and
bureaucratic networks are not appropriate for cross-departmental knowledge
sharing (similar to ideas expressed by Dodge (1997)) and may result in

resistance or reactive strategies for environmental upgrading.

A barrier to learning often stems from the nature of technical environmental
information (e.g. detailed technical manuals such as Materials Safety Data
Sheets). Such “expert information” may be available, but not widely available,
or not available in a format that is understandable by people who do not have
an academic background in sciences. If a manual is too unwieldy, then it may
get discarded, hindering distinctive skills and capacity building for managing
changes (Hart 1995). Greening information can also contain uncertainties
about outcomes of green strategies, unclear time frames, unclear cost
implications, complex technical aspects etc. which is a challenge for managers

(Greening and Gray 1994, Gouldson and Murphy 1998, Porter and Van der

!¢ See Mintzberg 1983 and Halme 1997 for discussion of bureaucratic and adhocratic
structures of firms. This is based around the notion that firms lie somewhere between these
two extreme forms.
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Linde 1995). Therefore, if a firm cannot overcome the information shortage
(for example, through direct knowledge accumulation, hiring of outside
expertise, coordination with external actors to gain guidance, learning from
other firms, etc.) then such uneven learning may lead to the difficulties in

successful environmental management and loss of competitive advantage, as

predicted by RBV scholars.

b. Towards Understanding Environmental Upgrading in RMG Firms:

EM theories emphasise actual changes in firm behaviour as an important
starting point towards ecologically benign economic growth. This focus on
“win-win” solutions is complementary to the RBV focus on successful
strategising to gain competitive advantage. The technological/material and
social/cultural objectives of EMT have to be materialised by successful
strategies drawing on the inherent strengths and weaknesses within a firm’s
network. As the discussion above has shown, these strengths and weaknesses
occur within well-defined hierarchical relationships structured to attain the
firms’ multiple goals. The RBV predicts that a firm (organic or bureaucratic
structured) that utilises strategies that privilege non-reproducible resources
will lean towards proactive environmental upgrading measures, thereby
adding to the firm’s competitive advantage. Empirical findings have
suggested that in reality the cause-effect relationships are less clear, and that
whether a firm is proactive or reactive also depends on firm culture, financial
resources and available technologies (Aragén-Correa and Sharma 2003).
Depending on the kinds of capabilities and resources that are available and
the environmental stance of top management, a firm may be more suited
towards reactive environmental upgrading. In order to get a more textured
understanding of the RBV variables, I have examined the mixture of resources
and capabilities in three groups: corporate culture, organisational change and

abilities for learning (figure 2.1).
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Figure 2.1: Reactive/proactive environmental strategy making:

Environmental strategy making: Reactive
-overall firm goals = environmental goals +competitive adv. firms
-review of overall resource portfolio - resource deployment A
strategy + continuous implementation strategy

(Continuum)
Resources and
capabilities: -tangible, ,
intangible, valuable, barriers to Corporate culture,
duplication, appropriability environmental
-financial, technological options, V__ 5| learning, ability to S v .
causally ambiguous skills, core “| change Z| Proactive
competencies firms

Behavioural theories were drawn upon further, to argue that success or
failure in environmental management in RMG firms should be analysed in
terms of their culturally specific corporate environmental cultures,
organisational change, and ability for learning. These variables take a deeper
look into why firms may take a reactive stance to environmental upgrading or

may fail and leads directly to my first hypothesis:

Hypothesis 1. Poor environmental upgrading in firms will be associated with factors
internal to the firms, such as corporate culture, slow changing behaviour, problems
with learning environmental information and will be linked to poor competitive

advantage gains.

The RMG firms’ capacity for environmental upgrading cannot be studied
fully without looking at its broader context, which is the external economic
network, or the global value chain that it is a part of. The pressures that they
face from their buyers are a large reason why they undertake innovative
business strategies, environmental upgrading being one of them. Therefore I

now turn towards external economic relationships that firms are a part of.
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2.3 Analysing Environmental Upgrading Pressures in Economic Networks:

In Chapter One we discussed the role of economic actors in enabling EMT’s
idea of economy-environment decoupling and therefore, we need a
conceptual framework that not only sets the situative context of international
supply chains, but also explains the chain structure, its power centres, its
resource dependencies, its governance styles and its environmental
upgrading opportunities (or barriers). The economic networks approach,!”
can be most useful in this case. The greening of supply chains that Bangladesh
features in has not been researched before, hence I chose an economic
network type that has been used to explain international supply chains, and
the situative context-shift when supplier capacities are built up. In particular,
the Global Value Chain (GVC) network was chosen because it has been
already used extensively to study the labour intensive supply chains sourcing
from LDCs and SMEs (Kaplinsky and Readman 2001), especially the apparel
chain (Hebb and Wokick 2005). The choice of the GVC theory is even more
appropriate given that international standards driven supplier upgrading has
been studied using GVC analysis, although the environmental standards
angle remains less researched. GVC theory also focuses on the buyer driven
nature of chain governance, and especially the governance of upgrading,
which is an important feature given that I am interested in social-political

aspects of EM.

a. Upgrading in Economic Networks (Global Value Chains):

Industrial relations researchers have theorised on how buyer-seller triadic
relationships function; in particular, the supplier-customer-customer (S5-C-C
triad) and the customer-supplier-supplier (C-S-S triad), explain how multiple
buyers and sellers relate in the supply chain, and how fewer powerful buyers

result in numerous suppliers in adjusting to demands (Hakansson and

17 Please see Annex 2.3 for details.
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Johanson 1992, Smith and Laage-Hellman 1992, Charness et al 2003).18 The
GVC literature places similar industrial relationships in a global setting for
labour intensive export sectors such as footwear and garments (Humphrey
and Schmitz 2002). The idea behind value chains is that the range of activities
that is required to bring a product from its conception to its end use
(including “value adding” activities such as design, production, marketing,
distribution and support to the final consumer) is done by various firms
located in different parts of the world, networked in a globalised economy,
whose governance is undertaken through coordination of economic activities
through multi actor relationships (Schmitz 2004). The institutional framework
underpinning this theory suggests that key actors (e.g. powerful DC
buyers/retailers) incorporate less powerful actors (e.g. numerous LDC
suppliers) through their control of market access and resources. These power
configurations and coordination mechanisms shape the chain, which is an
intricate and decentralised network of numerous suppliers of varying
capabilities. Of course, the power hierarchy has been evident in the discussion

of ethical trade in supply chains in Chapter One.

GVCs show that participation in supply chains provide suppliers access to
markets and opportunities to move up the chain hierarchy (i.e. upgrading) by
using new technology, information and learning-by-doing (Gibbon 2001,
Schmitz 1995, Gomes 2003). Cooperation opportunities and capacity building
between buyers-suppliers can influence supplier strategies and help or hinder
upgrading, and lead to competitive advantage, depending on sector
characteristics. This emphasis on the bargaining powers and resource
distribution favouring the buyers, and its influence on the strategic decisions
made by suppliers (Humphrey and Schmitz 2000), gives a politicised context
to the RBV lessons on suppliers’ strategies for sustainable competitive

advantage, in relation to how the firms’ internal resources and capabilities are

'8 Please see Annex 2.4 for a brief background on buyer and supplier power bargaining and the scope
for supplier upgrading.
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influenced by market pressures and buyer actions. Figure 2.2 provides an
illustration of how value is added along the apparel GVC, with important
buyers connecting the LDC suppliers with DC consumers.

Figure 2.2: Buyer power in the apparel industry global value chain (GVC)

Apparel Suppliers
Manufacturers
Agents Y

Buyers/Retailers Developed Country

Markets

Financiers T
Govt. Agencies/ Intl. Trade Bodies
Raw materials y Y » End Product
Value addition by buyers, suppliers and manufacturers: Apparel
design. product development. marketing, production and retailing.

Based on: Humphrey and Schmitz (2002)

The structure of GVCs - The modern value chain is international in nature,
due to differences in cost-efficiency competitive advantage of suppliers (Khan
2002, Ponte and Gibbon 2005, Coe and Hess 2007). Characteristically, the
retailer or buyer’s company does not turn raw materials into finished
products; they only coordinate the chain and sell the goods in markets, taking
advantage of cheap labour and raw materials in LDCs. Gereffi (1999a: 4), who
coined the term “value chains”, explains the structure of “buyer driven” value

chains as follows:

“Buyer driven commodity chains refer to those industries in which
large retailers, marketers and branded manufacturers play the pivotal
roles in setting up decentralised production networks in a variety of
exporting countries, typically located in the third world. This pattern of
trade led industrialisation has become common in labour intensive,

consumer goods industries such as garments, footwear, toys, consumer
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electronics and a variety of handicrafts. Production is generally carried
out by tired networks of third world contractors that make finished
goods for foreign buyers. The specifications are supplied by the large
retailers or marketers that order the goods. These companies design
and/or market - but do not make- the branded products they order.
They are part of a new breed of ‘manufacturers without factories’ that
separate the physical production of goods from the design and

marketing stages of the production process.”

Buyers and eco-modernisation of GVCs - According to Gereffi (1999Db),

buyers exert their power over the value chain in three main aspects-

-Giving birth to the chain within the market (supermarkets/retailers in the
developed countries ultimately decide what goods are to be sold. Their
buyers liase with the LDC suppliers and place orders. This opens up the trade

network to the suppliers and positions them in the network);

-Determining the structure of the chain (the way buyers manage the chain
influences the number of supplying firms that are involved in it and what

their functions are); and

-Standard setting, monitoring and control (buyers set product standards, specify
the quality standards, create pressure for product upgrading, monitor
supplier performance in areas such as environmental upgrading and hold the
power to sanction or reward suppliers based on upgrading

performance)(Dolan and Humphrey 2000).

The third function of the buyers is the most important for this thesis (and

germane to EMT), since LDC suppliers feel the green market pressure
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through this mechanism.’” Once the environmental and other product
standards have been set and communicated, suppliers respond by production
upgrading,? which involves strategy making and implementing required
changes (and which, according to the RBV, will lead to competitive advantage
gains if made using the unique and core capacities and resources within a

firm, which in turn fulfils the EM prediction of green profit making).

Buyer governance in GVCs - Production upgrading by suppliers change
their terms of trade, and buyers respond by changing how they govern, which
is a central part of GVC analysis. We have seen in Chapter One why buyers
seek to regulate supplier behaviour relating to ethical trade, and GVC studies
expand on buyers’ risk minimisation behaviour: buyer governance includes
transaction costs of monitoring and supervising, providing suppliers with
specifications of design, branding and marketing and increasingly, non price
factors such as quality, reliability of delivery, response times, meeting of
international child labour and environmental standards, etc. GVC governance
creates a certain “division of labour” that perpetuates a hierarchy. According
to Ponte and Gibbon (2005:3), “Governance is about defining the terms of
chain membership, incorporating/excluding other actors accordingly and
allocating to them value-adding activities that lead agents do not wish to
perform. ‘Rules and conditions of participation’ are the key operational
mechanisms of governance. These may translate into different forms of co-
ordination that vary both along and between value chains.
Marginalization/exclusion and upgrading/participation are the axes along
which resulting (re)distributional processes take place.” Rules and conditions
are needed to minimise loss risks from supply chain failure. According to

Gereffi, Humphrey and Sturgeon (2005), governance of GVCs depends on

1 See Nadvi and Waltring (2004) for a discussion of a typology of standards based on field of
application, form, coverage, key drivers, etc.

%0 This is in addition to two other types of upgrading — functional upgrading (when buyers help
suppliers add on more functions to their repertoire, gradually becoming more capable and
comprehensive in their product delivery) and buyer succession (when supplies gradually move up to
supplying more sophisticated products and want to work for higher end buyers).(Gereffi 1999).
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three main variables: complexity of information required for a transaction,
extent to which this information can be codified, and supplier capabilities in
relation to a transaction’s requirements. These factors lead to four different
kinds of GVC governance styles: arms length, network, quasi hierarchy and
hierarchy.

Quasi hierarchies result when supplier competence is low, and the end
product has to meet standards that do not apply yet in producers’ own
country, which is fairly common in footwear, horticulture, electronics and
apparel chains. GVC studies have identified the apparel chains sourcing from
LDCs as operating within a quasi hierarchy (Humphrey 2003, Dolan and
Humphrey 2004). Since there are numerous “anonymous” suppliers
(Vermeulen and Ras 2006), buyers are at high risk and as a result they specify
products (and non price standards, i.e. social compliance) to an exact degree.
Therefore the buyers’ need to control their own vulnerability pushes the quasi
hierarchy suppliers towards EM. An interesting question at this point is to ask
is how chain governance impacts EM. How might ethical trade requirements
affect buyer-supplier technical cooperation? Do standards result in tightening
or loosening of technical ties? Do standards impact productivity gains and
increased competitive advantage? The answer probably lies within the
structure of the supply chain in question. In fact, Jeppesen and Hansen (2004)
suggest that the way corporate social responsibility commitments are
operationalised along the value chain depends on the mode of governance in
place (which is dependent upon actor strength and vertical integration into
the production chain). In the quasi hierarchical governance system, it would
be then reasonable to assume that specification of quality standards and
implementation monitoring will be done depending on the strengths of the
suppliers (demonstrated via exchange concentration and competency) on a

case-by-case basis (Gereffi and Memedovic 2003).

78



Buyer-supplier relationship closeness and collaboration - Recent studies in
supply chain management suggest that despite the view of a hyper connected
global economy, most supply chain coordination is not optimised; supply
chains are not structured to handle quick transfer of innovation; chain
flexibility is difficult due to short product lead time