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SIA – Sustainability Impact Assessment

FTA Comments on the

Final Report for the

Distribution Services Study

The Foreign Trade Association (www.fta-eu.org) has a vital interest in the results of the report for the distribution services study prepared by Julian Arkell and Michael D C Johnson ( http://www.sia-trade.org/wto/DistServicesFR_130405.pdf )as the FTA represents the main large distributors in Europe. FTA members supply an increasing amount of distribution services in third countries, either via mail-order services or via stores and warehouses. 

Transparency, predictability and legal certainty are a prerequisite for these companies when they invest abroad. A liberal investment climate enables retailers to improve unacceptable working conditions and inefficient supply chains in developing countries to the benefit of local consumers and workers. The increase in quality and range of products helps improve the living-conditions while new jobs are created in the accompanying services sectors (logistics and transport, financial services, waste management, etc.) as well as in the related industries (e.g. construction, automotive and shipbuilding, energy, etc.). The use of intelligent concepts (e.g. shop-in-shop-principle) can help maintain the co-existence of national and international artisan, industrial and agricultural goods.

Foreign direct investment from distributors can serve as a development tool.

A precondition though is that retailers act accordingly to the principles of responsible and fair trade. The three country studies referred to in the final SIA-report are a good example that this is the case. The presence of foreign investors in the three markets showed no destructive effects. Because of the high responsibility FTA members have taken over with the creation of the BSCI-project that improves social standards in supplier countries (www.bsci-eu.org), the positive impact will increase.

Analyzes of the Final Report

General Remarks

The final report consists of three major parts:

Part 1 is a purely theoretical approach. It lists a number of positive and negative aspects related to the liberalisation of the distribution sector in developing countries (DCs). The negative aspects seem to outweigh the positive aspects in a relation of 53 to 37.

Most of the negative effects that are mentioned are based on the assumption that western retailers tend to take up a merciless competition and try to monopolize the market while abusing workers and the environment. Most of the negative aspects are based on prejudices while many possible effects with positive impact are not mentioned here. 

The overall impression of the theoretical part is therefore misleading.

Fortunately the second part of the final report corrects this negative scenario.

Part 2 takes a scientific approach by comparing three relevant country studies carried out in Brazil, Kenya and Malaysia. In practice the positive effects that come with foreign investors from the distribution sector outweigh the negative aspects in a relation of 33 to 17. 

The practice therefore proves that retailers act in a responsible and sustainable way.

Part 3 draws conclusions and gives recommendations. 

The overall impression is that the liberalisation of services markets is advisable because many positive effects can help DCs develop their economies. Negative effects can be prevented through national laws and regulations especially regarding competition, the protection of the environment and the protection of very small SMEs.

The FTA considers the content of part 3 as realistic and justified and supports many of the recommendations. The study shows that the joint efforts of European companies to improve social standards in DCs are a commitment to fair and responsible trade. It clearly outlines the potential of this idea. This proves members of the FTA right who deliberately invest a lot of money in this new development instrument. Especially the BSCI-project could attract so many members within the last six months that it meanwhile represents the major part of the European distribution sector (at present a number of 43 companies), among them the big retailers Ahold, Metro Group, Inditex and Migros(see all members under http://www.bsci-eu.org/content.php?page=BsciCompanies ).

Some Individual Aspects

1.The final report recommends the creation of national competition laws in order to prevent dominant retailers from monopolizing the markets.

FTA comment: The WTO should take up negotiations on a strong and efficient competition agreement which would be to the benefit of DCs and provide transparency and predictability for globally acting distributors. This should at least be undertaken on a plurilateral basis. The agreed upon regulations could serve as an orientation for those WTO members who did not join negotiations at an early stage. Not advisable would be the creation of differing national laws with a variety of principles that could in the worst case open the way for corruption.

2.The final report mentions more than once the negative impact of increased waste and transport needs caused by FDI.

FTA comment: The increase of transport will lead to more pollution. But the extent of the pollution can without doubt be controlled in a way that human health and the environment do not suffer irreversible damage. This is an area, where financial and technical help from the EU is needed. It could support the development of waste management systems and environment-friendly transport means.

What is not sufficiently taken into account in the final report is the chance to create new jobs in the transport and the waste management sector. These could replace jobs in the very small retailers sector. Transport of goods involves not only trains, ships and lorries with drivers but also workers who load and unload the goods, workers who pack the goods, people who administrate the logistics, etc. The same can be said for waste management. If one sector starts to do business in a not developed country, other sectors have to be developed in order to support the first sector. This leads to the creation of jobs.

This aspect should be much more highlighted in the study.

3.The final report recommends national laws on CSR in order to improve working conditions in DCs.

FTA comment: National laws for the protection of workers exist in nearly all DCs. The existing problems result from criminal behaviour of some suppliers who ignore relevant national laws. The governments often lack the means to control the working conditions in factories. 

This is different for retailers. They are in close contact with suppliers and of course with their own warehouses and stores. The most efficient way to improve working conditions is therefore to use codes of conducts and control the compliance to these conditions on a regular basis. This is the concept of the BSCI.

Stricter national or multilateral laws will not help to solve the problem. But the more companies use the same codes of conduct, the more effectively they will be implemented.

4.The final report lists negative consequences that COULD come with FDI (e.g. page 24). Most of these negative consequences are based on the assumption that retailers act in an unscrupulous manner. 

FTA comment: If these items are listed in the study, then all positive impacts that would be based on an extremely good-will-behaviour of retailers should be listed too (e.g. other social projects besides BSCI, setting up of new waste management and recycling standards, opportunity of shop-in-shop-principle for local artisans, increase of sponsoring projects, creation of networks among foreign and local retailers to improve infrastructure, etc.).

Recommendations

The FTA supports the following recommendations mentioned in the final report:

Page 50:

“In summary, governments must attend to the following policy areas, in order to mitigate the negative impacts of ‘Further liberalisation’:

• Perceptions of overall regulatory stability, effectiveness and good governance (including the suppression of corruption), and full transparency

• An independent competition authority, properly funded and with a strong

enforcement capability – with clear demarcation between its overall authority and the remits of the infrastructure sector regulators (transport, financial services, telecoms, professional and business services)

• An independent Central Bank with a clear remit to control inflation

• Properly enforced and fair traffic regulations, land use and zoning laws, building safety and construction standards

• Properly enforced employment and labour laws (including health and hygiene)

• Properly enforced intellectual property rights laws (including for franchise outlets).”

Page 52

“Where resources permit, the mitigation of adverse effects could be achieved

through:

• training for the distribution sector;

• re-training for work in other sectors;

• the provision of credit;

• assistance to form cooperative groups;

• technical assistance in business methods and ICT;

• unemployment benefits.

Where sufficient funds are not available, these are areas for which international aid for capacity building could be sought.”

Page 53

“…the crucial task is to ensure that business observes standards of business ethics, employment conditions and environmental responsibility, which are consistent, both with the national priorities of the host countries and with accepted international best practices. It is highly desirable that in parallel with the formal international and national procedures for standard setting, there should be wider acceptance by companies of standards of corporate responsibility….”.

Page 54

“Under the head of positive mitigation measures the EU should assess how it can directly assist developing countries, for example by:

• Reducing its production subsidies for products which currently adversely affect world prices, causing falls in employment in agriculture in developing countries and in the supply of developing country products to EU retailers.

• Acting, in cooperation with the competition authorities in the relevant countries, against abusive practices of EU retailers operating internationally and which put undue pressure on suppliers in developing countries.

• Assisting the governments of developing countries to provide micro-credit facilities for the retail sector (ie. to encourage the development of small enterprises).

• Promoting the harmonisation at the EU level of approved standards in the fields of technology, SPS, CSR, employment standards, working conditions and workers’ health and the environment. The aim would be to reduce the plethora of different standards faced by suppliers in developing countries, with which they are being unduly pressured to comply.

Page 58

“Against this background, a number of recommendations might be considered for action by governments of developing countries:

• Particular attention should be paid to measures for improving the quality of governance….

• Encouragement to firms, especially the largest, to improve their CSR performance.

• Balance the desire to prevent loss of jobs and to reduce unemployment against the desirable national priority of moving as many workers as possible, including in the distribution sector, into the formal economy where their activities can be properly recorded and taxes paid.

• Provide for strong competition law and enforcement, so as to curb restrictive practices and particular abuses such as hardcore cartel activities, predatory pricing and the abuse of monopoly or dominant buying power.

• Enforce fair labour regimes which prevent the exploitation and abuse of workers ….

• Promote the introduction of international best practice CSR codes.

• The EU should take every opportunity within the framework of multilateral organisations to work for the development of internationally agreed principles and regulations which will benefit suppliers in developing countries, and to encourage the provision of credit to small enterprises in the distribution sector.”

Anja Lörcher, Brussels, June 2005
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