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Slide 3/5:  Objective & Overview 

On behalf of everyone at the Toy Industry Association and ICTI CARE Foundation, I 
want to welcome you to today’s important webinar.     
 
This is the latest in a series of educational sessions hosted by TIA … previously 
we’ve focused on industry topics such as product safety, children’s online privacy, 
and intellectual property protection. 

Today we want to provide you with an update on the ICTI CARE Process.   As you 
know, ICTI CARE is the very first industry-wide program focused on assuring that 
factory workers are treated fairly and have safe and humane workplace 
environments no matter where in the world they may work.  

TIA was the first national toy trade association to require all of its members to 
participate in the ICTI CARE Process. 

During today’s session we will learn about ICTI CARE’s recent activities, decisions, 
and process updates.  We’ll also see excerpts from a new research report 
evaluating ICTI CARE’s effectiveness – including the Date Certain program.    

Finally, our speakers will spend some time discussion an emerging issue …. the 
impact that brand and retailer purchasing practices are having on factory 
workplace conditions. 
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Slide 4:  Presenters 

We are very pleased to have two experts with us to lead the discussion:  

The first is Christian Ewert … 

Christian is President and CEO of the ICTI CARE Foundation – a post he has 
held since July 2004. The Foundation is the parent of the ICTI CARE Process. 
 Christian established and oversees all auditing, training and education 
programs, fundraising and outreach activities pertaining to toy associations, 
as well as global and national brands and retailers. 

Our second presenter is Mark Jones … 

Mark is Chief Marketing and Product Officer at ELEVATE – formerly INFACT 
Global Partners – which is the firm that Christian relied upon to conduct the 
4th Annual Factory Survey … so he’ll be giving us ‘direct-from-the-source’ 
insights into that research. 

Mark’s career includes management positions in corporate planning, 
commercial finance, technology, internet security and supply chain 
services. It was through his experience at the supply chain management 
firm VCF that Mark was first introduced to social compliance. In his current 
position, Mark is helping to develop ELEVATE’s services portfolio. 
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Slide 7:  Global Industry Observations 

One of the underlying causes for social non-compliance cited by suppliers and 
NGO’s are the purchasing practices of retailers and brands.  Retailers and brands 
sometimes make changes to orders right before shipment, they may place very 
small orders, they may be inconsistent with the placement of orders, they may 
provide too little lead time.    

It is true that these practices can cause for non-compliance, but the reality is that 
different industry categories have unique tendencies and what may appear to be 
an opportunity for improvement may actually be more of a structural issue. As 
such, the fix may actually be quite different than the retailer brand just making 
quick improvements to their process.  

 

 

Slide 8:  The Uniqueness of Industry Categories 

The table in this next slide gives a couple of examples of industry categories, 
sample practices associated with the category, the social issues that may arise 
from the practice and the solution.  

If we look at electronics, their sourcing strategy and associated purchasing 
practices, like the other categories, is determined by their go-to-market strategy.  
In the case of electronics, it is uncommon for big product launches.  The nature of 
the big product launch may stress the factories ability to find enough manpower 
to support the launch.  As such, this search for additional manpower may lead the 
factory to the recruitment of student workers and the series of issues that 
inevitably arises from that channel.   
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The logical solution is longer lead times.  But the reality is that brands may be 
dealing with a narrow go-to-market window which if missed may be their final 
chance.  While there may be something that the brand and retailer can do to 
improve the process, it is entirely possible that the main issue is structural and is a 
function of the category.  If suppliers are unable to meet the needs, perhaps it is 
not an issue of the practice as much as it is an issue of the supplier being the right 
one for the brand. 

In February, I visited a fairly large swimwear factory in Guangdong province, 
spending the afternoon with the factory owner.  The conversation revolved 
around how the factory had evolved the owners management philosophy and the 
challenges they encountered serving their large US retailer customers.  I asked 
him specifically about the purchasing practices of his customers.  He commented 
that for the most part he was dealing with small orders and short lead times.  
However, he had two strategic customers, the relationships were stable and that 
the total cumulative annual value of the small orders was significant.  He said that 
he recognized the pressure the market was placing on his customers, the fact that 
they were a fashion company, didn’t want inventories, and wanted to respond to 
the market based on those initial sales.   He recognized that he could not change 
the small orders or lead time.  He commented that if he could not respond to this, 
these were the wrong customers.  He had to align to his customer’s market needs 
or move on and find other customers that were a better fit.  Clearly, this factory 
owner was really progressive. 

That being said, there were a couple of really important points in here: 

1. As retailer/brand, finding the supplier that is both willing and capable of 
aligning with your strategic direction can be the difference between 
achieving and not achieving social compliance.     

2. Suppliers have a choice with whom they do business.  If you believe the 
purchasing practices don’t work for your factory, perhaps it is the wrong 
customer. 
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Slide 9:  Sourcing Strategy 

This is a heat map showing a 10,000 foot view of a brand’s leverage with their 
portfolio of factories manufacturing for them.   

The x axis represents units purchased, the y axis is total factory production.  The 
numbers in the matrix are the number of factories in that coordinate.  The dark 
green squares represent factories where the buyer has significant influence or 
purchasing over 45% of total production.  The light green is 26-44%.  The yellow is 
16-25% and the red is 1-15%.  It is worth noting that other factors go into 
influence such as whether a top 3 customer, long term relationship, growing 
order flow etc. 

You can see that vast majority of factories are red.  While this brand may have 
found unique product at a good price in the red factories, they have created a 
fundamental issue for themselves with respect to convincing a factory to invest in 
improvement, whether it be social compliance or quality.   If the red and yellow 
factories were not evaluated for their alignment, it is not too hard to imagine 
problems and little in the situation that will allow resolution. 

  

 

Slide 10:  Selecting the Right Supplier 

Supplier selection is one important component of supplier relationship 
management which is another idea whose time has come in retail.  Supplier 
relationship management is a much more holistic approach to nurturing and 
developing collaborative working relationships.  Supplier selection is the first step.  
While there are many more dimensions to consider, these three are helpful for 
illustrative purposes.   
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The more transactional the relationship, the less likely the factory will do anything 
beyond the basics for you the customer.  It may be that a factory is really 
immature in its management systems and management is old school and unlikely 
to change, so the likelihood for real change is limited.  Similarly, if the factory is 
seeing 15% worker turnover a month and doesn’t see this as a problem, these are 
indicators of problematic social and/or quality performance and a leading 
indicator of the factory’s potential for improvement or lack of. 

The bottom line is that many of the perceived purchasing practices issues can be 
addressed up front with better supplier selection. 

 

 

 Slide 11:  The Factory Perspective 

Let’s look for a moment at the factory’s perspective.  In 2012, ELEVATE surveyed 
on behalf of GSCP a number of factories to understand what purchasing practices 
they saw contributing to their CSR challenges.   

These were: 

• shorter lead times 
• nominating suppliers 
• late approvals 
• smaller order quantities 
• excessive sampling 
• payment terms 
• poor planning 
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Several of these reflect on poor retailer/brand process.  These are hard to 
address, particularly if it relates to one individual buyer.  We have worked directly 
with suppliers that have cited similar issues as contributors to their 
noncompliance and to our surprise, very few actually documented the 
occurrences.  Careful documentation can be a helpful way of beginning a 
dialogue.   

 

 

Slide 12:  The Reality 

However, for many of these issues, the factory needs to keep in mind that the 
retailers and brands will source according to the demands of their market and 
customers and be careful to understand the nature of the issues they want to 
start a dialogue about. 

Along these lines, a factory is not going to be able to change a retailer who is 
trying to reduce the design to shelf cycle. 

And factories are not going to change order sizes when retailers are trying to 
better manage inventory or better match the fashion demands. 
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Slide 13:  It’s About Choice 

Purchasing practices are a tricky issue.  It can be a function of the retailer/brand 
getting their acts together, but is also a little more complicated. 

From the ELEVATE perspective, we believe it is in many cases the purchasing 
practices issue is more about choice.  For retailers/brands, the choice to: 

• Pick the right suppliers – match your approach 
• Adopt SRM - supplier relationship management 
• Be a better buyer 

For suppliers, the choice to: 

• Develop business with the right customers 
• Align with the right agents/suppliers 
• If buyer practices are really an issue, document it, quantify the impact and 

share the findings. 

 

 

Slide 16:  ICTI CARE Process Overview:  Current Status 

The positive here is the success of our continued improvement process.  

 

 

Slide 17:  ICTI CARE Process Overview:  Current Status 

The encouraging news here is that even the TIA retail members like Toy R Us and 
Wal-Mart have signed up to only source toy product from ICP factories. 
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Slide 19:  Risks to ICP and Brand Reputation 

Brand perceptive critical risks associated with suppliers: 

- Business disruption, 
- Brand reputation,  
- Liability (Human Trafficking Law in CA), 
- Cost and quality impacts 

Supplier can disrupt their customers business:  According to Business Continuity 
Institute survey, 85% of companies report having experienced a supply chain issue 
that disrupted informal business activity; 21% had loss for a single incident, 39% 
of disruptions originated below the tier one supplier. 

 

 

Slide 20:  Risks to ICP and Brand Reputation 

- Fierce competition with service industry – like hotel, restaurant, travel in 
general, labor pool is shrinking.  (From today 125 million young workers to 
less than 95 million by 2020.) 

- Competition with other mass market consumer products industries 
- Workers less interested in labor intensive mass market consumer products 

– Generation Y (Chinese workers born after 1990) 
- More than half of the population is now living in cities 
- Communication of workers – all have smart phones today which is the new 

way of communication 
- Worker compensation from 2004 - 2013 – Shanghai 625-1,450 CNY (132%); 

Guangzhou 500 to 1,550 CNY (210%); Shenzhen 500 to 1,600 CNY (220%) 
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Slide 21:  4th Annual Factory Survey:  Factory Manager Views 

In comparison to the previous year’s results, the top six most significant business 
issues remain more or less the same. Increases in raw material costs continues to 
be the top challenge the factory is facing, whereas worker retention rose from 
number 6 to top 3.  All of the issues reduced, percentage-wise, from 2011 to 
2012, except worker retention, which significantly gained. 

 

Slide 22:  4th Annual Factory Survey:  Factory Manager Views 

From the respondent’s point of view, the top three things that can be helpful are 
better production planning, increased order volume and long-term strategic 
partnership. We can see that all top three measures are in regard to the buyers.  

Despite the fact that worker retention is a big challenge, respondents are less 
convinced that measures to improve worker-management communication would 
be of great benefit. Only approximately one fourth (27%) chose this option as one 
of the top three helpful measures.  

Factories need more insight into customer strategic needs (e.g. if factory 
customers are trying to shrink an order from 9 months to 6 months to shelf, they 
should  align with the factory and inform them about it as early as possible).   

Brands need to work more closely with factories to help them understand and 
work around their strategic needs to meet them. 
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Buyers understanding supplier risks can reduce cost to brands: 

- Improved assurance of supply 
- Cost predictability 
- Material costs savings 
- Inventory cost reductions 

 

Slide 23:  ICP Helpline: Factory Worker View 

The Helpline service was started in April 2010, it’s currently available to 1.4 
million factory workers in 2,400 factories.  This confidential service provides an 
important mechanism for worker information and complaints.  Most calls 
received have to do with inquiries. 

About 2,900 worker enquiries are received annually.  During the peak season (July 
to September) we received approximately 300-350 enquiries per month.  Most 
highly cited issues (resignation, leave) reflect the worker desire to leave 
employment, cash flow problems and worker needs during periods of peak 
productivity. 

The Helpline creates a win-win solution.  It provides workers with personal 
support, and knowledge about occupational safety, labor rights, and wage and 
benefit entitlements under national labor law in addition to a confidential 
grievance mechanism.  ICP staff can follow up with the factory to achieve a 
quicker resolution of any worker related issues.  These processes help to reduce  
employee turnover and promote better working conditions. 

  

Slide 25:  Three ICP Studies Conducted in 2012 

Studies show recognition received for the ICP audit protocol.  We have factory 
commitment, but also need brand commitment and a verification tool to show 
transparency in the commitment.  An ICP Task Force is considering some options. 
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Slide 26:  Management Capacity Building Program 

Brands need to engage more in the process.  The Management Capacity Building 
Program is a powerful tool we are developing to help factories on probation and 
reflects a good example of best practice.  This approach will help to reduce risk 
going forward and ensure more reliable suppliers.  We encourage brands to 
consider the opportunity to fund this valuable program. 

Slide 27:  Business Case 

When a factory is confronted with the variety of initiatives and obvious 
investment required to build capacity, as Christian has just outlined, it is clear that 
just saying do it and expecting results is unrealistic.  If we think for a moment 
about wage gaps, to close a wage gap, a factory has to change their salary 
structure and increase their overall compensation cost.  This change will impact 
them for at least a year and probably more.  Yet, few customers are willing to 
commit to multi-year contracts.  How then is the retailer/brand going to convince 
factory management to invest in sustainable change?  
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Slide 28:  Social Performance is a Function of Business Performance 

When all is said and done, many of the most significant social compliance 
problems experienced in factories such as underpayment of wages, excessive 
working hours and bad working conditions are rooted in problematic business 
performance.  Monitoring and managing to metrics such as those in this slide can 
be helpful in highlighting the connection between compliance and workforce 
stability, the cost of ramping up new workers, defect rate and lost working hours. 
ELEVATE has seen this work and knows the connection.  As such, it must be 
possible to identify the benefits associated with fixing a business performance 
problem and the money that is freed up as a result. 

 

 

Slide 29:  The Cost of Turnover 

Due to the labor shortage, Chinese factories struggle with worker turnover.  BSR 
developed a model about 5 years ago that estimated the cost of replacing a 
worker.  On this slide, you can see the various categories of cost and dollars 
associated with them.  Total cost to replace a worker is $360.  This may seem like 
a lot, but we have done a lot of work ourselves monitoring how long it takes new 
workers to produce at levels equivalent to the factory average and this creates a 
significant productivity drag …what we call lost hours.  When you factor in the 
increase in defect associated with new workers, this number looks plausible. 

If we look at a 1,000 worker factory that needs to replace 70 workers a month, 
the total cost is $25,200 a month.  The total cost for the year would be $302,405.  
If the factory was able to retain just 50% of those lost, it would save $151,202.    
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Slide 30:  Investment Payback 

This next slide is a payback analysis we applied to a factory that was losing 465 
workers each Chinese New Year’s.  We calculated the total cost of the loss based 
on cost per worker estimates from Business for Social Responsibility (BSR), 
ELEVATE – high and ELEVATE – low.  The factory invested in a number of worker 
retention initiatives totaling $52,227.  Based on the BSR replacement hire cost of 
$360 per worker, the payback would be 7.49 months.  For the ELEVATE – high 
cost, the payback would be 9.66 months.  Both are attractive paybacks.  This type 
of analysis can be helpful in quantifying the opportunity and getting factory 
management buy-in.  

 

 

Slide 31:  KPMG/IDH/INFACT Report 

Along these lines, KPMG LLC, IDH (Sustainable Trade Initiative), and INFACT, now 
ELEVATE, recently released a report called “Business case analysis for responsible 
electronics.”  INFACT/ELEVATE is the program manager for the IDH Electronics 
program which in includes  5 major brands, Dell, Phillips, Hewlett Packard, Apple 
and Nokia and has a target of 100 factories.  One of the key elements of the 
program is monitoring and measuring business and social performance indicators.  
The data collected provided the basis for the business case analysis. 

In this case, what was found was: 

• Where efforts were made to address social compliance root causes 
through improving operational efficiency, the payback was 4 months and 
impact on margin was .38%. 

• By investing in air conditioning and heat shields, the payback was 7 months 
and a .26% increasing in margin. 
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• Investing in 2 different types of worker management dialogue initiatives 

also showed a reasonable payback, albeit longer and with a more limited 
impact on margin.  

As with the BSR worker turnover model mentioned earlier, there are ways of 
quantifying the financial benefits and return on investment.  

 

 

Slide 32:  Learnings 

As we have found in our many engagements and in the work we have done with 
IDH, there is a business case for better social performance. 

Many of social compliance root causes are related to business performance 
issues.  By fixing the business issue, can position to address the social. 

And central to all this, more frequent, comprehensive and holistic reporting can 
help identify the opportunity and provide the basis for more informed choices. 

 

 

Slide 33:  Benefits of ICP Brand Commitment 

In conclusion, I would encourage transparent brand commitment under the ICTI 
CARE Process to ensure the program’s credibility.  Also, that brands support the 
ICP Helpline, factory poster and CARE Card distribution, and cultivate more 
strategic engagement with suppliers.  This is the best way to ensure social 
compliance and to avoid business disruption, risk to brand reputation, liability 
(e.g., Human Trafficking Law in CA), and cost and quality impacts.   
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