Vermont Law School

Ecological Economy

Maritere Padilla Rodríguez

Prof. Gary Flomenhoft

Final Paper: Economic Alternative for Gap’s Sweatshops.
I- Introduction


The GAP is one of the brands under the international specialty retailer Gap Inc.  Within Gap, Gap Kids, Baby Gap, Gap Body, Banana Republic and Old Navy this international specialty retailer offers clothing, accessories and personal care products for men, women, children and babies.  Gap Inc. operates more than 3,000 stores worldwide in countries like United States (US), United Kingdom, Canada, France, Japan and Germany.  Also, there is a Gap shop in every state of the US and Puerto Rico.  Gap Inc. was founded in 1969 and today it employs more than 150,000 people worldwide and its 2003 revenues were of $15.9 billions.
Gap Inc. is an expertise in design, merchandising, marketing and retailing of casual clothing, but manufacturing requires another type of expertise.  That is why the company uses third-party garment manufacturers to produce the clothes it sells.  A garment manufacturer can have its own facility or may own more than one factory, or subcontract with others.  When Gap Inc. is selecting a garment manufacturer these are the factors it takes in consideration: 
· Particular needs for the order; how many units it needs to produce; when do it needs the product to arrive in its stores.

· Expertise of the factory to make the particular item.
· Business history of Gap Inc. with the factory.

· Quality of the factory’s products and how ethical and reliable is the factory.

· How much the finished goods are going to cost.

· Finally, the company takes in consideration if the factory is willing to follow the Code of Vendor Conduct.

As it was stated by the company, the main goal behind these factors is “to ensure everything we sell in our stores is made with quality, care and integrity”.  Table 1 presents a list of countries in which Gap Inc. has garment manufacturers worldwide.

	Table 1: Gap Inc.’s List of Countries with Garment Manufacturers, October 2003.

	America
	Europe/Mediterranean
	Africa/Middle East
	East Asia
	Southeast Asia

	Brazil
	Belgium
	Bahrain
	China
	Bangladesh

	Canada
	Bulgaria
	Botswana
	Hong Kong
	Brunei

	Colombia
	France
	Egypt
	Japan
	Cambodia

	Costa Rica
	Greece
	
	North Marianas/Saipan (U.S)
	India

	Dominican Republic
	Hungary
	
	South Korea
	Indonesia

	El Salvador
	Italy
	
	Macau
	Malaysia

	Guatemala
	Malta
	
	Mongolia
	Nepal

	Honduras
	Moldova
	
	Taiwan
	Pakistan

	Mexico
	Portugal
	
	
	Philippines

	Nicaragua
	Romania
	
	
	Singapore

	Peru
	Russia
	
	
	Sri Lanka

	USA
	Spain
	
	
	Thailand

	
	Turkey
	
	
	Vietnam

	
	United Kingdom
	
	
	


Gap Inc. Social Responsibility Report

Currently there is a social concern about the work conditions of Gap Inc. garment manufacturers’ factories.  In response to this concern the company has increased its transparency with a Social Responsibility Report in which the president of the company Paul Pressler said: “As international trade agreements are negotiated, we’re supportive of additional efforts to strengthen compliance with national laws and international labor standards”.  In addition, the company explains how in 1996 it created the Code of Vendor Conduct, which clearly prohibits child labor, forced labor and discrimination, and protects freedom of association and other rights for workers.  This code includes a global monitoring program of its compliance using Vendor Compliance Officers (VCOs).


Even though the company is making some internal structural changes in the company, clearly it is not enough. In January 1999, a U.S. federal class-action lawsuit was filed against 18 apparel retailers (including Gap Inc.) that had garment manufacturers in Saipan, which is part of the US Commonwealth of the Marianas Islands.  The lawsuit alleged poor factory conditions and mistreatment of immigrant workers who came from China, the Philippines and other countries.  In response to this lawsuit, Gap Inc. required that employment contracts must be written in the workers’ native languages and workers must be paid at least the local minimum wage.  The problem is that even though the Marianas Islands is a Commonwealth of the US, the national labor standards of the country, which establish minimum wages, do not apply to the governments of these islands. 


The Department of Labor of the US defines that when a work place violates two or more of the most basic labor laws including child labor, minimum wage, overtime and fire safety laws, it is called a sweatshop.  Therefore, the garment manufacturers of Gap Inc. are classified as sweatshops when they violate the minimum wage standard of the US.  Based on this situation there is a need to create an economic alternative for Gap Inc.’s sweatshops.  This paper tries to provide this alternative from the US national point of view with an international effect.  Based on the globalization movement that the US companies are pushing, the economic alternative could be applied to other companies that are in a same situation as Gap Inc.
II- Analysis

Scale is the physical size of the economic subsystem relative to the ecosystem that contains and sustains it.  Gap Inc. has a huge effect on the global economic scale.  With all its marketing techniques it has created a NEED to have Gap’s products.  For example, in its internet website Gap promotes consumption giving the woman customers the option to find their fit and getting a free ship offer while including the advertisement of bags and all the other product categories for men and kids in the family (see page 8).  Gap’s marketing and advertisement create new demand for its products, increasing environmental externalities from the production process and the use that each consumer gives to the products.  Actually, the advertisement effect is represented by Gap Inc.’s 2003 revenues, $15.9 billions.
This rate of consumption promotes global economic growth which violates the ecological economic principle of sustainable scale.  Economic growth is the quantitative increase in throughput.  Throughput is the flow of raw materials and energy from the global ecosystem, through the economy, and back to global ecosystem as waste.  To achieve a sustainable scale the economic subsystem should try to maintain a constant quantity of throughput applying development, which is the increase in quality of goods and services provided by a given throughput.  In this way instead of promoting economic growth the economic subsystem will promote a sustainable scale of the global economy.

Based on this information Gap Inc. is generating a quantitative increase in throughput by increasing its products’ demand with marketing and advertisement, violating the sustainable scale principle.  In a broader point of view, Gap Inc.’s influence on the global economic scale is helping to lead the global economy to have an uneconomic growth over its optimal scale (where costs equal benefits) because it is not taking in consideration the environmental externalities that a quantitative increment in throughput generates.

 In addition, Gap Inc. is part of the globalization movement of companies from wealthy countries.  Globalization is the global economic integration of many formerly national economies into one global economy, by free trade, free capital mobility and by easy migration.  As James Gustave Speth explained in his book “Red Sky at Morning”, within the globalization movement governments from the wealthy countries promote the competitiveness of their economies by minimizing environmental and other global standards.  Labor standards are part of this set of standards.  
Specifically, if a developing country wants to increase its exports it must be able to sell its products in the global competitive market.  As a consequence, because developing countries do not have the technologies to reduce production costs, the alternative to achieve this cost reduction is to reduce wages in the labor sector.  Because of the difference of labor standards between wealthy and developing countries, there is an increasing unjust global personal distribution.    


Distribution is the apportionment of good and services among different individuals.  Global Personal distribution is defined as the income distributed among people worldwide.  When there is an unjust global personal distribution, poverty increases among people and countries.  Wealthy countries get richer and developing countries get poorer.

Globalization is a recent movement and its effects can not be analyzed in a long period of time.  Still there is some data available to demonstrate the unjust global personal distribution effect between wealthy and developing countries.  Herman Daly in his book “Ecological Economics” offers the World Bank’s Global Development Network Growth Data Base calculating the average increase in per-capita income from 1989-1999 for the 15 poorest countries (with available data) from that period of time.  He found that the per-capita income in these countries have decreased by an average of 5.5% during the decade.  In the contrary, the 15 wealthier countries from the same period of time had an average increase in per-capita income of 15.5%.  Even though this is a general data, it does demonstrate the distribution effect of globalization. 
This effect can also be recognized more specifically in Gap Inc.’s role within the global economy. For example, because the US labor standards do not apply to the Marianas Islands or Saipan, there is an unjust global personal distribution of the Gap Inc. $15.9 revenues of 2003.  The sweatshops workers are not receiving the incomes or wages they deserve and their country is not receiving the economic benefits it should obtain from its exports.  Actually, without the sweatshops workers’ expertise in manufacturing, Gap Inc. would not be able to achieve these revenues, which is mostly enjoyed by the US.  
This situation could be happening with other companies in the nation and therefore, there is a need for an economic alternative from a US national point of view, with a positive international effect on labor standards in order to achieve a just global personal distribution.  As Gustave Speth also affirmed, based on social equity and environmental protection “If the world wishes to evolve toward an international economy, and it certainly seems to, it will need to develop an international polity equal to the challenge of governing its newly global economy.” 
III- Economic Alternative


Gap Inc. has a huge dependency on its product imports to the US; therefore an efficient way to control a fraction of its revenues is through a tariff on its imports.  The Constitution of the United States vested all the legislative power on Congress and it should be this branch of the federal government the one to take this initiative.  Congress should create a statute that gives the Department of Commerce of the United States the power to create a tariff on those imports that come from countries with lower labor standards than the US, and which are the products of companies incorporated in the US that are part of the globalization movement.  Gap Inc. would be one of these companies.


The tariff returns created by Department of Commerce should not stay in the United States.  The tariff returns should be used to create international subsidies specifically allocated on the labor sector of those countries where the imports come from; like Marianas Islands or Saipan.  Even though the creation of a tariff on imports could have as a consequence the decrease in demand for imported products in the US, the benefits of having the resulting subsidies allocated in the labor sector of the countries where the imports come from justifies the risk.  
For example, with these subsidies the Marianas Islands’ labor sector could develop new technologies to reduce production costs and of course, the government shall increase the wages and income of workers.  These benefits will overcome the possible decrease of imports’ demand in the US.  In addition, if the imports’ demand decreases, consumption may also decrease and this could have a positive influence on the global economic scale by reducing the throughput quantity.  If US companies have any concern about the creation of the tariff, the Department of Commerce’s action could always be subject to judicial review in the Federal Court of International Trade, which is a federal specialized court.       

The real challenge is to find an effective way to allocate the international subsidies.  Allocation is the process of apportioning resources to the production of different good and services, in this case the international subsidies.  A good alternative is to give the subsidies to the International Labour Organization (ILO) instead of to the countries governments.  This will assure that the respective governments will not allocate the subsidies in any other sector that does not satisfy the purpose of this economic alternative.
ILO was founded on 1919 and is the United Nations specialized agency that promotes international social justice and labor rights.  The agency creates international labor standards (see reference #4) in the form of Conventions and Recommendations.  These international labor standards address the following labor rights: freedom of association, the right to organize, collective bargaining, abolition of forced labor and equality of opportunity and treatment (internationally).  One of the ILO principal strategies is to work with workers, employers and government as equal partners.  Specifically, ILO organizational structure has a Governing Body which is composed of 28 government members, 14 employer members and 14 worker members.


Based on ILO’s purpose and structure it represents a realistic alternative to effectively allocate the US international subsidies in to the labor sector of other countries.  As a consequence the unjust global personal distribution will be alleviated and this economic alternative will give Gap Inc. and all the US companies an effective way to reduce the social concern about the working conditions of the factories that manufacture its products.  This does not means that Gap Inc. and the other US companies should not keep changing its internal structures in order to achieve the same results, because to be more efficient the companies’ cooperation is essentially needed.  
In conclusion, based on a long term perspective, this economic alternative will help to create a better global economic structure, based on social equity and economic sustainability.  It is also a call for wealthier countries to assume their global ethical, social, environmental and economical responsibilities.  If the world has a limited scale, those countries which are consuming the biggest fraction of it should allow other countries and futures generations to enjoy the fraction they own and deserve.  We are all equal and this has never changed; why we keep trying to increase our wealth by diminishing others’?   
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