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INTRODUCTION
On April 24, 2013, the Rana Plaza building in Savar, Bangladesh collapsed, 
killing more than 1,100 people — mostly garment workers. This and other 
recent tragedies in Bangladesh and elsewhere highlight the serious risks 
that labor conditions can pose not only to workers, but to organizations’ 
reputations, supply chains, and bottom lines. The collapse also served as a 
reminder of the low wages earned by factory workers in many parts of the 
textile industry. For some of the world’s largest suppliers and retailers, the 
Rana Plaza incident brought widespread negative attention regarding their 
sourcing of textile goods.

Organizations sourcing textiles from this region have made concerted 
efforts — often as a result of stakeholder pressure — to better understand 
and improve the practices of companies within their supply chains. The 
Rana Plaza incident clearly reinforces that labor-related globalization risks 
require strong management, greater visibility, increased vigilance, and 
continuous improvement. Retailers and their suppliers should seize this 
event as a catalyst to more fully identify and understand their risk exposures, 
reform and strengthen workforce safety practices, and improve supply chain 
and reputational risk resiliency. Doing so will help ensure continuity of 
operations at critical supplier sites and along the entire supply chain, while at 
the same time better protecting workers.
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BANGLADESHI LABOR AND THE 
GLOBAL TEXTILE ECONOMY

LOW COST

Bangladesh is an important location for the global 
textile trade. It is a top-five exporter of textile goods 
and a key link in the supply chain for many retailers. 
For more than two decades, this South Asian country 
has benefited economically by tapping into Western 
demand for apparel. Its textile exports totaled more 
than $20 billion in 2012, according to the World Trade 
Organization (WTO), and make up approximately 80% 
of Bangladeshi annual exports. The country’s garment 
industry has given social mobility opportunities to 
many people, especially women, through steady, though 
low-wage, employment.

Bangladesh’s low-cost production capability makes it 
one of the most attractive global markets from which to 
source primary retail goods for demanding consumers. 
Textiles/apparel is a capital-intensive and price-sensitive 
industry. Raw materials — for example, cotton — 
currently account for 50% to 60% of total production 
costs. Labor costs in the supply chain amount to 30% 
to 40% of total production costs, a figure that is rising 
in markets like China, where wages have increased 
approximately 20% each year. 

With one of the world’s lowest minimum hourly wages 
(see Figure 1), the outsourcing to Bangladesh of garment 
production is affordable and attractive to companies 
facing tight margins and heavy competition. These 
low wages help maintain low prices for consumers and 
stable, profitable margins for producers and retailers. 

However, retailers that outsource to third-party 
manufacturers in low-wage countries face significant 
short- and long-term reputational risk, and may 
encounter stakeholders demanding that they only 
source to manufacturers that have improved, safe 
working conditions and fair, equitable wages. Retailers 
that do not manage these risks and meet expectations 
may be forced to relocate production, or may lose 
customers. The implications for operating margins and 
competitiveness are significant.

FIGURE 1: HIGHEST AND LOWEST MINIMUM WAGE 
COUNTRIES

COUNTRY MINIMUM HOURLY WAGE

Australia US$16.91

France US$12.68

Britain US$9.66

United States US$7.25

China (Beijing) US$2.24

Vietnam US$0.27–0.39

Pakistan US$0.29

Cambodia US$0.25

Bangladesh US$0.23

Sources: US Department of Labor, US Department of State, The Economist, CNN, 
National Wages and Productivity Commission (Philippines)

LABOR CONDITIONS 

In addition to being the home of the world’s lowest 
minimum wage, Bangladesh is known for its poor 
working conditions and workplace accidents. 
Unfortunately, these have persisted even after significant 
actions in the last 20 years. Bangladesh ranked as the 
world’s eighth-worst country for industrial working 
conditions in 2012 (see Figure 2).

Although the scale of the Rana Plaza collapse highlights 
current dangerous labor conditions in the textile 
industry, issues of labor and human rights in Bangladesh 
stretch back over decades. The extent of the Rana 
Plaza tragedy was magnified by previously observed 
deficiencies, including the discovery of cracks in the 
building, which had led many tenants to immediately 
close shop to protect their employees. The garment 
factories located in the building, however, stayed open. 



Marsh • 3

Two other recent events show how labor conditions 
in Bangladesh, despite years of government and 
international corporations’ efforts, still leave much room 
for improvement. 

 • Investigations following a November 2012 fire at the 
Tazreen Fashion factory in Dhaka showed that a major 
retailer was aware of safety deficiencies, but did not 
implement reforms or invest the required capital to 
improve fire safety.

 • In April 2012, Aminul Islam, a labor activist in 
Bangladesh, was murdered. According to media 
reports, labor organization and activity grew following 
his death.

In the wake of the Rana Plaza tragedy, the Bangladeshi 
government guaranteed labor rights. The rise in 
organized labor in Bangladesh places upward pressure 
on wages, and thus costs, and adds to the pressure for 
organizations to invest in higher quality workplaces.
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FIGURE 2: MAPLECROFT’S WORKING CONDITIONS INDEX

Maplecroft’s “Working Conditions Index” tracks over time violations of working 
hours, minimum wage, health and safety, and labor protections. It is part of 
the Maplecroft Human Rights Risk Atlas 2013 (www.maplecroft.com), which 
publishes annually 30 human rights risk indices and trend analysis across 
human security, labor standards, civil and political rights, and access to remedy. 
Professor Alyson Warhurst, CEO of Maplecroft, notes: “While Bangladesh has 
become the epitome of what’s wrong with Asia’s factories, this tragedy could as 
easily have happened in Myanmar, Pakistan, China, Indonesia, or India, which 
are even riskier for brands with supply chains in those economies.”  

Source: Maplecroft

RANK COUNTRY CATEGORY

1= Eritrea Extreme

1= Myanmar Extreme

1= North Korea Extreme

1= Somalia Extreme

1= Syria Extreme

RANK COUNTRY CATEGORY

6 Afghanistan Extreme

7 DR Congo Extreme

8 Bangladesh Extreme

9 Iraq Extreme

10 Haiti Extreme

l	EXTREME RISK (0 – 2.5) l	HIGH RISK (>2.5 – 5) l	MEDIUM RISK (>5 – 7.5)

l	LOW RISK (>7.5 – 10) l	NO DATA
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INTERNATIONAL REGULATIONS AND STANDARDS

A number of international standards, protocols, and 
regulations have been established by governments and 
non-governmental organizations (NGOs) — including 
the International Labor Organization (ILO), labor 
unions, and other activist groups — in an attempt 
to improve working conditions in Bangladesh and 
elsewhere. Overall, these measures seek to establish a 
culture of awareness and oversight when it comes to 
garment manufacturing workplace conditions. Retailers 
should be mindful of these standards when selecting and 
vetting suppliers.

Furthermore, in the aftermath of Rana Plaza, many 
NGOs have advocated for new standards. In Europe, 
this has led to an agreement whereby retailers pledged 
$60 million over five years to conduct more rigorous 
safety inspections, become more transparent in 
disclosing poor working conditions, and pay for regular 
upkeep at their factory sites and those of their suppliers. 
US companies, however, have not signed the European 
retailers’ agreement, due in large part to the potential 
for high litigation costs, and plan on addressing the 
issue independently. The European Union and US 
government have pressured the Bangladeshi government 
to enact workers’ rights reforms or risk losing duty-free 
trading access to Western markets. 

UNDERSTANDING THE RISK
The Rana Plaza tragedy involves nearly half of the 
top 20 risks of 2013, as identified in a recent survey of 
risk professionals and C-Suite executives (see Figure 3). 
Many of these risks, even on their own, can lead to 
costly disruptions for retailers, where even the smallest 
interruptions can amount to big losses. The highlighted 
risks fall into three broad groups: reputational, 
compliance, and supply chain/business continuity.

REPUTATIONAL RISK

Damage to their brands in the wake of the Bangladesh 
tragedy has been one of the most serious reputational 
risks for retailers, particularly as the apparel market 
can be both fickle and highly competitive. Younger 
customers are typically more sensitive to issues that 
are broadly defined as part of a corporation’s social 
responsibility. These customers have many options and 
little to no barrier to changing brand loyalty. As some 

of the world’s largest and most successful retailers 
discovered in the 1990s, issues such as labor rights and 
child labor can cause long-term damage to brands, sales, 
and a company’s or affiliated celebrity’s reputation.

The most recent Bangladesh incident differs from similar 
past events as it has not been closely associated with one 
brand. As a result, corporate reputations have not been 
directly affected, though in a few instances, consumers 
and activists have taken note of and engaged in criticism 
of brands thought to be or actually manufactured there. 
It should, however, be a harsh reminder to every major 

FIGURE 3: TOP RISKS 2013

RISK

1 Economic conditions

2 Business disruption

3 Legal or regulatory shifts

4 Litigation or claims

5 Regulatory compliance

6 Brand/reputation

7 Natural disaster

8 Cash flow/liquidity

9 Insurance (availability, limits, claims payment)

10 Destruction/loss of physical resources

11 Workforce health and safety

12 Industry or sector-wide events

13 Capital availability

14 Technology/systems failure

15 Talent availability

16 Business continuity/crisis management execution

17 Data security/privacy breach

18 Competitors

19 Destruction/loss of human resources

20 Market forces (demographics, trends, etc.)

Source: Excellence in Risk Management, 2013, Marsh and RIMS
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retailer that the well-being of their reputation and brand 
has been outsourced in many respects. The potential 
reputational risk should be carefully considered in 
making any number of business decisions, particularly 
in areas where the company has little direct control. 
Financial drivers and operational realities are clearly 
critical in decision making, but overlooking reputational 
risk puts the health of a retailer’s various brands at risk.

Companies need to carefully consider their approach 
to reputational risk and crisis management by asking 
questions such as:

 • Are we prepared to respond to an event like the 
collapse of Rana Plaza if it happened at one of our 
suppliers’ factories?

 • Will we get prompt and accurate information?

 • Do we have the capability to manage response at 
the local level?

 • How is the broader impact going to be measured and 
anticipated, and the overall impact reduced?

 • How are we going to retain credibility in the 
marketplace and the trust of consumers? 

The effectiveness of corporate response is at least as 
important as the underlying event that can precipitate 
the reputational risk. Thinking about it for the first 
time when something terrible has happened likely 
will result in a slow, poor, inconsistent, and highly 
damaging response.

COMPLIANCE RISK

The second area that companies need to closely evaluate 
is compliance-program risk. Compliance programs 
have long been an important part of the industries’ 
response to these challenges. But despite decades of 
various NGO and third-party compliance programs and 
company-specific efforts, the Rana Plaza tragedy suggests 
that a major overhaul of the approach to compliance and 
standards is needed.

AUDITING

Although organizations have conducted routine supplier 
audits since the 1990s, the process and procedures 
involved have proven ineffective in preventing 
mass-scale human tragedies. Facilities at risk are 

slipping through the cracks of standardized audits such 
as the Business Social Compliance Initiative (BSCI) 
system. Here, auditors’ focus has shifted away from 
worker safety toward product quality. In addition, 
factory owners’ impact on the auditing process can 
easily skew the results in their favor; not only are they 
aware of impending audits well before they occur, 
they also provide the key input at the core of auditors’ 
assessments. For this reason, worker safety benchmarks 
are often misreported or ignored. 

Organizations looking to improve the audit process and 
better safeguard their reputations may want to reconsider 
how it is currently structured and implemented, 
and introduce a process that is more standardized, 
meaningful, and less prone to manipulation. This 
process could include:

 • An expanded audit checklist.

 • Longer audits (lasting days as opposed to hours, and 
greater depth of document reviews).

 • More frequent unannounced inspections.

 • A detailed factory ratings system with formalized 
corrective action planning and return audits.

 • Information systems upgrade to provide a state-of-
the-art factory conditions database that can more 
effectively target problem areas/sites.

 • Greater worker engagement in factory audits (greater 
awareness of the process, anonymous feedback/
questionnaires, and reporting).

 • 24/7 remote surveillance via webcam.

OPERATION EVALUATIONS

Historically, emerging markets have had a tendency to 
lag more mature markets on fire safety standards and 
building codes. This creates risk issues in life safety 
and fire safety when operations expand rapidly, using 
buildings that are possibly not adequately designed for 
the occupancies. When new construction is undertaken, 
the standard levels of life safety and fire safety designs 
expected in other parts of the world are often not in 
existence nor applied, unless otherwise mandated. The 
result is an increased risk to outsourcing businesses, the 
supply chain, and local personnel. 
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Buildings in emerging countries that do not meet 
current fire safety and construction standards is not 
a new issue — similar conclusions could be drawn 
looking at Japan, for example, in the 1960s and 1970s, 
as more businesses outsourced production to Asia. The 
difference today, however, is that there is a much greater 
reliance on outsourcing across businesses than there was 
40 years ago.

To address life safety and fire safety risks, organizations 
should establish a baseline requirement assessment that 
can be applied when evaluating their own operations — 
or their vendors’ operations — in the supply chain.

TRANSPARENCY

A reinvigorated audit process and other measures could 
help retailers and their suppliers address inconsistent 
compliance with global and local workplace regulations 
and standards. For example, one major clothing brand 
decided to source its apparel from a factory that was 
previously banned by a market-leading retailer. The 
clothing brand suffered a reputational hit with the 
retailer for not adhering to its policies, and the retailer 
(along with its industry peers) faced growing pressure 
from consumers to implement real reforms. 

Greater understanding of regulations and standards 
and increased transparency of operations would help 
retailers and their suppliers meet their compliance and 
reputational risk management objectives in Bangladesh 
and other countries.

SUPPLY CHAIN RISK

DISRUPTIONS

Bangladesh’s textile industry plays a key role in the 
retail industry’s supply chains. As a primary supplier 
of apparel, Bangladesh is the central sourcing location 
for the industry’s largest markets, including Europe 
and North America (see Figure 4). The retailers 
involved are global organizations that provide apparel 
to prosperous markets in the West and Asia. Their long 
and complex supply chains make them more susceptible 
to serious tragedies and disruptions such as the 
Rana Plaza collapse.

Events that disrupt supply chains, whether from 
natural catastrophes or human causes, tend to increase 
the cost of doing business for international retailers 
and textile manufacturers. They also can affect how 
consumers, the media, and others perceive corporate 
social responsibility. 

FIGURE 4: BANGLADESH’S TEXTILE EXPORT MARKETS
 

Source: The World Bank

EU 59%CANADA 4%

US 32%
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BUSINESS INTERRUPTION COSTS

For major retailers, consistent production and delivery 
of apparel is essential in order to maintain profitability. 
As a result, any disruption that forces the supply chain 
to reroute away from the status quo or that requires 
higher costs will significantly impact the company’s 
balance sheet. For these organizations, the potential 
cost of supplier breakdowns is huge. It is estimated  
that it would take approximately one full season for a 
retailer to build up the trust and infrastructure to resume 
normal operations at a different site or in a different 
country. For the major retailers, this is simply too much 
time to take a loss and remain viable, as profitability 
is determined for them in the mere number of days a 
supplier(s) is offline.

VISIBILITY

Global organizations often have intricate networks of 
suppliers to help them meet demand, including the 
subcontracting of manufacturing processes by primary 
(first-tier) suppliers. The tragedy in Bangladesh exposed 
a number of problems associated with this model, 
such as the flawed factory auditing framework (where 
first-tier suppliers often neglect to do audits unless 
explicitly requested to do so by the retailer) and the 
inherent tension between retailers and their suppliers 
over compliance enforcement and supplier liability. 
These divisions and overall lack of connection between 
the retailer and its critical second-tier suppliers present 
major vulnerabilities, as an organization could easily 
be blindsided by even a small business interruption or 
reputational disruption.

In addition to pushing for multi-tier factory audits of 
suppliers, retailers should seek out personal connections 
with suppliers. Networking relationships between 
suppliers and their subcontractors can create a unified 
culture of safety needed to maintain an ethical working 
environment throughout the supply chain. 

This environment can also be accomplished through a 
well-written contract with suppliers, as well as a formal, 
multi-step signing process within the organization 
(including legal, compliance, and the contracts office) 
to ensure via approvals that all relevant standards are 
sufficiently met. Within the contracts, the use of well-
placed penalties for non-compliance on the part of 
the supplier can provide a strong financial incentive to 
improve factory safety. Here, the US federal government 

provides organizations with a helpful guideline, going so 
far as to publicly blacklist suppliers whose practices are 
highly questionable. Additionally, shorter-term contracts 
with suppliers give organizations the ability to make 
swift, reputation-saving changes in sourcing. 

MANAGING THE RISK
Even though major retailers and suppliers have 
sourced from Bangladesh for decades and have worked 
to improve labor conditions in the past, they still 
face serious reputation and supply chain crises. In 
the aftermath of Rana Plaza, there are several steps 
organizations can take to: 

 • Become more aware of the risks presented by 
outsourcing and by situations as they develop — and 
incorporate reputational considerations into their 
overall plan. 

 • Implement a consistent, reliable, and measurable 
framework for solving problems.

 • Gain greater resiliency.

 • Ensure an appropriate response to potential or 
actual crises. 

Make an informed risk decision: Although the moral 
aspects of this issue are straightforward (that is, the 
working conditions at the factory in Savar were unsafe 
and unacceptable), the decision to keep sourcing 
from Bangladesh is more nuanced and complicated. 
Organizations should ensure they take the broadest view 
possible of all the risks they face, including reputational, 
supply chain, political, and workforce health and safety. 
Active monitoring and data analysis with a strong 
methodology should factor significantly in creating 
the business case for any risk decision, particularly 
one as momentous as whether or not to continue 
operations in Bangladesh.

Staying in Bangladesh eliminates the large opportunity 
cost of changing the supply chain: Even with wage 
increases, Bangladesh would remain a very competitive 
place from which to source textile goods. The shared 
history between organizations and their suppliers, 
combined with the country’s economic reliance on 
apparel exports, make Bangladesh an ideal location to 
profitably meet the strong demand of global consumers. 
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Much like in the 1990s, organizations can work to regain 
the trust of consumers and the international community 
through improving working conditions in Bangladesh, 
especially through reforming and strengthening audit 
processes. The Bangladeshi government, looking 
to maintain the presence of international retail 
capital in the country, is also working to hold those 
directly involved (such as the Rana Plaza building 
owner) accountable. 

Improving crisis response and compliance frameworks 
is a must: The Rana Plaza collapse shows that 
mechanisms designed to improve safety have been 
ineffective in protecting garment workers. As a matter of 
reputational and supplier resiliency, retail organizations 
must enhance their response and resiliency programs 
and capabilities, and should reform and strengthen 
audit processes and procedures. They should also seek 
to collect and analyze data about corporate compliance, 
regulatory compliance, supply chain risk, corporate 
response readiness programs, and reputational risk so 
that their risk profiles in Bangladesh or other sourcing 
locations are clearly understood and the information is 
acted on appropriately to prevent, manage, or respond 
to a significant labor/safety issue. Active monitoring and 
data recording/analytics are also useful in maintaining 
a culture of awareness, safety, and response readiness 
throughout the supply chain. 

Responding in a timely and appropriate way is 
essential during a crisis: Today’s marketplace is so 
interconnected that crises can emerge and grow very 
quickly, or happen suddenly and catastrophically. 
Organizations need to gain visibility to problems quickly, 
and be able to understand causes and impacts as soon as 
possible or face serious reputational damage. Even those 
organizations not immediately affected can suffer by 
virtue of doing business in the affected environment (in 
this case, Bangladesh) and/or having an association with 
an affected supplier. The timeliness and appropriateness 
of an organization’s response can dramatically alter the 
impact of the situation on its reputation and business — 
and how its customers, shareholders, regulators, and 
others perceive of it.

SUMMARY OBSERVATIONS

The recent tragedy in Bangladesh has brought much 
needed attention to the safety and stability of garment 
factories in that country, the world’s second-largest 
exporter of textiles. Retail industry organizations 
and their suppliers should seize this opportunity 
to more fully identify their risk exposures, revisit 
and strengthen workforce safety practices, enhance 
internal crisis preparedness and resiliency processes, 
and improve oversight of these key areas within their 
suppliers’ operations. 

Improving supply chain and reputational risk resiliency 
in Bangladesh and other supplier countries should be 
a top priority for retail organizations. The solutions 
applied there should be based on an understanding of 
the multidisciplinary risks that emerge from sourcing in 
a low-wage country. The cost of not taking action or of 
failing to conduct the appropriate risk due diligence is 
too great for retail organizations and their suppliers. 
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SUPPLY CHAIN/CONTINUITY RISK MANAGEMENT

Taking a data-driven, financial approach that measures both risk and its mitigation, Marsh Risk 
Consulting’s (MRC) team provides unique, proprietary solutions that can help organizations 
ensure that the right plans, processes, and procedures are in place to remain competitive and 
overcome adverse, disrupting events. By increasing the transparency of critical dependencies 
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informed decisions to minimize the impact of a shock and expedite trade recovery, optimize 
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MRC’s team has worked with clients in virtually every industry, globally, providing reputational 
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overall preparedness programs designed to address your organization’s specific needs and 
circumstances. The plans and processes we help build address an array of events or issues that 
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Our team also offers experienced, real-time crisis management support that can give your 
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WORKFORCE STRATEGIES

Global organizations are seeking verification that their operations — regardless of location — 
comply with corporate objectives and mission statements related to social accountability, 
green initiatives, and protection of their reputation and brand. MRC’s award-winning Global 
Safety Excellence Assessment (GSEA) supports this verification process, using sophisticated 
technology to allow consistent evaluation, comparing the performance of all locations to 
client-established criteria. 
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