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1.  THEINSPECTION *?

The sixth round of unannounced labour inspectios earied out in September
2010.

Table 1-1: The sixth round of labour inspectiorattigipating factories

Factory Belonging Export Company Inspected before

Ningbo V-baby Co.,

LTD CAC Ningbo No
Ningbo Tianming _

Clothing Factory CAC Ningbo Yes
Ningbo Gaoxiang . _ _

Clothing Factory Ningbo Hisen United Exp. No
Ningbo Shen Yi Ningbo Hisen United Exp. NoO

Clothing Factory

In addition, separate meetings were conducted with:
- Mr. Hab Chen, from CAC
- Mr. Li Hai, from Ningbo Hisen United Exp.

Findings and comments

Since there is only one factory that has been ttsdebefore, lack of base for
comparison (before and now) is obvious. The figdithat are listed below are
relatively common for all the inspected factorieghis round, without reference
to previous inspection rounds. Some findings heeelbmsed on the talks with
representatives from the belonging export companies

\/ Good access to orders

All the factories have now good access to ordé&tse order situation has been
good since the second half of 2009. In spite ofglbeal financial crisis and
economic slowdown, the demand of Chinese textitegarment products has
recovered quickly and as matter of fact, been asirgy.

\/ Labour shortage

All the inspected factories are facing the probtd@rtabour shortage, especially
regarding the migrant workers. One factory hdgddio establish a separate

2 Special thanks to Mr. Hab Chen from CAC and Mr.Hai from Hisen, and all the
inspected factories for their remarkable coopenatind assistance.



workshop for Stormberg due to lack of labour. ‘©lieer factories are running at
half production capacity due to the labour shortage

All the inspected factories have a relatively hafpare of migrant workers in their
workforce, especially among the production workeinere the average share is
80 percent.

The problem of labour shortage is further elabalraiea special topic in chapter
2 in this inspection report.

v Working environment

The working environment is fairly good. No cleawninvestment is noticed.

\ Basic labour rights

Neither child labour nor forced labour was discedemunder the inspection.
There has been no severe labour conflict repottdidese factories. All factories
have implemented major requirements from the Cleirlebour Contract Law.
Standard written labour contracts are signed beiwtbe employers and the
employees. The employers pay social security daution for the employees
according to local regulation in Ningbo.

\ Labour conditions

At the background of labour shortage, the wage wodking conditions for
employees have been much improved. The factoreesvarking hard in order to
keep on the workforce at the factories.

It is reported a wage increase by 20 percent sinfdnis year. Other benefits,
such as free meals, free accommodation, gifts bddys, free trips home, longer
vacation on the Chinese New Year, are being rep@senell.

The labour shortage has actually contributed toravgd labour conditions at a
large degree.

This issue is more elaborated in Chapter 2.

\ Labour relations

All the inspected factories are unionized. Howewrere is no collective
bargaining taking place and no collective agreemgmed at the factories.



2. TOPICIN FOCUS: LABOUR SHORTAGE

A. Isthereareal labour shortage?

One should be a little bit precise her. Theraeasgeneral labour shortage in
China. As a matter of fact, the labour supply €dteeds the labour demand in
the Chinese labour market, which is reflected am,ihstance, a relatively high
(open or hidden) unemployment rate and difficuliredinding a job for many
university graduates.

The labour shortage we are talking about hergpisemomenon, which is:

- Region-decided, mainly in the Yangtze River de#ieea (Shanghai,
Zhejiang and Jiangsu) and in the delta region a@frlPRiver (Canton), and in
some big cities.

- Branch-decided, mainly in the labour-concentrdigit industry, such as
textile and garment, shoes, toys, electronics, etc.

- Skill-decided, mainly concerning the skilled-werk and operators.

- Workforce type-decided, mainly referring to thegrant workers.

For many factories, such as the inspected garmemtbries in Ningbo, this
“labour shortage phenomenon” is quite real and basn accelerating and
deteriorating since the second half of 2009, wihiak become a major bottleneck
problem for production.

B. Istherean explanation?

The reasons and causes of this phenomenon are eompld mixed. The
followings are often mentioned as kind of explaoradt

- Inland and rural development

The Chinese Government has during the past seyeaas adopted a number of
policies prioritizing the development of inland andal areas. Abolishment of
agriculture tax is one example. Another examplinad the farmers are allowed
to lease their land to state enterprises and estfor industrial development.
Thus the farmers are able to benefit directly fitvan land (ground rent) which is
actually not owned, but only disposed by them. aAsountermeasure against
possible impact of the financial crisis, the Chan€sovernment speeded up the
inland and rural development at a large scale. uRdhg the catastrophic area
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after the earthquake in Sichuan province holds masrkers in their hometowns.
In sum there are much more job possibilities antebelaries in the hometowns
which keep the inland and rural workforce from nmgyvoutside.

- Not being attractive anymore

The textile and garment industry is often assodiat&h hard working, long
working hours and not least, low pay. In the prasimspection reports we have
documented that the textile industry in China igypical low-pay industry.
Massive use of overtime, long working days and latkolidays (1 Sunday off
in every two weeks) are the branch standard peaclibis kind of working and
wage conditions makes the textile and garment inglu® longer attractive for
many new workers if they see an alternative.

- New generation of migrant workers

The industry is facing a second generation of nmgveorkers who were born in
the 80s and 90s. For this generation of migrankers (or potential workforce
to the cities), there are some clear differencespawing to the first generation
(their parents):

They are much better-off than their parents atgdtarting point.
They have better knowing and easier access twnmdtion (internet
for instance).
They are more aware of their rights, interestd benefits.
They are less loyal and more eager to “move”.

* In many people’s eyes, they are less hard-working

- Living wage vs. actual pay

The living costs in the coastal region of Chinaaeey high. The big cities like
Shanghai or the medium-sized cities like Ningbol we less favourable for
migrant workers to work in if one compares the actmage to the living wage.
Many migrant workers would rather working in othaland cities where the
actual pay is somehow lower than the coastal clitkesNingbo, but the living
wage (living costs) is even much lower as well.

The mandatory minimum wage in Ningbo is 1100 CNY menth, which is only
20 CNY lower than the minimum wage in Shanghaiakt, Ningbo has now the
second highest mandatory minimum wage standardhaienChina.

As elaborated in last year’s inspection report, itiieimum wage is far from a
living wage, but can be used as an indicator fandgg wage. When minimum
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wages are highest in Shanghai and Ningbo, it inelscehat living standard/living
costs may also be the highest, so as the livinggwag

C. What are the consequences for enterprises?

Labour shortage, or to be more precise, shortageigifant workers and skilled
workers in a city like Ningbo, is causing a big cem among the textile and
garment enterprises.

It restrains the production and capability of defix All the inspected factories
repeat the same message: “we don’t worry aboubttiers. As a matter of fact,
we are worrying about too many orders, becauseave h capacity problem to
meet this demand due to the labour shortage...”

It raises the labour costs. From time to time,fdwtories will have to hire extra
hands to complete an order. This costs a lot. Mesage wage for production
workers in the inspected factories is around 2000Y oer month (including
overtime). If a factory has to temporarily hiresame local skilled workers, as
extra help, to complete an order, the monthly gak#d — 5000 CNY, exclusive
overtime pay. The first mentioned is a piece wagel the last mentioned is a
fixed monthly salary.

A factory in Ningbo benefits from using migrant Wwers. Employer pays a fixed
amount of 220 CNY monthly as the social securitytabution for a migrant

worker (20% of minimum wage standard). For a lagarker, the employer

must pay at least 400 — 500 CNY monthly as theas@=curity contribution

(about 40% of minimum wage standard in Ningbo). tB® employer social

security contribution for a local worker is at leasice as high as for a migrant
worker.

D. How the factoriesrespond to this problem?

Better treatment of the remaining workers

- The migrant workers enjoy full board (free dowmt and three free meals
a day).

- The workers enjoy a wage increase by 20 peraanmglithe past 12
months.

- The workers receive a bonus before the Chinese Year

- The workers get gifts on the holidays

- The migrant workers get transport expenses coveyghe employer when
they visit home and return to the factory

- The migrant workers enjoy a longer vacation inreection with the



Chinese New Year

Other incentive measures and encouragement (noidfamong the inspected
factories)

- The migrant workers get a bonus when returninpédfactory after
vacation

- The migrant workers get a bonus when introduciegy workers to the
factory

Moving out the traditional workshop

In order to have a closer access to the labouefarany garment factories in
Ningbo, including two of the inspected factorieayé or are planning to move
out the traditional labour-intensive workshops tm@re remote region inside the
province or to another province with adequate wandé. Sampling and design
unit is kept at the old factory in Ningbo.

The results so far seem not to be very promisi@me encounters a number of
problems such as generally lower competence laweing the local workforce;
inadequate infrastructure; distance from the supphain; administration
difficulties; etc.

Occupational training at workplace — still unthibkef?

In spite of lack of skilled-workers, none of thesjprected factories (probably
along with the other factories) is willing to prde occupational training at the
factory for unskilled workers. The explanation frahose factories seems real
and reasonable: the migrant workforce is so flgatimat you may risk training
the workers for other factories.

E. Outlook and impact

There seems no rapid solutions in sight to sol& “tabour shortage” problem.
The factories are pessimistic with regard to thdook, at least in a 5-years’
perspective.

Thinking in a positive way, we may look at a foragedtructuring and upgrading
of the textile and garment industry in China. Theeccluster of this industry, like
Ningbo, will develop in a way of higher value-addaayher technology and less
labour intensity. The labour intensive part of theéustry will go west and go to
inland where adequate workforce can be found. T&emthis happen and
successful, one should build up infrastructure)l sknd competence, a new
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supply chain in inland, which will in return cordute to a positive development
of inland in longer run.

It may be quite beneficial for the workers. As abawentioned, the workers have
already enjoyed better wage and working conditiaesa result. The labour
shortage has put the workers, especially the migvankers, in a much stronger
position on the labour market. They will ask foone The question is, how
much more the industry can afford before it reachéseak point. In the longer
run, the industry may obtain stronger ability tt lip the general wage and
working conditions for workers, if the restructugiand upgrading of the industry
turns out to be successful.

Lack of skilled workers makes occupational trainmgre and more important. It
is of course the responsibility of the state angtegoment. However, it seems
short-sighted if the industry runs from its part tbe responsibility too. A

tripartite cooperation on occupational training tiee best way to secure a
sustainable development of the industry.



3. TOPICINFOCUS: APPRECIATION OUTSIDE AND
DEPRECIATION INSIDE

The Chinese currency is under double pressures:apipFeciation pressure
outside (exchange rate) and the depreciation pegsside (inflation).

A. Appreciation outside

During the recent 3 months, the Chinese currency been again facing a
stronger appreciation pressure against USD, and @BY increased its value
against USD by little over 2 percent.

Currency appreciation is harmful to export. Howewveither the factories nor the
export companies consider it as the biggest threatspite of the exchange rate
fluctuations, the appreciation range, 2 — 3 peraeimne year, is not very big or
fast coming, which is in a way handleable.

B. Depreciation inside

The price picture in China has turned totally upsttbwn from 2009 to 2010.
While there was a price fall (measured by both @Qores Price Index and
Producer Price Index) in 2009, the CPI and PPI hdwvebed up sharply and
rapidly in this year. The PPI reached a peak in May.1 percent year to year
increase. A year to year CPI-growth at 4.4 perdatdst in October was
dramatic, and the worst is that it seems diffidalthold a control over the
inflation at this moment.

CPI and PPI in China

jan.10 feb.10 mar.10 apr.10 mai.10 jun.10 jul.10 aug.10 sep.10 okt.10

The cotton price has gone up by almdét percent within several months.
Speculations in the forward market have drivenhgpgdrice dramatically.



The scope of price growth is a problem, but alsoftaquency and speed of price
changes is an even bigger problem. Especially tleegp of raw materials and
semi-manufactured products have shown a dramaticfast uprising, which
cause a lot of troubles for the garment factoaes|, for their customers.



4. CONCLUSION REMARKS

One of the central objectives, with regard to immating the Codes of Conduct
and following-up labour inspections, is to seelestablish a long-term business
partnership between Stormberg and its suppliethemasis of sharing the same
commitment to quality and values.

There is no doubt that many of Stormberg’s suppliarChina, as part of the
textile and garment industry, are facing seriousllehges, such as labour
shortage, labour cost rising, inflation (internapdeciation) and external currency
appreciation. Sum of these challenges will comtita threat towards the
existence of the Chinese textile and garment imgust

There have been crisis and challenges before. Tinee€e textile and garment
industry has always demonstrated a strong ability sorvival and self
development. It may also be the case this time.

However, it may take some time. In the meantime, éfforts, cooperation and
interaction between Stormberg and its supplierd prbve to be even more
valuable, positive and constructive to achievedabrmmon objective of long-term
business partnership.

What Stormberg can contribute here is a little mpatience, understanding,
flexibility and trust. The suppliers should be givthe time and space for self
adjustment and innovation in order to meet thelehgks.

In the longer run, today’s challenges may proveda good start for a better and

sustainable industry and a better working life thousands and millions of
Chinese workers.
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