Social compliance audits and multinational company supply chain:
Evidence from a study of the rituals of social audits

Abstract

This study investigates the use of social compliance audits in the supply chain of multinational companies
(MNCs). Particularly, we explore the use of such audits in assessing and managing the working conditions of
factory workers in the garment industry in a developing nation. Through a range of interviews with MNCs’
internal auditors, with commissioned external auditors and with representatives of the suppliers in Bangladesh,
this study finds that social compliance audits become ritual strategies and are not a primary means of advancing
workers’ rights. Drawing on the concept of surrogate accountability, the study suggests that to create real
change in workers’ conditions and in order to hold MNCs and their suppliers accountable, some form of
surrogate (government, NGOs or media) intervention is necessary. This is, we argue, preferable to leaving it in
the hands of ‘markets’ and simply waiting for another major incident such as Rana Plaza to stir public concern.
This study contributes to the literature by investigating how social compliance audits are undertaken by MNCs
sourcing products from a developing nation, what motivations drive the adoption of such audits, and what, if
anything, are the likely outcomes from the process.
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1. Introduction
Within the business and accounting literature there is a growing body of research
investigating audit and attestation activities including such things as social compliance audits,
sustainability assurance and certification practices (Owen et al., 2000; Gray, 2000; Deegan et
al. 2006a, b; O’Dwyer & Owen, 2005; Owen, 2007; Simnett et al., 2009; Edgley et al., 2010;
O’Dwyer et al., 2011). Such research of social compliance audit or assurance practices has
embraced accountability perspectives with the associated normative emphasis (Gray, 2000;
Owen et al., 2000; Edgley et al., 2010) as well as legitimacy or reputation-building aspects
(O’Dwyer et al., 2011; Simnett et al, 2009; Darnall, et al., 2009). Generally speaking,
research has typically overlooked the details of the social compliance audit process itself.
There is relatively sparse understanding of how social compliance audits are undertaken and
whether and how managers and auditors are held accountable for their actions in the audit
process. Furthermore, little seems to be known about how the social compliance audit process
impacts on the power relations between managers and less powerful stakeholders such as
workers. This study seeks to fill this research gap and, through a series of interviews with
retail garments MNCs and their suppliers’ auditors in a developing country (Bangladesh in
this case), this study seeks to shine a light back onto MNC practices and, incidentally, expose
the emptiness of some of those claims made by MNCs about their supply chain.
As international organisations and markets get bigger and as the remoteness between civil
society and its dominant economic organs gets ever greater (Beder, 2006) so, it seems, does
the need for these organisations to profess their social and environmental credentials. One
does not need to have a view either way on the social responsibility of business to recognise
that corporate social responsibility (CSR) particularly in the global supply chains is big
business (Banerjee, 2007). Equally, one does not have to have a particular view on the
argument that organisations only exist at the behest - and with the approval - of their
stakeholders (Blowfield & Murray, 2008) to recognise that social compliance credentials are
amongst the characteristics that organisations use in their negotiations of - and with – markets
and civil society (Thielemann, 2000). Initiatives as diverse as, for example, the Marine and
Forestry Stewardship Councils, Soil Association accreditation, BSCI standards, Global
Reporting Initiatives (GRI), the Global Compact and ISO 14001 are, regardless of any
judgement of their efficacy, substantive phenomena with which an increasing number of
large organisations empirically engage. However, these initiatives are unlikely, in and of
themselves, to have the capacity to challenge embedded working condition and social
discrimination within the production process and supply chains (Barrientos and Smith, 2007).
In this paper, we aim to explore this tension further by looking at the compliance auditing
process (rather than codes and compliance in general1) within the MNCs’ clothing supply
chains in a developing nation. The investigation of the social compliance audits is important
because of the role globalisation has had in shifting production from western countries where many rights and obligations are often enshrined in law - to many parts of the
developing world where business organisations tend to adopt varying levels of workplace
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Within the CSR and supply chain literature, there has been a focus upon CSR codes and compliance (see,
Taylor, 2011; Egels-Zandén, 2007; Barrientos and Smith, 2007; Sinkovics et al., 2016), but little of this has
extended to the compliance audit process.
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compliance standards (World Bank, 2007; WTO, 2004) and use social compliance audits as a
response to wider stakeholder concerns (Kabeer & Mahmud, 2004; Wilkins, 2000; Custers,
1997).
Given the increasing extent to which corporations rely upon such accreditations to legitimate
their remote sourcing of products (Islam, 2009) and the increasing degree to which their
western customers seem to need to legitimate their own continued purchase and consumption
in a form which has the appearance of moral acceptability, it then comes as something of a
surprise to appreciate how little is known about the empirical substance of the attempts by
corporations, NGOs, accrediting bodies and others to ensure accountability and the integrity
of the supply chain and the robustness of its claims to be in conformance with a range of
seemingly impressive and important standards. This study focuses on social compliance
audits: a particular process set up by MNCs to monitor the application of certain social
standards within their supply chains - especially those based in developing nations. While
issues associated with compliance audits are not new, research on social compliance audits
has been somewhat limited and is certainly a great deal less than the research undertaken in
relation to social disclosure within the context of both developed nations (see review within
Deegan, 2014) and developing nations (Islam, 2010; Islam & Deegan, 2008; Belal & Owen,
2007; Belal & Roberts, 2010; Deegan & Islam, 2014; Belal et al., 2015). This is despite the
fact that many corporations - particularly MNCs operating in developing nations (see,
KPMG, 2008; GRI, 2011; Islam & McPhail, 2011) - have embraced social compliance audits
as a part of their social responsibility attempts. Importantly, the audit literature recognises
social and environmental audits and, predominantly following Power’s (1997) work, offers
an increasingly robust lens through which concerns over the supply chain and its audit and
assessment can be framed and explored. In a modest way this paper takes that literature and
seeks to offer some initial insights into this important but little understood phenomenon.
In order to better understand the activities and motivations associated with social compliance
audits, we interviewed: people working within a number of MNCs that source products from
Bangladesh; people employed as external social auditors within Bangladesh; and personnel
from Bangladeshi companies that supply products to those MNCs. Our results show that
social compliance audits become symbolic and ritual strategies that help to maintain existing
inequalities rather than being either a primary means of improving corporate accountability or
a means of improving the welfare of different stakeholder groups. That is, we reveal insights
that suggest that claims made by corporations that, for example, they are placing the welfare
of workers at the centre of their practices might not actually be reflective of the underlying
processes and motivations. We also find that a particular ‘crisis’ often precedes the
instigation of (what we will come to know as) “external” social compliance audits: such
audits are apparently believed to be more rigorous as compared with regular internal social
compliance audits. Drawing on the concept of surrogate accountability (Rubeinstein, 2007),
the findings suggests that to create real change in workers’ conditions and to hold MNCs and
their suppliers accountable, some form of surrogate (government, NGOs or media)
intervention is necessary. The alternative appears to be to leave matters in the hands of
‘markets’ and simply wait for another incident like Rana Plaza to stir public concern.
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This study contributes to understandings of accountability (Roberts, 2009; Messner, 2009;
Cooper and Owen, 2007; Cooper et al. 2003; Lehman, 2001, 1999 and 1995; Gray et al.,
2014a; Medawar, 1976) by developing our understandings of the role(s) that corporate social
compliance audits can play in accountability relationships. We use Rubenstein’s (2007)
concept of “surrogate accountability” in this research. The concept of surrogate
accountability refers to the process by which accountability might be discharged in an
unequal world when a third party (NGOs or media) acts as a surrogate in order to hold power
wielders or powerful actors (e.g. MNCs, suppliers) accountable on behalf of accountability
holders or less powerful actors (e.g. workers). The reason why such surrogate accountability
might be needed is because the accountability holders (for example, workers in our study) are
weak, uneducated, dependent, poor, and marginalized and are not in a position to hold power
wielders accountable. External accounts produced by surrogates or societal groups can
provide an important mechanism by which it becomes possible to hold powerful actors
accountable (Thomson et al., 2015). As the notions of accountability highlighted by the
extant accounting literature are broadly generic and primarily normative, they do not
necessarily help us develop active practices of accountability in those ubiquitous situations
where the power of the parties is notably unequal (Gray et al, 2014). Rubenstein’s (2007)
concept of surrogate accountability is therefore helpful in helping us analyse corporate
accountability practices within the context of a developing country: one which exhibits high
power distance, significant inequality and poverty.
The balance of this paper is structured as follows. In the next section, Section 2, we will
explore the background of the social compliance audit and review the prior research. Section
3 provides a review of the supply chains of MNCs in the clothing industry which source
products from a developing nation such as Bangladesh. In Section 4 we provide some
theoretical perspectives to potentially explain why such organisations instigate social
compliance audits. Section 5 discusses our research methods including interview process and
Section 6 provides the results of interviews. Section 7 provides discussion and conclusion.

2. Social compliance audits and prior research
Social compliance audits can be defined as an instrument to measure, monitor and evaluate
an organisation’s performance with respect to its social policies and objectives. Social
compliance audits come in many forms. In line with Owen (2007), Owen et al. (2000) and
Gray (2000), one can argue that there can be two mutually exclusive objectives of social
compliance audits. On the one hand, they can be undertaken for management control
purposes: for assessing risk, managing stakeholders, image management, public relations,
seeking out opportunities and efficiencies, publicising that the organisation is living by its
values, and/or for maintaining legitimacy. By contrast, social compliance audits might be
undertaken for accountability, democratic, and sustainability purposes with the aim of
benefiting society through an understanding of how the pursuit of an organisation’s
objectives is, or is not, contributing to social welfare. Under this latter perspective,
consideration would be given to stakeholders’ rights to information, balancing power with
responsibility, empowering stakeholders, or owning up to eco-justice and ecological footprint
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failures. Thus, a `social compliance audit’ is a term which can be used widely and might
include anything from, on the one hand, operations undertaken by large organisations (using
either internal auditors or external experts) to monitor and assess their own processes and/or
procedures through to, on the other hand, explicit attempts by civil society groups (by noncorporate external and independent civic organisations, independent NGOs and so on) to hold
governments and organisations to account (Cooper et al, 2005; Gray et al, 2014a).
Generally, when independent civil society is the source of the audits, then terms such as
`independent social audits’, `shadow-accounts’ ‘external accounts’ or `counter-accounts’ are
more helpful and capture more of the intention and conflict inherent in these attempts to
develop accountability amongst those very reluctant to do so voluntarily (Medawar, 1976;
Adams, 2004; Gallhofer et al, 2006; Gray et al., 2014; Gray, 1997; Dey et al., 2011; Thomson
et al., 2015; Owen et al, 2000). When the focus of the audits for a social issue is upon
managerial preoccupations, then these are more akin to management driven social
compliance audit. Here, social compliance audits might be conducted by internal or external
audit teams and might be undertaken voluntarily, or as a required part of a supply agreement.
They can be undertaken with the aim of establishing whether an organisation is complying
with its own (or other recognised) principles and standards (Gray, 2000). In this sense they
are a tool by which an organisation can plan, manage and measure its `social responsibility
activities’ and monitor both internal and external consequences of these activities2.
It is the management driven social compliance audit (either using internal auditors or with the
help of external experts) and not the ‘counter accounts’ or ‘civil society driven social
compliance audits3’ (Gray et al, 2014) with which we are primarily concerned here. But at
the same time, we do, to a degree at least, consider perceptions of NGOs (and other
surrogates) as one of the factors influencing management in their decision to undertake their
social compliance audits. Surprisingly, despite the considerable attention given to social
audits generally within the social accounting literature and the obvious relevance of internal
audits to compliance auditing generally (Cahill, 1998; Elad, 2001), this literature reveals
relatively little work specifically on the social audits as compliance audits. There is, it must
be said, a substantial coverage of issues of compliance in specialist literature in, for example,
medicine, engineering, public policy, operations and production management, and
international standards but even the increasingly important literature concerned with
monitoring and controlling the supply-chain (see, for example, Locke and Romis, 2007)
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However, Thomson et al., (2015) argue that civil society driven external accounts, rather than management
driven audits or accounts, justify some form of organisational corrective intervention and creates new visibilities
and knowledge of existing situations in order to change or oppose something regarded as socially harmful. Civil
society driven accounts and audit are embedded within struggles for power, resources and ability to govern
(Thomson et al., 2015). Importantly, while management driven accounts or audits facilitates governance at a
distance (Miller and O’Leary, 1993), civil society driven accounts or audit facilitates resistance, conflicts and
counter action at a distance (Thomson et al., 2015) and hold powerful actors more accountable (Rubenstein,
2007). Some other research (for example Edgley et al., 2010) emphases stakeholder dialogic process in the audit
and assurance practices which may also create resistance and conflicts.
3
We should perhaps note that such an emphasis is not intended to privilege one approach over another: the need
for future research to further investigate civil society driven social compliance audits (such as ‘counter
accounts’) as a means to develop corporate transparency and accountability is probably self-evident.
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seems to have made little inroad into the accounting and social accounting literatures. Given
the increasing ‘shrillness’ of corporate claims regarding responsibility and sustainability; in
light of the growing importance of the accreditation of such matters as fair trade or
sustainable forestry, for example; considering the steady interest that the (social) accounting
literature has in sustainability reporting; and in recognition of the importance and
understanding of auditing procedures and the craft itself, an exploration of the social
compliance audit seems long overdue for the accounting literature. This apparent research
lacunae in the social accounting literature needs to be addressed. We remain unclear as to
such questions as: What is it that such an audit seeks to audit? Is it abuses of human rights or
is it simply processual? Are such audits homogeneous? Is audit expertise an issue (Gendron
et al., 2007) and what determines sufficiency (Carrington, 2010)? What is made auditable and
why? How is the power differential manifest in general and in an unequal world? What are
the roles of NGOs (both qua NGOs and qua surrogates) in the social compliance audit
process? Once we problematize the supply chain and its audit, the extent of our ignorance
becomes apparent and the potential range of questions becomes huge.
Although there has been a transformation in both what we should understand by audit and
how we conceive of the auditing process itself (Power, 2007) as well as an explosion in the
activities and processes to which the technologies of audit are applied (Free et al, 2009), there
remains considerable uncertainty around which of the many functions an audit might be
serving at any one point; the extent to which its complex ambiguities are understood by those
commissioning and deploying the audit and how an audit comes to acquire its credibility and
legitimacy (O’Dwyer et al, 2011; Free et al, 2009; Funnell & Wade, 2012). What is certain is
that we have come a long way from the view that an audit is a simple technology essentially
adding reliability to a set of regulated financial numbers – a rational evidence-based process
of determining accuracy and reliability. Audit is a `technologising’ process (Power, 1991)
which is a central response to, and a component of, neo-liberal institutionalization (Power,
1997). It is a problem-simplifying practice (Power, 1991, p38) reducing processes to that
which is auditable and thereby gaining legitimacy and an aura of objectivity (O’Dwyer et al,
2011). It seems highly probable that the gaze of the audit is culturally determined and its
meaning and interpretation constantly contested (Power, 1991; Sikka et al, 1998). There is
also much that is ritualistic in audit and it may well be that this sense of ritual has the
capacity to cover up conflicts in order to maintain social legitimacy of the audit and that
which is audited (as Mills and Bettner, 1992) and that, in all probability, the ritual itself, the
routinisation, actually lends audit its efficacy and legitimacy (as MacLullich, 2003). But as
Power (2007) makes clear: there is always likely to be a least some ambiguity in the
understanding of the audit and so whilst a critical lens may typically see technologies of
legitimation: and a managerial lens may typically see rational attempts at improvement; these
may not be incompatible.
It is clear that legitimacy is central to the newer understandings of an audit: the processes that
legitimate the audit itself and, somewhat less clearly, legitimating relationships, organisations
and activities. In a sense, this is less a question about what sort of legitimacy is being
threatened (as O’Dwyer et al, 2011 explore) and more a question about what is being
legitimated, how and why? As both Locke and Romis (2007) and Free et al. (2009) show in
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very different ways it is the narratives and discourse that the audit is seeking to legitimate by,
amongst other things, seeking to dominate the discourse and ensuring that one privileged
narrative is ascendant. This helps us understand what Power (1997a) means when he talks
about the efficacy of the audit being relatively unimportant. A social compliance audit is,
despite appearances, in all likelihood not designed to adjudge whether trade is indeed ‘fair’ or
the managing of fish stocks ‘sustainable’ or the treatment of employees ‘humane’. Rather it is
to provide a focus for a series of reflexive legitimating mechanisms that, at its heart, might
wish to establish that capitalism may continue the unquestioned consumption of excessive
and appropriated wealth from elsewhere on the globe regardless of human and environmental
impacts (Gray et al., 2014). More to the point, it seems that an audit is then one crucial part of
a process that is seeking to legitimate (inter alia) the rights of a company to outsource; the
rights of a consumer to buy; the rights of a company to claim to be responsible or sustainable;
and, at least superfically, the rights of the workers (and their surrogates) to hold managers
accountable; the credibility of the standard setting bodies; the credibility of the audit and the
auditors; the appropriateness of the manufacturers and their processes and the impacts on
workers and communities.

3. Supply chains within the garment industry
Despite the attention given social audits in the social accounting literature and the obvious
resonance between social audits, compliance audits and the claims and concerns within
supply chain, there has been relatively little direct attention in this literature to understanding
and exploring the supply chain itself (see for example: Medawar, 1976; Adams, 2004;
Gallhofer et al, 2006; Gray, 1997, 2000; Dey et al., 2011; Owen et al, 2000; Owen 2007). The
relatively thin level of our understandings of social compliance audits suggests that we
should adopt an exploratory approach to the empirical domain here. That decision, in turn,
seems to counsel a focus on one industry from which some depth and worthwhile insight
might be sought. It was in this light that the present work chose to focus on the garment
industry. There were a number of reasons for this choice including, but not limited to, a
familiarity and experience with the industry and the high levels of public outcry that have
been evident in many western countries over supply chain concerns associated with the
garment industry, especially regarding slave and child labour (see, for example, Ansett and
Hantover, 2013) and worker health and safety. There is also a concern that the purposive use
of accounting and related practices in the clothing supply chains affects workers in a less
visible and deleterious manner (Neu et al., 2014). The market pressure for low-price garments
is passed along from MNCs to the buying house (middlemen if any) and then to the supplier
and finally to the workers (Neu et al., 2014). While suppliers can be regarded as more
powerful than their workers, they are often powerless as far as their buyers (MNCs) are
concerned (Sinkovics et al., 2016). This power imbalance has impact on suppliers’ social
operating practices (Islam and Deegan, 2008) and in this paper we just question whether
externally imposed compliance audits (either controlled by suppliers or by the MNCs) create
accountability in relation to workers’ rights. Our approach is significantly different from the
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work of Sinkovics et al., (2016) that examines concerns over the relative weaknesses of
suppliers in social `value creation’.
As Mellahi et al (2010) show, the supply chain has become an increasingly central element of
modern commercial activity. They define it as “the organizational crystallization of real
material flows that form the life cycle of the product from cradle to grave” (p216). There is
no obvious reason why this should not apply equally to service flow as well. Of course, the
supply chain is crucial not just because of the strategic, economic and financial and quality
issues that arise when manufacturing and other supplies are remotely sourced, but also for the
ethical, social, environmental, cultural and political issues that seem inherent to it (Mellahi,
2010). To a significant degree, the values, principles and practices of the supply chain
become essentially embedded in the goods and services that the (typically) western MNCs
supply to their (typically) western (or at least wealthy) customers (Henriques, 2007; Marsden,
2011). As such, supply chains have begun to attract the attention of researchers. From
disciplines as diverse as medicine, engineering, public policy, human resources, operations
and production management, environmental management and international standards come a
whole range of explorations that vary from the procedural and technical (see, for example,
Hernandez, 2010) to the increasingly puzzled and frustrated (see, for example, Pedersen and
Andersen, 2006; Egels-Zandén, 2007) as the diversity of practices, standards, objectives,
conflicts and imponderables within supply chains begin to reveal themselves. For example,
Locke and Roomis’ (2007) attempts to explain the very different practices in two Mexican
Nike suppliers both of which had been audited as “satisfactory”, or Silva-Castenada’s (2012)
exploration of when evidence of failures of standards is inadmissible in palm oil certification,
both suggest that greater attention needs to be paid to the monitoring, surveillance and
auditing processes that sit at the heart of the supply chain. Similar conclusions are reached in
the examination of standards as they are developed, negotiated and applied in such areas as
agriculture, (Tzilivakis et al, 2012), marine accreditation (Gondor and Morimoto, 2011), child
labour (Stigzelius and Mark-Herbert, 2009), children’s rights (Carvalho, 2008) and
sustainable development more widely (Bendell et al, 2011). Aside from the generally less
critical and more technical concerns over how to manage such matters as the quality and
reliability of the supply chain, a picture emerges from this literature of an increasing concern
about the way in which standards are derived, applied and monitored. This in turn is giving
rise, very appropriately, to a recognition of the mechanics of modernity and imperialism and
the cultural insensitivity of such initiatives as attempts to “align the interests of the actors in
the supply chain” as Pedersen and Andersen have it (2006, p228). Attempts have been made
to deconstruct the issues at work in the supply chain through a focus on the standards, their
derivation and their implications (see, for example, Spence and Rinaldi, 2012, Kolk and van
Tulder, 2002; Leipzeiger, 2010; Weisband 2007a; 2007b). There is also an attempt to
investigate codes and compliance within the clothing supply chain (see for example,
Sinkovics et al., 2016). However, so far there has been no systematic attempt made to
investigate the process of compliance audits within the clothing supply chains. In other
words, it seems from the literature reviewed above increasingly probable that the monitoring,
application and surveillance – the auditing – of this phenomenon is key to the whole process
and offers a promising direction for further exploration.
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Supply chain is governed by standards of varying degrees of rigour and independence
(Leipzeiger, 2010) and subject to scrutiny by those standard setting bodies. More piquantly,
the relationship is also subject to scrutiny by the supplying company workers and (perhaps
less dramatically) supplying company management; the local community have an important
potential for surveillance and both local and western NGOs as well as national and local
governments will have various significant interests in observing, monitoring, assessing and
evaluating what happened within the relationship. Whatever influence and penalties these
parties may be able to bring to bear upon the company whose supply chains we are
examining may well pale into insignificance beside the influence this monitoring can have on
the company’s own relevant publics and salient stakeholders. That is, information from any
of these parties has considerable potential to disrupt the company’s substantive environment
– as Shell, BP. Gap. Nike, Apple amongst others can attest. Simultaneously, corporations for
a great number of reasons (see, for example, Gray et al, 1996; Blowfield and Murray, 2008)
are more and more likely to make increasingly vocal corporate claims regarding their
responsibility and sustainability and such claims, especially in the light of the growing
importance of the accreditation of such matters as fair trade or sustainable forestry, for
example and the continuing importance placed upon CSR reporting, come under greater
scrutiny, are met with greater scepticism and are more vulnerable to counter-claims. It is into
this maelstrom that the social compliance audits are placed and within which their function
and significance must be assessed. Such audits fit precisely into the “[n]ew objects and
practices [which are] continually being subject to audit” (Free et al, 2009, p138) and
commands our attention as much for the functions that audits might serve as the meanings
that might be attached to and understood from this new area of audit.
In order to more carefully explore social compliance audits we chose to focus on a single
industry in order to try and gain some depth of analysis. The garment industry was chosen
because over the last 20 years, MNCs within their global garment supply chain have received
significant pressure from NGOs, the media and western consumers for sourcing products
from suppliers that do not provide workplace conditions of the kind that would be expected,
or acceptable, in the MNCs’ domestic environment (Frenkel, 2001; Roberts, 2003; Kolk, &
van Tulder, 2004; Egels-Zanden & Hyllman, 2006; Haltsonen et al., 2007; Hughes et al.,
2007; Spar, 1998; Wah, 1998;). Such pressure in turn inevitably motivates the MNCs to exert
pressure on suppliers to adopt workplace practices that are acceptable to western consumers
(see for example Emmelhainz & Adams, 1999; Kolk & van Tulder, 2002; Radin, 2004; Sethi,
2002). And this is just one tip of the globalisation iceberg which homogenises cultures and
silences communities in its neo-liberal embracing of anything that permits the acquisition of
profit (Cooper, et al, 2003).
The clothing industry is just one of many that have been part of the development, typically
with global NGOs, international labour organisation (ILO) and the United Nations, of various
codes of conduct in relation to workplace practices. For example, there is a growing number
of Western NGOs, labour organisations, civil society and consumer associations joining
various alliances, such as the Ethical Trading Initiative (ETI) in the UK, and the Fair Labour
Association (FLA) in the USA. The aims of these alliances are to advance social standards
and to improve accountability in relation to labour conditions in global supply chains
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(Hughes et al., 2007). Many MNCs sourcing products from a developing nation incorporate
human rights standards which are the same or similar to SA80004, or based on ILO’s basic
workplace standards, in their own codes of conduct (Islam & McPhail, 2011). Along with
their codes of conduct, many MNCs disclose their social compliance audit outcomes in media
such as annual reports and stand-alone social reports (Islam & McPhail, 2011). For example,
Lindex (one of the largest Scandinavian clothing companies that source products from
Bangladesh) state in their 2009 CSR report:
During 2009, Lindex conducted a total of 274 audits. Of these, 192 were initial audits, i.e. the
first audit at a supplier, and 82 where re-audits. 199 were conducted by Lindex’s own auditors
and 75 were conducted by external companies. In a factory audit, an assessment is made in 13
different areas and each area is assigned a score of 0, 1, 2 or n/a depending on how well the
requirements have been met. When each part of the Code has been given a score (0-2 or n/a) a
final assessment of the factory is made. During 2009, 24 factories were on the Stop List.
Infringements include incomplete or contradictory documents which result in it not being
possible to verify the demand for a minimum wage or where a supplier has used factories which
have not been audited and approved by Lindex for certain parts of its production. During 2009,
a total of 157 suppliers and factories took part in training activities initiated by Lindex and
BSCI.

If such companies are apparently both so determined to undertake systematic enquiry into
their supply chain and go to the trouble of informing their stakeholders in such detail there is
clearly a matter of some substance here deserving of attention5. Furthermore, putting aside
for now the not-inconsiderable dangers of “western” standards being employed as the
touchstone of acceptable practices, it is quite clear that accreditation with global standards
forcefully suggests a considerable level of dedicated activity around the key components of a
humane workplace.

4. Accountability and social compliance audits
In this paper we aim to examine social compliance audit practices through Rubenstein’s
(2007) lens of surrogate accountability. Most of the prior accountability research is driven by
concerns about the ethics of organisational activity and a belief that organisations should be
accountable to wider stakeholder groups (for a review, see Owen, 2008). Therefore, one of
the important characteristics of the accountability model is that organisational disclosure
should ideally reflect responsibility rather than, for example, power or legitimacy threats
(Gray et al., 1997; also see review by Parker, 2005). More specifically, the bulk of the prior
research has seen accountability as a practice which ideally reflects responsibilities to wider
stakeholder groups and which is motivated by democratic concerns about the rights to
4

SAI accredits qualified audit organizations to certify compliance based on SA 8000. Over 1.2 million workers
are employed in over 2,100 SA8000 certified facilities in 60 countries (http://www.saintl.org/index.cfm?fuseaction=Page.viewPage&pageId=472).
It may not be irrelevant to note that the detail illustrated in Lindex’s report would clearly involve a noninsubstantial amount of economic resources. In disclosing this detail we may well be able to infer that the
company and its shareholders consider this to be money well-spent from a business case, risk and reputation
management point of view.
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information and the means by which organisational behaviour might be controlled by society
(Roberts, 2009; Cooper and Owen, 2007; Cooper et al. 2003; Lehman, 2001, 1999 and
1995; Gray et al., 1996; Medawar, 1976). Gray, et al. (1996, p.38) defines accountability as
the duty to provide an account (by no means necessarily a financial account) or reckoning of
those actions for which one is held accountable. Cooper and Owen (2007) posits that, to say
that one is accountable is to expect that one would explain, justify and take responsibility for
the actions or behaviour being considered. Similarly, Messner (2009, p.920) considers
accountability as the exchange of reasons for the conduct that is to give an account means to
provide reasons for one’s behaviour, to explain and justify what one did and did not do. Each
of these accountability notions is basically fairly general and only in their detail might they
be considered context specific. More specifically, as the notions of accountability are
primarily normative, they do not necessarily help us develop active practices of
accountability in those ubiquitous situations where the power of the parties is notably unequal
(Gray et al, 2014). In order to overcome this limitation and to advance the concept of
accountability, we adopt in this paper, Rubenstein’s (2007) concept of surrogate
accountability to help us analyse corporate accountability practices within context of a
developing country with high power distance, significant inequality and poverty.
Cooper & Owen, (2007) argue that free dialogue between stakeholders is essential for any
real organisational accountability. Based on the notion of Habermas’ ‘ideal speech situation’
(Habermas, 1992), Cooper & Owen argue that all stakeholders (especially those who are
relatively powerless) should participate in some form of communicative process - but without
some form of formal mechanism to ensure active participation, accountability is an empty
notion. Stakeholder dialogic concern is also emphasized by Edgley et al. (2010). These
concerns are important in a developed country setting (such as the UK) where most of the
people are educated and a degree of independence can often be assumed: how much more
important are these notions when we focus upon accountability in a demonstrably unequal
world where most of the people are politically weak, uneducated, dependent, poor, and
marginalized. In such circumstances, stakeholders are typically not in a position to engage in
any significant communicative action (although see Agyemang et al, 2009; for an alternative
approach to these issues). It is in this context that Rubenstein (2007) provides a insightful and
important way forward.
Rubenstein (2007) argues that the inequality between powerful actors and non-powerful
actors upsets the principle of communicative equality that a standard accountability requires
(Fung, 2005; Cooper and Owen, 2007). However, the processes by which less powerful
actors (community members and socially disadvantaged groups such as workers in the
developing country for example) are empowered are difficult, costly and very long-term in
nature (Rubenstein, 2007). In these circumstances, Rubenstein argues a different approach to
accountability is required whereby independent bodies (such as civil society groups, NGOs,
news media) intervene on behalf of accountability holders. The civil society group that
represent the oppressed group has the potential to create visibility and accountability
(Thomson et al., 2015). Rubenstein calls this approach to accountability “surrogate
accountability” (Rubenstein, 2007).
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The surrogate acts for the accountability holders (e.g. workers) during one or more phases of
the accountability process: a) a surrogate might endorse and the power-wielder thereby
recognise standards of desired performance; b) a surrogate might collect and collate
information about the power-wielder’s (e. g. managers’) compliance with standards, and/or c)
a surrogate might (help) exercise sanctions upon the power-wielder if they breach the
standards, (Rubenstein, 2007, p. 624). While reducing inequality appears to be a more
desirable long term strategy for making powerful actors more accountable to less powerful
actors, surrogate accountability would be feasible under conditions of severe inequality
(Sinkovics et al., 2016). In their public reports, corporations often make claims that they are
accountable to the wider community and, particularly that they listen to the views of their
employees. It is also the case that corporations may project the view that their social
compliance audits and engagement with NGOs are undertaken to ensure that stakeholder
views are considered and that company performance does not disadvantage various
stakeholder groups. For example, the Wal-Mart Sustainability Progress Report 2010 (p. 44)
refers to its social compliance audit process by stating:
At Wal-Mart Factory Workers’ Voices are heard. Wal-Mart values the opportunity to interact
with workers during our visits to factories. In doing so, we gain the worker’s perspective on the
factory, including what can be, and has been, improved. This dialogue is vital to factory
improvement, and the insight provided enables our team to focus efforts on areas that can
tangibly enhance the lives of workers and result in factory improvements…Throughout all parts
of our company, we work with NGOs to identify areas for improvement in our business,
establish new goals and verify the data we compile on each of our initiatives to ensure that we
are making good progress. They work with us because they are eager as we are to see positive
change in our business practices and supply chain. We thank them for their efforts and
willingness to work with our company.

More generally companies often have public statements that suggest a desire to create real
improvement in the working conditions in developing nations along with – and directed by consultation with stakeholders.
H&M annual report 2007 (p.42) states:
Taking responsibility for how people and the environment are impacted by our activities is
important and is essential to H&M’s success. H&M conducts a dialogue both internally and
with external stakeholders concerning how the company can develop further. It is therefore
important to formulate and convey clearly how we should work, especially since H&M does
not own any factories of its own. Our products are instead produced by around 700 independent
suppliers, primarily in Asia and Europe.

The Lindex CSR Report, 2009 states:
To constantly develop and improve our sustainability work, we have an ongoing dialogue with
groups of stakeholders. Together we discuss what Lindex can improve and how and what the
stakeholders want Lindex to report and communicate. Lindex is a member of different local
networks, what are termed Brand Meetings, in Turkey, Bangladesh, India and China. Together
with other international fashion companies we discuss and co-operate in order to move the CSR
work forward. In Turkey, India and Bangladesh, we are also active in Round Tables.

12

One important facet of social compliance audits might well be, therefore, establishing
whether claims like this one concerning the voices of employees have any substance and,
perhaps more significantly, whether they connect with any search or desire for actual/real
changes.
The surrogate accountability model suggests that accountability of corporations to the less
powerful stakeholders via NGOs or civil society organisations is one possible way forward
(Belal et al., 2015). In the context of our study, we might therefore expect to be able to
observe surrogate accountability in terms of involvement and actions of NGOs and media
with respect to sanctions in the event of MNCs or their suppliers violating supply chain
standards of performance. When NGOs and the media act as surrogates for mistreated
workers it is more likely, Rubenstein argues, that MNCs or suppliers may take corrective
action via changing standards and establishing workers’ rights or they may even find their
business no longer tenable.
While we discussed above first order surrogate accountability, Rubenstein argues that
hypothetically one can imagine infinite regress of surrogate accountability, second-order
surrogate accountability, third-order surrogate accountability, and so on. To explain second
order surrogate accountability, Rubentein provided an example of Nike and Gap. She argues
US consumers of Nike and Gap can act as second-order surrogates for workers at their (Nike
and Gap’s) supply factories (in developing nations) by sanctioning Nike and Gap (being first
order surrogates) if Nike and Gap fail to sanction the suppliers for violating workers’ rights.
However, unlike Rubenstein’s example, in this paper, we consider MNCs and suppliers as
managerial groups who cannot be surrogates for workers and rather we consider independent
NGOs as surrogates for factory workers in a developing country such as Bangladesh. While
we largely restrict our analysis to the first order surrogate accountability, further research is
suggested to consider advanced-order surrogate accountability. Furthermore, while the
surrogate accountability mechanism does ‘matter’, it is not free from criticism (KoenigArchibugi and Macdonald, 2013, p. 518).

5. Research method
This is an interview-based study focussing on clothing MNCs that source garments from
Bangladesh. All relevant interviews were conducted in December 2009, January 2010,
December 2014 and January 2015. Additionally, four follow-up interviews were conducted in
September 2015. The interview participants were located in Dhaka, the capital city of
Bangladesh, where the country’s garment industry is based. Bangladesh presented itself as
the location for data collection for a number of reasons. Not only was one of the researchers
familiar with it and had good access to companies and other participants in the country, but
additionally the country is one that relies upon exporting products to developed countries and
it is known that social compliance audits are employed here by MNCs and their suppliers.
One co-author’s prior interactions with the industry actors and his association with Dhaka
University Accounting Alumni (one Alumni is an official of BGMEA, another alumni is a
partner of PwC’s agent in Bangladesh) helped the researchers find relevant actors who were
engaged in social compliance audits. Before we started interviews, we also sought the advice
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of a corporate manager from an MNC and two officials from BGMEA6. We chose interviews
as a research method because through interviews we were able to gain access, gain insights,
build trust and discuss matters which would not have been possible via secondary research
methods.
A range of interviewees were sought so that we might gain a range of points of view from a
number of different participants in the social compliance audit process. While through our
prior research we already knew much about the context, the initial contacts helped us to know
more about relevant participants7 dealing with compliance and social compliance audit
related activities. As part of the process of identifying potential interviewees we also
reviewed secondary sources such as BGMEA archives, ILO archives, as well as corporate
annual reports and media releases. This process identified a list of 23 people split more or
less evenly across the three groups we came to focus upon. These three groups comprised: (i)
the company representatives from the MNCs who either commissioned and/or undertook the
supply chain social compliance audits on behalf of their employers (‘MNC internal auditors’
hereafter); (ii) those who were commissioned to conduct the audits as external auditors or
consultants (‘external auditors’ hereafter); and (iii) those who worked for the local
manufacturing companies that supplied the garments and, in their role as senior managers,
were either subject to audits and/or undertook their own audits internally (‘suppliers’
hereafter). Of the 23 people approached for an interview, 2 declined to be interviewed 8. In
addition, we undertook 4 follow-up interviews in mid-2015 (two representatives from two
MNCs and two external auditors). Based on one co-author’s long term research interactions
with top level industry actors, we were able to select key players from different groups
(MNCs, suppliers, NGOs, audit firms) who were engaged in the social compliance audit
process. The interviewees from different groups provided deep insight into the social
compliance audit process within the MNCs’ supply chain in Bangladesh.
Detail about the eventual 23 interviewees is shown in the Appendix to this paper. The 7
`MNC internal auditors’ were all in charge of a compliance audit division (and thus part of
the internal audit management) of their companies during the period of data collection. Their
observations give us a substantial insight into 4 major MNCs in the industry. The 8 `external
auditors’ were selected from a range of organisations intimately involved with social
compliance audit. As most of the external auditors were appointed by management, we were
6

The BGMEA is a member of the Bangladesh Employers federation and, understandably, occupies a nonneutral position in this research. BGMEA itself is subject to direct NGO pressure (see, for example,
http://www.sacw.net/article3430.html). There is published research (whose provenance is difficult to judge) that
suggests that BGMEA’s activities have advanced the cause of the workers (see, for example, Rahman &
Hossein, 2010).
7
Whilst this is not an ideal method of sampling, it was the best available to us, as introductions and guidance
were needed throughout the process. We have been unable to detect any obvious biased effect of taking our
sample from these sources.
8
Inevitably a key group to interview are the employees and it is apposite to make mention of the absence of
interviews with them. This was a deliberate (and informed) action based on pilot interviews with labour
representatives; the tensions that firm-directed interviews with workers would have raised, the difficulty of
interpreting the range of workers in the event of taking a more ad lib approach to contacting employees plus the
concerns expressed by ethics clearance at university level. Given the focus of the audit itself, our judgement is
that we are likely to have missed little direct relevance by this approach – although a more critical take on the
legitimating processes would suggest a different and more penetrating analysis (Cooper et al., 2005).
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not hoping that these respondents have a full degree of independence from the MNCs to
protect workers’ rights. Three of those interviewed worked at an accounting firm affiliated
with PricewaterhouseCoopers (PwC) and were senior staff within the social audit division.
Of the remaining five, three were external consultants (one local consultant and another
representative of a foreign consulting firm); and, two were senior officials from two local
NGOs (one person was an Free Labour Association (FLA, USA) auditor, and another person
was funded by the Canadian International Development Agency (CIDA) to monitor garment
workers’ rights)9. Finally, the ‘suppliers’ were represented by eight senior managers from
major local garments manufacturing and supply organisations. These are the organisations
from which major MNCs source their products. Of the eight interviewed, four had held senior
positions within the BGMEA at some point in the past. As mentioned earlier, four interviews
were subsequent “checking” interviews following up any changes over time.
This group of 23 interviewees represent a cross section of those associated with the social
compliance audit process via a range of different roles. They claimed between 6 and 25
years’ experience (average of 13 years). All participants suggested that they were directly
involved in the strategic decision making of their respective organisations. As a result, we
perceive them to be knowledgeable about the social compliance audit operations and
strategies of their organisation and the impression gained was that the numbers interviewed
were sufficient to allow theoretical interpretation of a particular context10.
Consistent with prior research (see for example, Islam and Deegan, 2008; Deegan and
Blomquist, 2006), we developed a semi-structured interview guide so that the process was
flexible enough to allow space for various views on social compliance and related audits to
emerge. Interviews ranged from half an hour to three hours in length. All interviews were
conducted in person. Whenever possible, interviews were audio recorded and subsequently
transcribed. In cases where taping was not possible, extensive notes were taken during the
interview.
Some of the text from the interviews will be reproduced within this paper where it is
considered to be reflective of the opinions of the group. Whilst the details of these
interviewees appear in the Appendix, the interviewees were referred to by a coded number.
The code (MNC internal audit 1-7; external auditor 1-8; supplier 1-8), does not necessarily
reflect the order in which they appear in the appendix. This is intended to preserve the
anonymity of respondents to as great a degree as possible whilst still allowing sufficient
information to be provided about the respondents. Such approach is consistent with the
interview method outlined in Islam and Deegan, 2008.

9

We found these two local NGOs with foreign affiliation were actively engaged in workplace monitoring and
social welfare activities so as to protect the interest of garments workers in the global supply chains.
10

For each of the three groups of interviewees, the interviews led us to conclude that additional or new
interviewee/s were unlikely to add new information or to add to the overall story on social audits in the garments
industry. For each group, if there is homogeneity among population, a sample of six interviews may be justified
to enable development of meanings, themes and useful interpretations and this informed the selection of
interviewees (Guest, Bunce and Johnson, 2006). The number of interviewees is consistent with prior social and
environmental accounting research (see for example, Islam & Deegan, 2008; Deegan & Blomquist, 2006).
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In developing the semi-structure interview questions we relied upon the following research
questions. While interviewees were allowed scope to freely talk about various social
compliance audit related issues, these research questions provided the basis for our interview
questions.
1. What is the nature of the social compliance auditing that MNCs undertake to
monitor the activities of their suppliers in Bangladesh?
2. What motivates the initiation of a social compliance audit?
3. Which stakeholders do social compliance auditors engage as a part of the auditing?
4. What perceptions do local suppliers have in respect of the social compliance audits
and associated activities implemented by MNCs?
5. What input do local workers have to the social compliance audit process?
6. Do social compliance audits ultimately change workplace conditions?

5. Findings
5.1 Nature of social compliance audit practices
All participants were asked to provide a background to the social compliance audit practices
with which they were involved. All interviewees emphasised the compliance nature of the
audit11. All audits appeared to have the central objective of determining whether MNCs
sourcing garments from manufacturers in Bangladesh were doing so from organisations that
appear to comply with acceptable global social standards. In relation to acceptable social
standards, particular reference was made to in-house codes of conduct/standards developed
by MNCs, and to ILO standards, SA 8000 and European standards such as Business Social
Compliance Initiative (BSCI). There appeared to be a widely held view that the different
codes and standards being used to guide the compliance audits exhibit a high degree of
commonality and consistency. This is helpful but the codes and standards themselves are
unlikely to offer a direct challenge to matters such as social inequality and worker
discrimination (Barrientos and Smith, 2007). So the absence of any direct influence from the
accountability holders such as the workers and the local community is overcome, not by the
standards themselves but by the use made of those standards by the international standard
setters such as ILO or BSCI. Potentially at least, these organisations act as surrogates for
workers and the community and potentially help to protect their interests.
Rubenstein’s (2007) concept of surrogate accountability in relation to standards posits that in
an unequal situation, standard setters come with certain standards to protect accountability
holders (in our case workers and the local community). Suppliers were expected to be aware
of the required standards and to ensure compliance therewith. As a chairman of one major
supply company stated (who was also an industry official on a labour rights organisation):
11

It rapidly became clear that although a range of terms such as social audit, compliance audit and social
compliance audit were used – they were used interchangeably and as far as it is possible to tell, all related to
precisely the same basic notion of auditing compliance.
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Buyers and authorised bodies and individuals nominated by the buyers (internal or third
party auditors) have identified a number of issues for us to follow (typically included within
social codes of conducts). The audit is basically to see whether we have complied with these
requirements [supplier 4].

In relation to issues covered by the social compliance audit, most of the interviewees
explained that the audits mainly focus on factory working conditions. As one of the auditors
of a major global clothing and sports retail company stated:
In our social compliance audit we look at issues including child labour, health and safety,
discrimination, compliance with law, forced and prison labour, working hours, harassment
and abuse, notice and record keeping, and wages and benefits [MNC internal audit 5].

This range of issues was typical of those most noted by the interviewees as being the focus of
the audits. The issues highlighted by the interviewees are consistent with the global standard
setters’ (such as ILO, SA8000) prescribed social standards, which are set to protect rights of
the workers and the local community. This implies that global standard setting bodies are
communicating their standards (or information sharing) with both suppliers and MNCs. In the
absence of the democratic power of workers or the local community, standard setters apply
their power to protect workers or local community; this view is consistent with Rubenstein’s
(2007) concept of surrogate accountability on standard and information. The considerations
of the suggested standards in the audit process suggest that there is communication and
information sharing occurring between MNCs and global standard setters.
The processes employed by both the MNCs internal auditors and external auditors appeared
to be broadly consistent. There was also agreement that audits for new suppliers were
different to periodic audits undertaken for existing suppliers. Greater effort was taken in
relation to potential new suppliers and there was an expectation that suppliers pay at least
some of the costs of the audit (although some audits were also paid for by MNCs). As one
internal auditor of a multinational buying company stated:
We charge $1350 (USD) for the first audit and $1090 for subsequent audits. After the first
audit, and if we find some issues that need to be addressed, we give them 120 to 160 days to
resolve the issues and after that we do subsequent audits. If we find aggregated violation of
various social standards, such as use of child labour, we immediately eliminate the factories
as a potential source of any products. In Bangladesh we, the internal auditors, do these audits
but in Pakistan we use third party auditors to do that because we do not have our own experts
there. [MNC internal audit 5].

As a further reflection of the reduced activities performed on audits, other than first time
audits, an external auditor from a major audit firm stated:
A first time audit is very tiring, it requires time and many things we need to follow but when
we complete first audits it is easy for us to do follow up audits. When we set the time for
audits with the manufacturer, the time is not specific. For example we can say we will come to
your factory anytime between 13th and 25th of June. Then when we go for a full day audit, this
is a little bit unannounced as we don’t provide specific dates for the audit, we follow
available social standards we have; it is mainly something directly adopted from BSCI. While
the first audit addresses each and every issue carefully, in the subsequent audits we just
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concentrate on the issues which suppliers have not complied with previously. The level of
compliance influences the extent of follow up audits [external auditor 4].

The impression gained from the interviewees was that the first time audits are undertaken to
uncover breaches of acceptable social standards but when follow up audits are undertaken
they are very much scaled back unless particular breaches have previously been identified or
if particular news has come to light that social performance problems may be present. Such
insights raise issues about the continuing effectiveness of social compliance audits in
uncovering poor practices. Such insights also provide an interesting notion of the application
or implementation of global social standards as suggested by ILO, BSCI or SA8000. If there
is a breach of surrogate standards by particular suppliers, auditors are supposed to take the
responsibility to sanction the suppliers. Rubenstein’s (2007) concept of surrogate
accountability in relation to sanction provides an interesting base to explain such sanction.
While auditors theoretically have the power to protect the interest of the workers, their power
can be used to benefit economic and legitimacy requirements rather than creating any real
change. We will discuss this issue in detail in the next section.
Many teams appeared to follow similar audit procedures – typically with five broad elements.
As one internal auditor of a multinational company stated:
We pursue five steps in completing a full day audit. First we have an opening meeting with
management. In this meeting we clear our plan of actions, we also request them to be honest
and transparent and cooperate in respect of allowing access to their workers, accessing
necessary documents, and so forth. Then we go do our floor visits; we have a number of
health and safety standards to check when we have physical visits; we do have a check list for
these, additionally we also check whether they have under age workers that should be
investigated. Then after floor visits we do document checking. Here for example we check
employee salary sheets, age records, attendances, license checking (such as environmental
clearing certificate, fire license, boiler operation license). Then in the fourth step, we
interview workers; we interview young looking workers, female and male workers separately,
workers from different divisions including dying sections, cutting sections, sewing sections,
finishing sections, and packaging sections. We undertake random selections of workers.
Finally we complete the auditing with a closing meeting with the top management. We discuss
aspects relating to cooperation, and non-cooperation if any. We might demand further
information, clarification and assistance as needed. We leave them without providing our
audit findings. We send them our findings or discuss our findings with management the
following day, or some other day [MNC internal audit 5]

While certain social standards were the key focus of the audit and the five steps of the audit
were conducted by the auditors to see whether and how the standards were implemented, as
evidence from the interview response, all relevant actors, including accountability holders
(workers) and surrogates (standards producers, trade unions, NGOs), were not contacted by
either auditors or managers to discuss audit results. However, we see that social compliance
audit results were publicly available as these were communicated by MNCs through their
CSR and annual reports. Based on opinions provided by the participants of this study, our
understanding of the social compliance audit process suggests that limited input and feedback
was required from workers, trade unions, local NGOs or even standard setters such as ILO to
complete the audit process.
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Ignoring for the moment the impact of the cost on the manufacturers (as referred by external
auditor 5), it is clear that the audit must be a fairly perfunctory affair. It is no wonder that the
audit is “tiring” (as referred by external auditor 4): in that single day the auditor will speak
with management asking them to be “honest and transparent and to cooperate”, before
making a physical visit and walking through their checklist of surrogates’ (ILO’s)
recommended social standards, which is followed by detailed document checking, then
interviewing employees before a closing meeting with management, (the five steps referred
to by MNC internal auditor 5 above). That any assessment of substance can be performed in
that time for that price is surprising and these very significant constraints again inevitably
raise questions about the various stated and actual purposes of the audit.
From the interviews we got a sense that the auditors went into the field with the intention of
completing their onsite investigations within a day12. Whether this coincides with what
western consumers believe is happening is questionable. Nevertheless, a ‘social compliance
audit’ is undertaken and the MNCs can report this to a wide range interested stakeholder
groups (albeit that many of them do not disclose the period of time undertaken on the audit
and some of them might not disclose at all if managers find that the audit results are
commercially sensitive). In establishing the time constraints for the audit before the audit
begins, the auditors are clearly in danger of determining what can and what cannot be done:
regardless of what needs to be done to undertake a compelling audit.
MNC internal auditors appeared to follow company policies and guidelines which they check
for compliance. As mentioned earlier, compliance policies and guidelines are basically based
on international social standards. External or third party auditors often merge globally
acceptable standards (say ILO principles on human rights, BSCI, FLA guidelines) with their
clients’ guidelines and policies. Interestingly, company codes of conduct and external
auditor’s adopted principles appear similar as they all focus on ILOs basic human rights
standards. As one executive of a local NGO which is an affiliated audit partner of the FLA
stated:
We are an FLA [Free Labour Association in USA) affiliated auditor. When we go for a factory
visit we require both FLA guidelines, which are basically based on ILO’s basic standards, and
our client’s (multinational companies) own standards. We also must respect local labour laws
which are also overlapping with ILO standards [external auditor 5].

Basically, such audits are generally conducted by internal auditors (those who are employed
by MNCs), they are typified as `compliance audits’ and their initial purpose is to reach a
conclusion on the extent to which the manufacturers are in compliance with extant codes. The
dominant format of these codes was that from BSCI but the codes were generally perceived
as convergent, complimentary and perhaps even, inter-changeable. The interview responses
suggest that external or third party auditors are more inclined to apply global standards than
internal auditors who basically consider company guidelines which are themselves based on
international guidelines. The significance of employing external auditors is that they are
believed to be relatively independent bodies and receiving assurance from these bodies
12

Some audits could potentially take longer than a single day, but we did not explore this particular aspect in the
interviews. The norm appeared to be the single day audit.
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creates a sense of legitimacy. MNCs appoint external auditors in order to respond to
legitimacy crises (we will discuss this in the next section) and such corporate driven external
audit via NGOs may not nurture the spirit of surrogate accountability. MNCs appointed
NGOs as external auditors (like indepependent financial auditors) may not create
accountability as they are largely dependent on audit fees by their clients.
The centrality of the surrogates’ recommended codes/standards and the use of checklist to
provide comfort on conformance with those codes/standards (mentioned by several of the
auditors unprompted) was then used as the basis upon which to articulate the outcome of the
audit in the form of a rating process that might take the form of:
…..acceptable”, …acceptable with
unacceptable [MNC internal audit 5].

issues,…

needs

improvement…

[and]

or
“green… orange… and red..” [MNC internal audit 2].
Thus immediately we can see the audit is designed to use the codes/standards both as the
principal mechanism of legitimation and as a means to ensure the simplification and
manifestation of the complex imponderables of humane working conditions and such subtle
and contested notions as human rights. The human condition is reduced to `the code’ and then
the code is reduced to a checklist which can be represented in a rating of, for example, three
traffic light colours. The stark clarity with which workplace experience is technologized and
made auditable is arresting.
The overriding impression is that the various social compliance audits follow a fairly similar
process in terms of procedures being undertaken, the ratings being provided, and social
standards being followed. As mentioned earlier, standard setters’ standards are being
considered in the audit process: while internal auditors use the integrated standards with
MNCs’ codes of conduct, external auditors directly refer to international standards such as
ILO or BSCI standards to complete their audits. This was something that we were previously
unaware of. Having gained some knowledge of the nature of the social compliance audits, the
next issue we sought to investigate was perceptions about what drives the instigation of social
compliance audits.
5.2 Motivation behind the social compliance audit practices
Interviewees were asked why they believed the social compliance audits were instigated in
the first place. Interviewees explained that a central reason is that they are a buyers’
requirement and that audits would not be undertaken in the absence of a demand from MNCs.
This is interesting to see how MNCs directly or indirectly imposed globally acceptable social
standards imposed upon their suppliers. From the manufacturers’ and suppliers’ perspectives,
social compliance audits are effectively mandatory given that social compliance audits
typically come with every order placed. This was seen to represent a departure from the
requirements of 10 to 15 years ago when the main issues of concern were cost and product
quality. As a senior executive of a supply company stated:
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Yes the social compliance audit is the buyers’ requirement. …... This is a pre-condition of
finalising and executing any order with the buyers. We have to sell our products and that’s why
we must follow certain codes of social conduct as required by the buyers [supplier 3].

It is not, clearly, though an empty ritual. In an unequal world, the audit is a substantive
manifestation of the power that the MNCs exercise over the manufacturer and it is a
manifestation with very real consequences.
Whilst audits may well be broadly comparable from one manufacturer to another, from one
auditor to another and from one MNC to another: they do appear to be highly responsive to
external influence. The most notable of these differences arose from discussion about when
the external – as opposed to the MNCs’ internal auditors are brought in. One unexpected
insight that emerged from the interviews was that MNCs employ external or third party
auditors only when the MNC faces a major threat as a result of media accusations and/or
sustained NGO campaigns (such as the use of child labour, or any other inappropriate
behaviour by the suppliers). As mentioned earlier, a group of surrogates (NGOs and media)
are expected to sanction accountability wielders (MNCs and their suppliers) if they breach
the social standards (Rubenstein, 2007). We found opinions that external auditors were
appointed to respond to the possible threats of sanctions by NGOs and media. The power of
NGOs and media are emphasized here. Prior research (for example, Thomson et al., 2015)
demonstrates that external accounts by social movement organisations intend to challenge
and de-legitimate power relations in order to mobilise change agendas in the social
movement and create accountability. There was a belief that the involvement of third parties
increases the likelihood that information would be accepted or believed by various
stakeholder groups. Information provided by third parties is considered to have greater
credibility. There appeared to be a belief that external third party reviews are an instrument
for corrective action, and as a means to pacify concerned stakeholders.
As one external auditor stated:
You may be aware that MNCs are often criticised because of a belief that their supply sources
are not ethical. There have been many incidents that the western news media has frequently
highlighted such as showing pictures’ and videos’ of children working in the factories; this
could be in the Wall-Mart factories, Gap factories, Nike factories and so on. NGOs and labour
right bodies often take actions against many MNCs for not being responsible: for not meeting
maternity leave expectations, for paying poor wages, or for massive fire accidents……. ..a
group of NGOs and labour rights took action in a US court against Wal-Mart for poor working
conditions and underpayments in its supply factories. We saw many of these being very
sensitive as western consumers react so quickly to these events. These sorts of events have led
to the appointment of third party auditors who are believed to be more credible agents to
investigate these matters. We found concerned multinational companies usually take corrective
actions based on our audit outcomes particularly when a crisis leads the companies to appoint
us [external auditors 2].

An internal auditor of a multinational company also stated:
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When something goes wrong, you can imagine third party auditing is imminent. You can expect
our headquarters in USA to directly assign an accounting firm or NGO to investigate the
incidents and to make public the existence of the third party involvement [MNC internal audit
2].

There was a perceived crisis as surrogates such as media and NGOs threatened to impose
sanctions due to the violation of particular social standards (also see Thomson et al., 2015).
When - as a result of an incident like the media’s discovery of child workers, and when
surrogates are about to sanction - concerned MNCs and their suppliers employ external
auditors. This context for employing external auditors has never been researched before.
Hence again, we very much get the feeling that social compliance audits are about addressing
legitimacy threats and protecting brand image rather than being motivated by any underlying
ethical reasoning. The greater the media attention or perceptions about the severity of the
potential crisis, the greater the perceived likelihood that third parties would be involved in the
audit practice. These results are broadly consistent with the large body of literature which
generally suggests that the nature of social disclosures and associated practices, is reactive to
legitimacy threatening events (Deegan, 2002). Although such legitimacy threatening
incidents and associated possible sanctions by surrogates influenced management to make an
appointment of a third party auditor, this may not create change any improvement of working
condition.
5.3 Stakeholder dialogue and inclusion as a part of social compliance audit process
As we showed earlier in this paper, MNCs often make public statements that suggest that
stakeholder dialogue and stakeholder inclusion is an integral part of the audit and compliance
process. However, the majority of the interviewees indicated that their audit programs did not
have provision to engage people outside of the factories. In other words, surrogates’ feedback
was not considered in the entire process. This is primarily consistent with assurance research
(see, Edgley et al., 2010) that identified significant obstacles to stakeholder dialogue in
sustainability assurance practices. Indeed there was a degree of scepticism about the need, in
normal circumstances, to talk to people outside of the organisation such as labour leaders,
NGOs or the local community. One representative response was:
It is a common and regular exercise to interview a sample of workers and mid and top
managers of the factories as a part of social compliance audit. No other people are considered
necessary to contribute to the audit process [external auditors 1].

However, like the use of third party auditors, the extent of external stakeholder engagement
also appeared to be reactive to the existence of a legitimacy crisis. As one external auditor
noted:
When there is a media campaign… or labour unrest… we interview outside people adjacent to
the factory as they are believed to have some important information. These people may be shop
keepers, people gossiping in the tea stall, and so on [MNC internal audit 2].

When asked whether there is a need to talk to NGOs and human rights organisations as a part
of the audit, all of the interviews (except two) said that in normal circumstances there would
be no need to talk to external people. As one internal auditor noted:
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We don’t have to talk to NGOs or the local community unless we are instructed from the head
office to do so. In the normal circumstances we can manage the situation internally, so why
should we talk to the local community or to NGOs or even to the media? This might only
inflame an issue.[MNC internal audit 3].

This is inconsistent with how MNCs often publicly describe their social compliance audit
engagement processes (in corporate media such as annual reports or sustainability reports).
This all suggested that despite our attempts to remain superficially anodyne in the
questioning that the `surrogate’ question may have been seen as threatening and maybe
explained why our interviewees were unable to help us to speak to the local communities or,
more appositely, the actual employees.
All the internal auditors were asked whether they knew about whether any other stakeholder
groups or representatives could get access to the workers in the factory. The typical response
is that they ‘rarely engage NGOs, labour leaders or journalists to monitor supply practices [MNC
internal audit 3].

The data seemed to consistently suggest that whilst the audit was a simple, straightforward
and perfunctory activity when everything was “normal” and “under control”, once the gaze
of external parties, notably in the west, alighted upon the supply chain, a different
undertaking was launched. It seemed to us quite clear that the appointment of the external
auditors was not a question of competence, (crises in the company were, as far as we could
tell, dealt within the company), but a question of perceived authority and competence.
Surrogate intervention through highlighting legitimacy threatening incidents mean that
repairing and regaining legitimacy required a very different perceived posture than when one
is simply maintaining that legitimacy.
When there is a real crisis, the MNCs were more likely to require the social compliance
audits be undertaken by a third party – often an NGO body. To get rid of a real crisis, the
use of NGOs as third party auditors can at best be seen as “co-option” technique as part of
corporate manipulation strategies explained by Oliver (1991).
Furthermore, it transpires that where NGOs were appointed they considered themselves to be
acting as both auditors and as external stakeholders. Two of the NGOs interviewed said they
monitor activities in their role as an auditor as well as in the role of a stakeholder who
protects workers’ interests.
When we enter a factory we interview workers and they open up to us and we discuss their
problems and hold discussions with the managers to resolve the problems. It is good that some
companies are monitored by us. We are protecting the workers’ interests [external audit 5].

It was not apparent either that such NGOs also undertook wider stakeholder consultation,
assuming, apparently, that their role as NGO made such additional dialogue unnecessary.
This apparent lack of consultation with external parties such as NGOs or labour leaders,
unless it is deemed necessary for addressing a particular crisis, was unexpected. Furthermore,
when NGOs are somehow appointed by managers to audit working conditions, they appear to
lose their independence and they may not be called ‘surrogate’. NGOs’ dual interest in the
social compliance audit process needs to be investigated further. The findings also indicate
that irrespective of their engagement with management (in the audit process), NGOs and
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labour leaders in an unequal world may not be powerful enough to hold the power wielder
accountable and protect the workers’ rights.

5.4 Clothing manufacturers’ perceptions of social compliance audits
Officials from all eight of the garment manufacturing firms were asked general questions
about their perceptions of social compliance audits and the tensions the activities create. All
interviewees considered that they are subject to pressure during the audit as audit outputs
might lead to the cancellation of orders. One typical response included:
This provides huge mental tension for us. We are always in fear of losing our contract [supplier
2].

Although a number of the interviewees appeared to struggle to see real benefits from
undertaking a social compliance audit, some of the suppliers considered there were some
limited benefits. They said a good audit report in itself can create financial benefits
(interestingly, no mention was made of the benefits to employees).
The audit brings benefit to us if we get a good report from the auditor. We are doing business
with the international partners. If one partner gives us a good compliance report we can sell it
to other prospective buyers. During the period in which we are negotiating a new order
reference to a good audit report becomes very effective. Compliance has a financial value to
us! [supplier 5].

The above response gives a sense of financial rationale behind the social compliance audits.
In other words, if there is no pressure from consumers and there is no financial benefit of
carrying out a social compliance audit, it seems likely that an audit would not be carried out.
More importantly (to our mind), suppliers when interviewed did not volunteer any
suggestions that they are creating change in order to improve the working conditions.
When auditors (both internal and external) were asked about the pressures or tensions caused
by their factory visits they said they understood that manufacturers felt significant pressure
for fear of losing contracts. One external auditor stated:
Irrespective of the nature and type, an audit is a source of pressure and tension. …. when we go
for factory visits and talk to random workers, managers do not know how workers answer our
questions. Workers might say, child workers are used here, they might say they are sexually
harassed or physically assaulted. These are all gross violations of social standards. For any of
these violations, the factory would be suspended or multinationals can cancel order. This is
very costly [external auditor 1].

Reflecting on the perceptions from the local suppliers it was interesting that none of the
suppliers apparently considered the benefits that social compliance audits might create for
employees. Rather, they saw social compliance audits as a potentially costly exercise that
could only create benefits (of a financial nature) if the outcome of the audit was positive.
Such results are generally consistent with Islam and Deegan, (2008) who found that the
disclosure of social performance information reflected the expectations of MNCs, rather than
because of any underlying ethical reasoning pertaining to accountability. What we observe
here is that while standard setters - such as ILO being (either first order or second order)
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surrogates - have imposed certain social standards upon both suppliers and MNCs at the first
phase of the accountability process, NGOs and media, being another group of surrogates, are
sometimes not powerful enough to execute the second (information) and third (sanction)
phases of accountability. We are not clear as to whether surrogates, NGOs and media or
standard setters such as ILO receive any real information about MNCs’ and suppliers’
compliance with standards. We observe that without a threatening incident, in an unequal
world surrogates do not fully sanction MNCs or suppliers for non-compliance. Because of
their weak position, accountability holders cannot sanction (or play their role in helping to
sanction) (Rubenstein, 2007, p. 624) MNCs or suppliers; the power of surrogates needs to be
strengthened to make MNCs and their partners ethically accountable. Therefore, any form of
weak accountability only encourages the power wielder to be opportunistic and, in effect,
contribute to existing inequity.
5.5 Local workers’ input as part of audit process
As we have seen, stakeholder involvement in the audit process was generally low (also see
Edgley et al., 2010) although all parties seem to expect that workers would be interviewed as
part of the process. The process diminished stakeholders’ access to receive real information
about MNCs and suppliers’ compliance with a particular social standards. In terms of the
input that workers had to the social compliance audits, the following representative responses
were provided:
We interview workers, we select some, and employers also select some for us to interview
[MNC internal auditor 4].
It is a core audit step that we talk to workers; we have a questionnaire for them. Whatever we
ask workers we give the managers a general idea of it. Whatever answers we get from workers
we provide aggregate results to the manufacturers. We call them in a room where there is no
camera; worker selection is random. [external auditor 1].

In terms of the conduct of the interviews:
We create environments to get information. We interview individually and we also interview in
a group, it is very effective because if one worker says something, others agree or disagree and
others can correct if someone goes wrong or somebody tells a lie, they have eye contact with
each other, this is an interesting way to collect information about what actually is going on.
[MNC internal audit 2]..

Generally, it is the auditor who selects the workers to be interviewed. Many of the workers
are perceived to be uncomfortable in identifying problems because of the implications that
could follow for both themselves and the organisation. Such levels of discomfort are not
consistent with the public commitments disclosed by the MNCs. Rather such levels of
discomfort give a clear difference of actual actions from the ritualistic practice or the use of
social compliance audits.
The auditors (internal and external) were also asked whether audit outcomes are shared with
the workers. The results indicated that there is no direct communication with workers about
the audit outcomes or about the level of importance that the auditors attributed to their
various concerns. Three representative responses included:
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While workers are allowed to respond to our guided questions, and to raise arguments around
them, we never ask open questions. We never discuss with workers that their particular
arguments have been accepted or particular complaints have been solved [external auditor 3].
….We only discuss the issues which managers need to address and correct. This discussion is
only with managers, we don’t go to workers for further discussions [MNC internal auditor 3].
We disclose specific audit outcomes neither to workers nor to management [MNC internal
auditor 1].

During follow up interviews, when we asked interviewees about the possible implication of
providing audit feedback to workers, one interviewee was really critical about the possible
role of the workers. According to him, providing some audit feedback could be a high risk for
the managers and employers. As he stated:
You know the context of Bangladesh right? Why should we share audit results with workers?
We discuss audit outcomes with managers and suggest if corrective measures are needed. Now
if we find workers are underpaid and if we share this result with workers, they will simply put
fire to the factory. Can you imagine some devastating consequences of sharing some audit
finding with workers? (Follow up interview: external auditor 8).

From the above responses, although the workers voices are heard in the audit process, it is
difficult to know to what extent the workers were (and perceived themselves to be) free from
coercion. The auditors and suppliers appeared to recognise that the
employees being accountability holders would have fears about providing negative
information and it is clear that the level of dialogue was limited (Edgley et al., 2010) through
both the restriction on the use of open questions and the lack of follow-up in terms of how the
organisation was to address particular concerns. There is no sense here that the welfare of
workers is paramount. From a surrogate accountability perspective (Rubenstein, 20007) this
is the case in the unequal world where accountability holders such as workers are less
powerful because of their weak vulnerable situation within the organisations. Given this
situation one may question why employees’ input, not surrogates’ input is necessary to
complete the audit process. The audits seem almost ritualistic so as to provide the basis for
social compliance with the requirements imposed by MNCs. If engagement with the
stakeholders is ritualistic and potentially manipulative then such processes will not
necessarily advance the interests of less powerful stakeholders, albeit that the actions might
be economically rational from the perspective of the organisation (Wadham, 2009). Again,
we had the feeling that the nature of the social compliance audits were such that they were
not being conducted to improve the welfare of workers, but were undertaken in some form of
ritualistic manner so as to provide the basis for compliance with the requirements imposed by
MNCs. As we discussed in the prior section, there was a pressure of surveillance and such
pressures clearly derives of its power from the the symbolic power of the audit (Power,
2007). Notably, there seems to be relatively little conflict or even potential for conflicts
within the audit process itself: as Power (1991) would suggest, the audit is a problemsimplifying practice. In part this seems to be achieved by the focus of the social compliance
audit being predominantly upon the compliance with codes and not upon the condition of the
workers and communities.
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Given our concern about whether the social compliance audits were creating positive
outcomes for workers, the last issue we explored in our interviews was whether, from the
perspective of the interviewees, real social benefits accrued as a result of the social
compliance auditing activities. This is important to know because the power wielders (MNCs
and suppliers), accountability holders (workers) and surrogates (ILOs, NGOs, media)), at
least at ritualistic level, talk about the process of social compliance audits which is itself
worker centric.
5.6 Social compliance audits as a means of improving working conditions?
Towards the end of the interviews, when the interviewee had typically become a little more
relaxed and trusting, one of the key purported issues within the social compliance audits, the
changing condition of workers (Question 6), was addressed13: despite the potential ritualistic
nature of the audit, have humane working conditions and community rights improved at all?
Views were muted and somewhat mixed. In essence, there appeared to be a sense that there
was change but it was slight and, potentially, only temporary. In explaining how the audits
led to improved working conditions, one representative response was:
…. The continuous monitoring by internal and external parties [NGOs, media] gives workers a
sense that if MNCs try to do business with suppliers in Bangladesh then both parties have to
follow social standards. Is this not a good change? [external auditors 7].

The surrogates’ role undertaken by NGOs and media are evident in influencing accountability
practices by MNCs. However, as discussed earlier, NGOs’ campaign and media allegations
against MNCs are not of a continuous nature that could hold MNCs accountable in a
perpetual manner.
So what is being achieved? Time and again the auditors expressed their principal concern as
being their ability to give assurance to the MNC that the surrogates’ suggested code(s) was
being complied with. Unfortunately, we were unable to engage any responses which reflected
upon either the limitations of that ambition or the potential irony of such an achievement in
this constrained setting. However, it seemed very important that the auditors represented
themselves as undertaking something significantly more than a simple box-checking exercise.
In terms of how economic sanctions seem to motivate workplace improvements, one typical
response included:
We suspend factories if they don’t comply with certain issues such as ensuring workers are not
physically or sexually harassed; or workers are underpaid. We definitively will cancel an order
if we find any young looking workers and there is no explanation. We are very strict in
following these standards. We have huge product sourcing from Bangladeshi manufacturers;
they want to work with a big buyer like us as. They know our expectations and the majority of
them behave and change accordingly [MNC internal auditor 2].

Thus, as Mills and Bettner (1992) and MacLullich (2003), for example, have argued, it is
essential to legitimate the audit as a routine of some substance and import in order to distract
attention from the perfunctory ritual its actual practice seems to be.
13

Given our earlier concerns about appearing to be anodyne, this question was something of a gamble (albeit an
essential one). Coming at the end of the interviews and typically following from discussion of the “not normal”,
the question appears to receive a good response.
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A number of the external auditors and internal auditors suggested that factory managers are
motivated by their own self-interest and would probably stop ensuring certain conditions
were met if monitoring was discontinued. A minority of the respondents also questioned
whether any real change had occurred:
I don’t think the workers’ real situations have changed as we expected. Change is very slow in
terms of human rights. There is a gap between buyers’ commitment and what is really
happening here. ….. Auditor can identify the problems, they can talk to managers to solve these
problems but problems are so deep rooted that audits sometimes have nothing to do but to
identify problems that might be solved [external auditor 6].

Those who provided negative comments were asked what MNCs and suppliers should do to
create fundamental change in working conditions. All said the problem is endemic in poor
economies like Bangladesh – an unequal world where workers are less powerful to fight for
their own rights and where surrogates such as NGOs and media can substitute for workers to
hold power wielders accountable (Rubenstein, 2007). While the surrogates’ accountability
mechanism can help in the short to medium term (Rubenstein, 2007), policy reform at a
national level and mandatory governance or audit requirements, along with exercising real
democracy, might assist in reducing violations of human rights in a sustainable manner.
Neither buyers nor suppliers alone can solve child labour and other human rights problems.
Now buyers are putting pressures on suppliers because of NGO and media campaigns; but how
long will such pressure be maintained? It has brought change but perhaps it would be better if
governments - both host and home governments - imposed requirements for multinational
companies to appoint independent auditors and mandated a requirement that audit reports
must be communicated with workers and other stakeholders who in turn might protect workers’
interest - such as labour rights NGOs. This could reduce some problems. Without independent
third party involvement any possible benefits to workers will be hampered [external auditor 5].

Of some interest, the recognitions that workers’ conditions may not be improving did not
play back onto a questioning of the role of the social compliance audit itself but, more
importantly, (in a manner which both Free et al, 2009; and Locke and Roomis, 2007
suggested) was then couched with excuses as to why this was not the fault of audit.
Although the above responses appear to suggest that the social compliance audit process
brings positive change, those changes appear to be both operating on the suppliers’ (and
MNCs’) financial self-interest and fundamentally temporary and reversible in nature. Only
substantive structural governance change seems likely to embed positive initiatives – a
situation which seems to obtain in many areas of poverty within developing countries. The
above responses again suggest that the current processes employed within the context of
Bangladesh (at least as experienced by our group of interviewees) fall short of actual
accountability (or standard accountability, see Rubenstein, 2007) or action wherein the
interests of affected stakeholders are advanced through a process of open and free
engagement without fear of subsequent discrimination.
After the Rana Plaza collapse –a terrible incident of a building collapse which killed more
than 1100 garments workers in Bangladesh in April, 2013(Odhikar, 2013; Burke, 2013), we
conducted four follow up interviews (2015) (two with external auditors and two with MNC
28

internal auditors) to understand whether anything changed in the social compliance audit
practices within the supply chains. We received mixed responses. An MNC compliance audit
chief stated that there has been no change in their social compliance audit process. A third
party auditor stated that before the Rana Plaza incident the structural problem of the factory
building was part of the social compliance audits often overlooked and neglected by the
auditors in their audit process, however after the incident, due to massive international
pressure, separate or independent building inspections or building safety audits have been
introduced by most of the suppliers as per guidelines provided by two international
compliance accreditation bodies in Bangladesh including Accord and Alliance. Key opinions
included here:
I do not see much change in the audit process. But before the Rana Plaza incident, we did not
realise a factory building could collapse and kill many people. The incident has just shaken the
whole industry and made everyone realise that building safety is the most important issue of
compliance. The issue was never considered as a serious issue of concern. I would say the issue
of audit change but not the audit process (Follow up interview: MNC internal auditor 4).
….. After the Rana Plaza incident, we now do independent building fire and safety audits
(which is different from other social compliance audits) where we look at the entire process
(from checking building permits to checking raw material used for the building). (Follow up
interview: external auditor 8).

We did not find any change in the mechanisms or understandings of accountability in the
social compliance audit process as a result of the Rana Plaza incident. However, the incident
itself suggests that a new form of audit, this being a building safety audit, has emerged, which
is beyond the scope of this paper. However further research is required to investigate building
safety audits within the global supply chains.
Any improvements in working conditions that are made appear to occur because of threats to
the suppliers of losing contracts. That is, only threats or coercive pressures are likely to
address accountability to some extent. However, where positive changes are made there was
a feeling from some interviewees that such changes should not be considered permanent or
firmly entrenched. There was a view that if the social compliance audits ceased then many
positive initiatives would cease and accountability collapse. This led some interviewees to
suggest that some form of surrogate (government, NGOs or media) intervention was
necessary, rather than leaving it in the hands of ‘markets’ where product quality, time and
price pressures affect workers in unintended and deleterious ways (Neu et al., 2014). The
view was that if the advancement of workers’ rights is left to market forces then real
sustained structural changes in workers’ conditions will either not occur, or will be slow in
coming. The continuance of such change would in particular be dependent upon the media
and NGOs continuing to be active in bringing the plight of workers to the attention of western
consumers. Whilst there has been some positive changes over recent decades, the slowness in
change inevitably causes frustration for workers, but they tend to be relatively powerless to
change the situation. This frustration at times leads to campaigns of labour unrest in the
Bangladeshi garments sector via protests, which in turn attracts media attention and potential
reputational risks for MNCs (BBC, 2010; The Guardian, 2010; Ethical Trade, 2009; ILRF,
2011). There was a view that such campaigns are a necessary strategy for workers to keep
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the focus of western consumers on workplace issues within the context of a developing
country.

6. Discussion and conclusion
In this paper we have sought to explore the practice of using social compliance audits within
the context of a developing country, specifically Bangladesh. We have found that social
compliance audits are typically a necessary precondition to MNCs entering supply contracts
with Bangladeshi suppliers. Nevertheless, whilst such practices are common in the supply
chain, there is little detail within the accounting literature about how these audits are
undertaken and the motivations behind the audit process. While prior research focussed on
assurance practices, certification systems or compliance audits both in the accounting and
business literature, exploration of the social compliance audits and, especially, the
employment of in-depth fieldwork has been relatively scarce. This paper adopts a rich
interview–based approach in an attempt to partially address this gap. Part of our research goal
was to fill this lacuna and to provide a description about what actually happens when ‘social
compliance audits’ are undertaken within a developing country.
In attempting to understand the nature of the social compliance audits we set out to see if the
processes being employed might be usefully interpreted through the notion of surrogate
accountabilty. In undertaking our research, we interviewed 23 individuals within Bangladesh
who had sound knowledge of the practices of social compliance auditing being performed.
Our results suggest that the audits are not typically improving workers’ rights and where they
are, they occur because of the financial penalties that would otherwise be imposed on
suppliers (through loss of contracts). We also learned that there appears to be a great deal of
similarity in the process of audits being performed across the garments industry of
Bangladesh and that the extent of work performed, and the involvement of third parties,
appeared to be influenced by whether a potential crisis has been identified in relation to a
particular supplier. Conversely, if nothing negative has been identified with respect to
contracted suppliers (perhaps through the media or by NGOs) then ongoing auditing is
reduced in scope. That is, stakeholders or surrogates’ (NGOs and media in particular) threats
and pressures are likely to help restore accountability. If surrogates’ threats ceased, then
many positive initiatives would cease.
What seems to have emerged is a complex interplay of motives, assumptions and influences.
The actual conduct of a social compliance audit is predominantly a requirement instituted by
the MNC as a pre-condition of the supply contract. There is very little evidence that, all
things being equal, the MNCs exert much in the way of resources or effort to assess the
reliability of these audits which appear to have a symbolic role and allow the MNC to
continue to make claims that appear to play well with western consumers. In a climate of
CSR one might, albeit naively, have thought that the MNCs would have had strong intrinsic
and extrinsic motives for ensuring that the audits were substantive and that the claims were
reliable. There is no evidence of this. Consequently, the audits are generally of a cursory
nature and we found little evidence that they make much constructive impact on the lives of
workers and communities. Such accountability as is owed to the relatively powerless workers
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and communities remains largely undischarged. (It did, however, look as though conditions
might worsen should even these cursory audits disappear). But that is by no means the whole
story. In any ways the most influential actors are, what Rubenstein calls, the “surrogates”:
NGOs, civil society organisations, social and news media and so on who, independently and
on behalf of the accountability holders, monitor and expose failures in the conditions in the
supply chain. These surrogates have the power to expose and embarrass all segments of the
supply chain and, crucially, the auditors themselves, by identifying unreliable claims and
overlooked issues which the international codes suggest are important. The actions of the
surrogates raise issues and, as we have seen, occasionally result in the allegedly more
rigorous external auditors being called in. Whether these auditors merely constitute a more
legitimate form of symbolic action is a moot point. What seems clear is that without the very
existence of the surrogates and the potential action that they might undertake, the social
compliance audits would, in all probability, be even more meaningless than they are now.
What little accountability is present in the supply chain appears to owe its discharge, as
Rubenstein rightly observes, to the power and actions of the surrogates.
The findings suggest that to create real change in workers’ conditions and hold MNCs and
their suppliers accountable, some form of surrogate (government, NGOs or media)
intervention is necessary, rather than leaving it in the hands of ‘markets’ and waiting for
another incident like Rana Plaza. Thus, a social compliance audit becomes a ritualistic
practice that supports MNCs’ maintenance of legitimacy to the wider community rather than
creating real accountability. The findings suggest that ‘counter accounts’ (Gray et. al., 2014;
Thomson et al., 2015) can be used by surrogates in a radical manner to bring real changes in
the social compliance audit practices.
Once again, from the various responses documented in the paper, the story which emerges
here is a complex one which resonates well with the emerging audit literature – especially in
that the social compliance audit is not a monolithic discourse. Not only, as Power (2007)
makes clear, is the audit simultaneously both a rational managerialist attempt at improvement
and a legitimating process, but it is not a single thing, not a single activity. At a minimum, the
social compliance audits comprise two quite different characters. For most of its life, it is a
calming, routinized, maintenance of both order and the appearance of order. The audit is a
successful combination of a problem-simplifying technology, of routine and superficiality but
bound around with a language and aura of symbolic legitimacy and an appeal through its
panopticon character to the threat of real economic penalty. This ritual is played out and is
both legitimated by and helps legitimate the surrogates’ suggested codes (such as ILO’s ones)
and guidelines that successfully convey a notion of appropriate beneficence that the MNCs
are happy to exploit through their reporting and other information dissemination mechanisms.
There is an entirely other audit process when surrogates’ sanction (such as NGOs’ protest
resulting in labour unrest or media’s highlight of child labour) is mobilised - when the
maintenance of “normal” has failed. The symbolic legitimacy of the “external auditor” is
then called upon and their “professional” symbolic legitimacy is brought to bear in the firefighting, deflecting surrogates’ sanction and criticism and repairing legitimacy. And these
more serious and more substantial auditors engage a wider range of surrogates (including
NGOs, media, local community, labour leaders) – although whether to be seen to do so;
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whether in order to identify and defuse trouble-makers; or whether for both purposes was
unclear to us. There is nothing in the audit process which is actually designed to accept
surrogates’ voices and identify and reduce the risk of the MNCs. There is simply not enough
work undertaken for the real risks – whether to workers or to the MNCs to emerge and/or to
be identified. It is as Power (1997a/b; 2007) has argued – the existence of the audit which
matters – its efficacy is of no importance.
A number of persuasive, if tentative, inferences can be drawn from the enquiry. We have
found that social compliance audits are a necessary precondition for MNCs entering supply
contracts with Bangladeshi suppliers. How widespread this might be would be worthy of
further investigation. Our respondents identified a high degree of convergence between the
different codes and social standards under which social compliance audits are conducted and
there was a noticeable degree of agreement on the issues and the procedures which inform the
audit. On this latter point, for illustration, child and/or forced labour, health and safety and
discrimination rank highly. Environmental and community issues do not. These agreements
seemed to be independent of background or function and seemed, as far as one could tell, to
be independent of cultural context – at least at a superficial level. It also emerged that the
social compliance audits are typically fairly perfunctory and follow-up audits, superficial or
non-existent. The bulk of our respondents seemed to be of the view that “external” auditors
offered the more credible option in times of legitimacy threats from the western media and/or
civil society organisations. While such legitimacy threats are likely to create a sense of
accountability to some extent, it is unsustainable. The absence of accountability will return
soon after the legitimacy threats are gone. Like prior research that looked at codes for labour
practices (Barrientos and Smith, 2007), our study reveals that social compliance audit process
that also assesses the implementation of the codes, has limited merit to challenge existing
social inequality or unequal world in the workplace. As a key element in the surrogate
accountability process, NGOs and civil society groups need to be empowered to create
continued democratic concern and discursive communicative action so that workers’ rights
are protected in an unequal world like Bangladesh. In an unequal world, surrogates
(deliberative activists in Fung’s (2005) term) may lack ability to alter the deep structure of
inequality. Dialogic engagement processes are important to nurture ‘multiple actionsincluding organisation-centred accounts as well as a variety of external accounts- that can
authentically reconstruct this diversity of interests’ (Thomson et al., 2015, p.814; also see
Edgley et al., 2010). At a broader level, surrogate accountability requires altering the deep
structure of inequality through empowerment of surrogates –much of this deserves further
research attention. Most importantly the robustness of external and civil society groups’
claim to represent the oppressed group deserve further research attention (Thomson, et al.,
2015). Furthermore, while we acknowledge that with surrogate accountability mechanism
alone may not be fully capable of making powerful actors accountable, there is a room for
further research to investigate whether surrogate accountability relationships operate alone or
in a mixed systems alongside standard accountability (Koenig-Archibugi and Macdonald,
2013).
Most importantly, all of the evidence we collated spoke of the social compliance audits as
business-driven events with two principal functions. The first function was that of identifying
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and minimising risk to the purchasing companies, MNCs. This risk related to concerns that
information concerning practices that western customers and NGOs found unacceptable
might find its way into the public domain. The second principal function was directly related
to this: the very act of using garment manufacturers in developing nations (for clear economic
reasons) is an act which needs legitimating in the eye of western customers and NGOs.
However, these two principal functions did not lead to any apparent improvement of working
conditions or real accountability in relation to those working conditions. The social
compliance audits serve this legitimating function by creating a significant distance from the
real action to improve working conditions. How well the audits actually fulfil these functions
is a more telling question:


First, the issues of risk may well be worth further enquiry. It was far from obvious
that the perfunctory and ritualistic nature of the audit could be relied upon to regularly
identify potential areas of risk as they affected the MNCs. Although not specifically
investigated, the audit functions may well be that its presence is relied upon to
encourage appropriate self-disciplining and self-audit amongst the suppliers.



Second, it would be tempting to characterise the social compliance audits as rituals of
legitimation whose purpose was to be seen and perceived, not to find or to change.
What the MNCs’ relevant publics think is happening in a social compliance audit and
what is actually happening are quite different things. There is certainly no evidence
that the function is to ensure structural long term change in the conditions of the
workers and their communities – however we interpret such an ambition.



Finally, of the issues our initial review anticipated might arise, the absence of any
explicit concern over matters of culture and/or the aligning values is arresting. The
only explicit appearance of such a concern was the recognition that these audits are a
requirement of the MNCs and, more pertinently, that the emphasis in the audits has
developed (from quality to conditions) - thereby reflecting changing values of the
MNCs with which the suppliers must comply. It may well be that it is the absence
which deserves more attention. That is, are social compliance audits and the
imposition of values from the west so engrained that they are no longer remarked
upon? That this whole process is just one more part of the imperialism of western
capitalism seems incontrovertible. This is one sign of process among many that
highlights the contradictions and irrationalities which are systemic to capitalism
(Belal et al., 2015). The one thing the social compliance audits do not seem to be is a
mechanism through which the betterment of peoples and communities might be
rigorously pursued.

We acknowledge that the results reported in this paper emanate from one country only, and
from a fairly limited number of interviewees (23). Nevertheless, these respondents had high
levels of experience in the practice of social compliance auditing within Bangladesh and the
nature of the responses across the group were generally consistent in relation to the various
issues associated with the nature of the audit engagements, the motivations driving the
instigation of the social compliance audits, and the outcomes that arose. So, whilst the sample
used in this study is not without limitations, we believe our insights do provide the basis for
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questioning the public claims that many MNCs have made, and continue to make, about their
auditing processes and surrogate engagement mechanisms. We did not interview any
managers based in the head office of the concerned MNCs, so we are unsure about the
possible variations of responses between managers sitting in the head office and managers in
the direct supply chain. Although managers in the direct supply chain are more
knowledgeable in the audit process than managers based in the head office, there is a scope
for further research to document the opinions of managers in the head offices. As our key
focus of this paper is the management driven social compliance audits, we largely overlooked
civil society driven social audits. Civil society driven audit is also an important area of
research and we invite researchers to investigate this issue as in-depth evidence gathering
from NGOs, civil society organisations, media, trade unions is clearly beyond the scope of
this paper. We simply encourage other researchers to pursue this line of investigation.
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GLOSSARY
BGMEA
BSCI
CIDA
CSR
ETI
FLA
ILO
ISO
MNC
SAI
NGO
WTO

Bangladesh Garments Manufacturers and Exporters Association
Business Social Compliance Initiative
Canadian International Development Agency (CIDA)
Corporate Social Responsibility
Ethical Trading Initiative
Fair Labor Association
International Labour Organisation
International Standards Organisation
Multi-National Corporation
Social Accountability International
Non-Governmental Organisation
World Trade Organisation
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Appendix: Interviewees
MNC Representatives, internal social auditors and audit management (MNC internal auditors)
Regional CSR Manager (Bangladesh, India and Pakistan) and chief of compliance audit division (Bangladesh), H&M, A Sweden
based multinational companies
Follow up communication: Regional relations responsible manager and Sustainability Intern in Bangladesh, H&M.
CSR and compliance Project Coordinator, H&M, A Sweden based multinational companies
Compliance coordinator and Auditor, Sears Holdings Management Corporation, SEARS and Kmart.
Compliance Auditor, Sears Holdings Management Corporation, SEARS and K-mart.
Compliance and supplier Development Specialists and auditor, Wal-Mart Global Procurement, An associate of Wal-Mart, USA.
Compliance Coordinator and auditor, Lindex Bangladesh Liaison Office ,
Follow up interview: Compliance Manager, Dewhurst, A European brand. (During his first interview, he was at SEARS Holding
Management Corporation)

Third party/external social/compliance auditors
(external auditors)
Senior Team member, Compliance audit Team,
A Kashem and Co., Chartered Accountants, the representative PricewaterhouseCoopers (PwC)
Social Auditor ,
A Kashem and Co., Chartered Accountants, the representative PricewaterhouseCoopers (PwC)
Chairman, Managing Director and Compliance audit specialist, Development Consultant and Global Compliance Initiative, (A
Registered Vendor with the World Bank Group)
Manager, Compliance Audit Division (1999-2008),
A Kashem and Co., Chartered Accountants, the representative of PricewaterhouseCoopers (PwC).
Currently, Manager R deR Compliance Group- representing Certification International (UK) Ltd.
Follow up interview: Compliance manager, a major garments buying house for MNCs
Senior compliance auditor
A Kashem and Co., Chartered Accountants, the representative of PricewaterhouseCoopers (PwC).
Project Coordinator and monitor, Improvement of Women Industrial worker’s conditions Project, NUK (Centre for Women’s
Initiatives), A CIDA funded local NGO.
Executive Director and chief of compliance audit, PHULKI—a local NGO, an FLA (Free Labor Association in USA) affiliated
audit body.
Follow up interview:
Country (Bangladesh) chief of Compliance, WRAP, a major global certifying body.
(during our first interview, this interviewee was at an MNC)

Officials from Garments Manufacturer and supply organisations (suppliers)
Executive Director and Company Secretary, Tallu Spinning Mills Ltd., Mithun Knitting & Dyeing (CEPZ) Ltd., Toyo Composite
Knit Garments Ltd., Pure Cotton Knitwears Ltd. Knit & Knitwears Ltd. All are suppliers of garments to major multinational
companies (Carrefour; Wal-Mart, Reebok and many others)
General Manager and Company Secretary, Desh Garments - A leading export oriented publicly traded garments company that
supplies leading US companies (SEARS Holding, K-MART, Coles and many others).
Manager, Administrative and Social Compliance audit Division, Desh Garments - A leading export oriented publicly traded
garments company that supplies leading US companies (SEARS Holding, K-MART, Coles and many others).
Managing Director, Bonny Apparels (Pvt.) Ltd. A supplier of major multinational buying companies. Also Chairman, BGMEA
Labour Arbitration committee and member of BGMEA standing committee
Founder and president, Mohammadi Group, A leading garments manufacturers who supply goods to major US and European
multinational companies (H&M, C&A, Zara, Esprit, Sears, Wal-Mart, Target ). He was past president, past vice president, and
several times past director and present director of BGMEA
Managing Director,A&M Knit RSSM Ltd. A supplier of major multinational buying companies. Also Deputy Secretary, Social
Compliance Cell, BGMEA and the member of BGMEA-ILO project on RMG work environment.
Director, Islam Garments Industries (A group of companies), supplying garments to major US and European buying companies
(Wal Mart USA, Wal Mart Canada, Otto Versand, M & S; Lindex and many others). Also Past vice president and director of
BGMEA
Managing Director, Ananta Apparels Ltd., Ananta Sportwear Ltd., Ananta Fashion Ltd., Ananta Designers Ltd. All garments are
supplied to major US and European companies (GAP International, Haggar, Target Stores, Wal-Mart Canada; Woolworth, M & S
Mode and many others). Also Chairman, BGMEA social compliance cell, member of BGMEA standing committee.
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