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Introduction

With public procurement representing 13% of GDP in OECD countries, governments have the opportunity
to leverage their procurement power to improve the environmental and socio-economic outcomes related
to their purchases. Until recently, economic and fiscal arguments have been at the forefront of government
public spending considerations and policy design, given constant budget pressures and citizens’ demands
for accountability vis-a-vis public spending. Increasingly over the past decade, however, the concept of
value in public spending has been evolving to encompass a wider range of considerations known as
“complementary policy objectives” such as the Sustainable Development Goals, as well as the means to
achieve these objectives, including through promoting responsible business conduct (RBC) and supply
chain due diligence (OECD, 2018y1)). For the purpose of this paper and in line with the 2020 OECD report
on Integrating Responsible Business Conduct in Public Procurement, RBC objectives include
considerations related to the environment, human rights, labour rights, minorities, people with disabilities,
the long-term unemployed, gender equality, and integrity (OECD, 20202)

Governments should lead by example and cascade responsible supply chain requirements to their
suppliers, encouraging them to implement RBC objectives throughout their supply chains if they want to
conduct business with the public sector. This objective is reflected in international commitments such as
the OECD Guidelines for Multinational Enterprises, the UN Guiding Principles on Business and Human
Rights and the 2030 Agenda for Sustainable Development. To comply with these international
commitments, many countries have developed regulatory or strategic frameworks to enhance the uptake
of RBC objectives in public procurement operations. However, the development of frameworks is uneven
across policy objectives (see Figure 1) and only a few countries have comprehensive frameworks
addressing all RBC objectives throughout the entire supply chain. And, even where these frameworks
exist, their application remains relatively low in practice.

Figure 1. Development of frameworks to support RBC objectives in public procurement
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While international experience provides examples of how to achieve different policy objectives through
public procurement, the uptake of these considerations is enhanced by exploring and raising awareness
of the economic benefits of such practices. This is particularly relevant in the framework of COVID-19
recovery plans, which call governments to deliver a sustainable, equitable, inclusive and resilient
recovery.'

To date, there is limited in-depth research on the economic dimension of integrating RBC considerations
into public procurement processes. This may be due to limited data availability on the subject, including
data on supply chains, notably in supply chain tiers further upstream from public buyers, and the qualitative
nature of RBC considerations which are hard to quantify and “monetise”.

This paper provides insights for policy makers and practitioners on the economic benefits of integrating
RBC in public procurement supply chains. It is based on a literature review and existing frameworks and
practices developed by countries and international organisations. To provide deeper analysis, the paper
distinguishes between direct and indirect benefits and multiplier effects (see Figure 2). Direct benefits are
tangible benefits directly resulting from integrating RBC objectives in public procurement processes. For
instance, taking RBC objectives into account in public procurement will positively affect the continuity of
public services, value for money and the fairness of competition. Indirect benefits relate more to positive
externalities resulting from a change in the way public procurement is carried out, e.g. using public
procurement to enhance the inclusion of vulnerable groups positively affects the society and the economy
as a whole, improves socio-economic well-being and eases pressure on public spending. The last section
on multiplier effects explores the economic benefits derived from government’s actions on other consumers
(businesses and individuals) and other economies beyond a country's borders.

" Two OECD papers on the impact of COVID-19 are relevant for this paper: i) the note on COVID-19 and Responsible
Business Conduct highlights how adopting a responsible business conduct approach to address the COVID-19 crisis
can enhance the effectiveness of business and government responses (OECD, 2020j1q)); li) the stocktaking report on
immediate public procurement and infrastructure responses to COVID-19 provides evidence on institutional
arrangements and monitoring rules taken by 30 countries and partners to enable the emergency contracting of critical
items needed to respond to COVID-19 (OECD, 2020111)).
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Figure 2. The economic benefits for governments of ensuring that suppliers of the public sector
respect RBC expectations
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This paper focuses on the economic benefits for governments of ensuring that suppliers in public
procurement comply with RBC standards. However, it does not seek to justify a narrowly economic
approach as there could be several other parameters and stakeholders to take into account. International
expectations of RBC call on companies to respect labour rights, human rights, gender equality,
environmental and integrity standards in their operations, global supply chains and through their business
relationships, whether or not the benefits outweigh the costs. Similarly, governments have to act and
purchase responsibly and establish contractual relationships with those business actors who respect
human and labour rights, gender equality, integrity and environmental standards.

This paper does not, however, analyse the economic benefits and costs of conducting due diligence and
incorporating RBC considerations for private enterprises (businesses). Initial studies have been already
undertaken to analyse these benefits and costs, such as the study conducted jointly by the OECD and the
Columbia University in 2016, but further research is still needed in this regard (OECD / University of
Columbia, 20164)). It is recognised that integrating RBC objectives and risk-based due diligence represents
a cost to businesses, it is considered an expected cost of doing business with increasingly recognised
value for businesses as well, especially for maintaining access to export markets (OECD / University of
Columbia, 2016)). Nonetheless, if there are clear economic arguments for compliance with responsible
business obligations, it could help promote RBC more generally.
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2 Direct economic benefits

This section provides an overview of potential direct economic benefits of integrating RBC objectives in
public procurement operations. It highlights the benefits in terms of continuity of public services and the
need to establish fair competition. It also highlights the potential benefits in terms of value for money. While
most of these benefits are qualitative, they provide a framework for countries to further explore this topic
in their own context and based on their available data.

2.1. Ensuring the continuity of public services through better risk management
across public procurement supply chains

The provision of public services, including health, transport, and education, are crucial for the economy
and economic recovery in the context of the COVID-19 pandemic. To provide public services, governments
rely mainly on human capital and the procurement of goods, services and public works. Public procurement
is therefore a crucial pillar of government service delivery. Public procurement accounts for 13% of GDP
in OECD countries (OECD, 20215). Due to the high volumes of spending, governments have a
fundamental responsibility to carry out public procurement efficiently in order to ensure the high quality of
public service delivery and safeguard the public interest (OECD, 2019g).

Public procurement activities are vulnerable to a multitude of risks due to different factors, including the
high financial volumes, the multiple stakeholders, the involvement of numerous suppliers and global supply
chains. In this context, the 2015 OECD Recommendation on Public Procurement calls for governments to
integrate risk management strategies for mapping, detecting and mitigating risk throughout the public
procurement cycle (OECD, 2015(7) These strategies include different categories of risks, including those
related to RBC expectations. The OECD Due Diligence Guidance for Responsible Business Conduct
provides detailed recommendations to enterprises on the implementation of risk-based due diligence
contained within the OECD Guidelines for Multinational Enterprises. Public buyers could therefore require
their suppliers to use this kind of tools to prevent, mitigate and address global supply chain risks in their
purchasing decisions. In the context of RBC, as explained below, procurement activities can be impacted
by both RBC risks as well as by non-compliance with RBC objectives foreseen in regulatory frameworks;
this in turn can impact the continuity of public services.

Increasingly, public services rely on the smooth operation of complex, global, fragmented and potentially
fragile and vulnerable supply chains. Indeed, suppliers are spreading their production over several
countries along international value chains in order to reduce production costs and mitigate risks. This
makes value chains more vulnerable to localised supply shocks and increases the possibility of disruption
(Gerschel, Martinez and Mejean, 2020jg)). Various factors, ranging from environmental, economic, logistics
and political to social issues, can impact supply chains and consequently disrupt public service delivery
which could have significant economic impacts. The disruption of essential systems and services, such as
telecommunications, energy or water supply, transportation or financial systems, can result in substantial
economic damage. These systems are highly exposed and vulnerable to a variety of shock events such
as industrial accidents and risks (OECD, 2019q]), which might be linked to risks such as human and labour
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rights, and environmental risks. Therefore, addressing RBC objectives throughout supply chains could
contribute to more resilient public services (OECD, 2020y10)).

Some disruptive events, such as natural disasters or pandemics, are not predictable. The supply chain
disruptions experienced in 2020 with the COVID-19 outbreak illustrate the impact of global supply chain
interruption on public services which led to massive supply shortages of critical goods such as ventilators
and personal protective equipment (PPE). The pandemic also revealed the governments’ lack of risk
awareness along their own supply chains (Ranney, Griffeth and Jha, 202011)). While RBC risks are of a
different nature, the shock unveiled the vulnerability of supply chains and global value chains. In this
context, the concept of “essential goods” emerged in the international debate. International commitments,
including from the G7, called for ensuring resilient global supply chains, notably through increasing
transparency on essential goods and on global standards, including on RBC (OECD, 202112;). For workers,
these supply chain disruptions have resulted reportedly in withheld wages as orders were cancelled.

Unlike global shocks, risks related to business conduct, such as the violation of labour rights or human
rights or some environmental risks, may be anticipated. Public buyers can identify, prevent, mitigate and
address risks to their purchasing decisions to ensure the continuity of public services (Martin-Ortega and
Davies, 2017p13)). The OECD Guidelines for Multinational Enterprises also recommend that businesses
identify those risks, and then seek to mitigate and prevent them. (OECD, 2020j10))

In addition, risks of “non-compliance” with RBC frameworks might also impact procurement processes and
thus the delivery of public services. Indeed, in light of the impact of RBC objectives on economies and
societies, several governments have implemented National Action Plans (NAPs) and frameworks to
promote RBC considerations, including in public procurement operations (OECD, 2020z).

Examples of policy frameworks on RBC are found globally. Early examples include the US Dodd-Frank
Act on conflict minerals (2010) or the UK’s Modern Slavery Act (2015.) Two recent examples are the
European Union’s proposed regulation on a mandatory EU system of due diligence for supply chains, with
a potential sanction of temporary or indefinite exclusion of undertakings from public procurement if
companies are not complying with the obligations of the new regulation ((2020/2129(INL)) European
Parliament Resolution, 20211141). In June 2021, Germany adopted a law regulating supply chains with a
focus on human rights. The law obliges larger German companies to identify, mitigate and prevent risks
associated with their own activities and those of their suppliers — with a focus on human rights (Kusch and
Saller, 202115)). In addition to fines and sanctions, non-compliance with the legal framework foresees an
exclusion from public procurement activities under certain conditions in Germany and might therefore also
impact the provision of public services. The law enters into force in 2023 which provides time to business
to undertake due diligence activities now and implement corrective actions in the lead up to 2023.

Several reports highlighted potential human rights violations in some sectors in different parts of the world
such as in the electronics and cotton sectors in China, (Lehr, 2020;16]) (Xiao et al., 2020177) (Goodman,
Wang and Paton, 20211g)), in the cotton sector in Turkmenistan (Ethical Trading Initiative, 2021(19), in the
glove sector in Malaysia (British Medical Association, 20152q)), or in the mineral sector in different African
and Latin American countries (Amnesty International, 2020p1) (ILO, 2019322)) (ACHPR, 2016123))
(Kippenberg, 20171241) (Caritas Canada, 201325)). In countries that have adopted regulations to ensure
human rights in the public procurement supply chain, contracting authorities that are procuring goods
whose supply chains involve forced labour face compliance issues, which might lead to the disruption of
some key public services. For instance, media reports showed the delivery of 4000 laptop computers for
an Alabama school district has been interrupted only weeks before the school year was set to begin with
increased online learning due to the COVID-19 pandemic because the computers involved an electronics
company accused of human rights abuses (Tulp, 20202¢)).

The garment and footwear sector is one of the largest consumer goods sectors in the world with multiple
supply chains across the globe. Countries’ annual public spend on apparel and textiles is significant
enough for there to be considerable opportunity to initiate changes in the supply chains through changing
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public procurement practices. In light of the global attention on the garment sector in relation to human
rights violations and environmental concerns across the whole supply chain from fibre to finished goods
and given the different risks involved in this sector, in 2021, the OECD launched a pilot to support public
buyers in integrating RBC considerations into the public procurement policies and practices of this
purchasing category (OECD, 201827;). The OECD pilot aims to help public buyers learn how risk-based
approach can work for them in practice, through the example of garment and textiles procurement.
Learning from this pilot will contribute to a broader objective of increasing the uptake of RBC in public
procurement (OECD, 20202g)).

In this context, adopting a comprehensive risk management approach in public procurement operations is
crucial to identify, assess, prevent and mitigate different risks within these complex supply chains. This
reduced risk can resultin a concrete economic impact and avoid disruption in public service delivery. Public
buyers could also require from their suppliers to undertake the necessary supply chain due diligence in
line with the OECD Due Diligence Guidance for Responsible Business Conduct.

2.2. Strengthening fair competition by taking into account RBC considerations

Public procurement represents a significant market for businesses given the procurement volumes at
stake. Therefore, ensuring a level playing field for potential bidders is a priority for countries. Besides
ensuring open competition, procurement frameworks may also look into ways to strengthen fair
competition. In this context, many regulatory frameworks, including those of EU countries, introduced the
concept of fair competition (EU Parliament and Council, 201429)).

While many countries introduced responsible and sustainable requirements for suppliers and their supply
chains, the concept of fair competition entails incorporating those elements in public procurement
opportunities. For instance, intense competition in global markets often leads to downward pressure on
prices, which in turn can exacerbate working conditions and environmental damages to save costs.
Businesses that abuse human rights, for example, through child labour, bonded labour, or not paying living
wages, may gain an unfair competitive advantage over businesses which respect human rights (Institute
for Human Rights, 2015(30).

Furthermore, the debate on competition and sustainability goes beyond the public procurement sphere.
Existing research on the environmental dimension illustrates the larger picture. According to some
economists such as Nicholas Stern, the problem of climate change involves a fundamental failure of
markets: those who damage others by emitting greenhouse gases generally do not pay. The market price
does not often include the climate and environment cost imposed on society. Such costs, or “negative
externalities”, are not reflected in the price, and are borne by society as a whole (International Chamber of
Commerce, 2020;31)). The sustainability-competition debate is a challenge for competition agencies: “On
the one hand, they need to send a clear message that sustainability cannot be an excuse for businesses
to cartelize or otherwise engage in anti-competitive conduct, where ‘sustainability’ is just used as cover
(green washing). On the other hand, agencies want to avoid the impression that their mission is a single-
minded one. A mission where competition is pursued at all costs and where competition law protects those
that impose negative externalities on others while hindering any private activity aimed at reducing or
internalising them” (OECD, 202032)).

One can argue that over burdening procurement activities with numerous policy objectives including high
sustainability standards might reduce competition. To address this challenge, an adequate market analysis
and market engagement activities should be performed to identify potential bidders and to ensure that
tender documentation does not include excessive requirements impacting competition.

Failure to recognise businesses that incorporate RBC expectations in their operations, supply chains and
business decisions is a missed opportunity by governments to encourage responsible business conduct.
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In addition, this non-recognition may discourage some businesses from implementing a responsible
approach, and deter other businesses from meeting RBC expectations. Therefore, public procurement
operations should ensure that all suppliers play by the same rules and that public procurement acts as a
positive signal, promoting a “race to the top” business environment (The Danish Institute for Human Rights,
202033)).This approach should not be viewed as a barrier but rather as a driver to innovate and achieve
competitive advantages (Carter and Dresner, 2001347).

The compliance with RBC expectations to ensure fair competition does not stop at the award of the
contract. Indeed, depending on national regulation, contracts can have a duration of several years. While
fair competition can be ensured at the award phase, monitoring contract performance is essential to
establish accountability that RBC objectives are implemented in practice during the contract performance
phase to prevent the ex-post distortion of competition. It is the supplier's responsibility to ensure that the
requirements in the contract are met. However, public entities need to monitor that the supplier fulfils the
requirements of the tender documents and contract (OECD, 20202)).

Some non-tariff measures could be also used as a relevant tool to measure fair trade practices in line with
RBC expectations. Non-tariff measures comprise all policy measures other than tariffs and tariff-rate
quotas that have a more or less direct impact on international trade. They can affect the price of traded
products, the quantity traded, or both. Non-tariff measures generally refer to domestic regulations aiming
at overcoming or reducing the impact of market imperfections. International trade in goods and services
can be strongly affected by non-tariff measures that originate from domestic regulations (OECD, 201935)).
In many countries for example, the importation of ozone-depleting substances is prohibited under the
Montreal Protocol on Substances that Deplete the Ozone Layer (UNCTAD, 201936)). Some non-tariff
measures that are in accordance with RBC objectives could therefore have a significant and positive impact
on global trade and could ensure fair competition practices.

2.3. Achieving best value for money through the integration of RBC
considerations in procurement activities

The concept of value for money can be defined as the optimum combination of whole-life cost and quality
(or fitness for purpose) to meet the user’s requirements. It can be assessed using the criteria of economy,
efficiency and effectiveness (OECD, 2012;37;). The value for money principles guides public procurement
decisions and actions to focus on the “most advantageous combination of cost, quality and sustainability
to meet defined requirements” (MAPS, 20183s)). This entails taking into account not only the market price
but also other costs and risks that can have significant impact on government’s budgets. In this framework,
this section explores the concept of life-cycle costing and other costs related to risks impacting the
procurement process such as integrity risks or the risks of non-compliance with sustainability and
responsible business objectives.

2.3.1. Using the life cycle approach yields financial savings

One of the challenges impacting the uptake of sustainable public procurement and incorporating RBC
objectives into public procurement is the perception that they increase the final price. However, while
introducing environmental and social criteria in the procurement processes may lead to higher upfront
costs, they may result in savings over the whole life-cycle of a purchase. Indeed, for many products,
services and works, costs incurred during use and disposal may also be highly significant — e.g. energy
consumption, maintenance, disposal of hazardous materials. Taking whole life-cycle costs (LCC) into
account in procurement makes economic sense as it includes different costs borne by governments and
societies. (European Union, 201639)):

a) costs, borne by the contracting authority or other users, such as:
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i costs relating to acquisition,

ii. costs of use, such as consumption of energy and other resources,
iii. maintenance costs,
iv. end of life costs, such as collection and recycling costs

b) costs imputed to environmental externalities linked to the product, service or works during its life
cycle, provided their monetary value can be determined and verified (EU Parliament and Council,
201429))

In addition to unit prices, it is important to take into account costs related to the use and disposal as they
might have a significant weight in the overall cost (see Figure 3) (European Commission, 2014q)). For
instance, purchasing energy-efficient or water-saving products, can help to significantly reduce utility bills
over the long term. Reducing hazardous substances in products can reduce end of life disposal costs
(European Union, 2016(39)). In addition, maintenance and resilience can be taken into account through a
life cycle cost approach in order to ensure that the products or infrastructures can cope with uncertain
future operating costs. In this context, the cost of resilience failures refers to the incapacity of systems to
recover from a shock due to disasters or to absorb excessive maintenance because of initial low quality
investment (OECD, 2021u1;). This framework therefore not only allows for improved budgeting but also
provides with greater flexibility to adjust to potential changes over time. Life cycle costs may also include
additional costs such as externalities like greenhouse gas emissions throughout the life cycle of the
product; this includes environmental externalities related to supply chains. Taking into account these
externalities enhances the well-being and health of society. This can be applied only if i) the externalities
can be clearly identified and ii) the monetary value of those costs can be determined and verified. In
response to the issue of cost identification, several academic studies and policy papers explore
approaches to introduce pricing instruments in the area of climate change (Carattini, Carvalho and
Fankhauser, 2017u42) (OECD, 201643]). Carbon pricing for example gives an explicit price on every tonne
of CO2 emitted and therefore provides governments with an effective tool that can easily be integrated in
an LCC approach.

Figure 3. Direct economic savings through Life Cycle Cost

Cost .
End-of-
life costs End-of-
life costs
Operating
Operating costs
costs
Purchase
Purchase price
price
Standard Green

good/construction good/construction

Source (European Union, 2016;39))

From a social perspective, both the social benefits and the avoided social costs enabled by each tender
could be in theory, be factored into the LCC equation. However, accounting for social costs and benefits
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is particularly challenging (International Institute for Sustainable Development, 200944;). Section 3provides
some insights on such benefits.

Main challenges to the use of LCC include i) the lack of capacity to implement this approach by identifying
all relevant costs, ii) the lack of reliable data to assess costs, and, iii) the fact that purchase price, energy
and maintenance costs may be paid by different departments. Regarding the last point, this calls for
strengthening the budget allocation and cooperation between departments. Different government entities
are using the LCC and have managed to overcome these challenges. For instance, the city of Helsinki,
launched in 2014 a framework agreement on IT equipment and related services, using a life cycle
approach. This tender enabled the city to achieve 27% of energy savings and EUR 72,000 of cost savings
over the lifetime of the products - offsetting a total of 172 tonnes of CO2 equivalents (GPP, 2015y5)).

2.3.2. Taking into account RBC risks in procurement operations avoids delays and extra
costs for governments

A substantial part of public performance hinges on initial planning. Taking a proactive approach and
accounting for risks related to sustainability in public procurement enables governments to avoid issues
with procurement processes which can result in delays in the provision of public services and has economic
implications. Other than cost and quality, time is a key factor in assessing the success of a project (Riazi
and Nawi, 2018ue]). Should a company not fulfil RBC expectations, supply chain disruptions and litigation
can be a consequence. These, in turn, can delay government orders, and result in expensive legal
proceedings and significant costs (Nieuwenkamp, 2015u7). Box 1 provides an example of various costs
resulting from delays in procurement operations (Badala and Zack, 2011ps)).

As part of a general risk management approach, taking RBC objectives into account in public procurement
processes can support better planning and budgeting which helps avoid potential costs and/or mitigate the
risk of incurring higher costs. This approach can lead to substantial cost savings and improved delivery
time.

Box 1. Example of costs resulting from delays

Labour Costs:

e Additional labour hours
e Overtime and premium pay
e Loss of efficiency or loss of productivity

Equipment and Material Costs:

e Increased rental or ownership costs

o Inefficient use or additional equipment / material
o More expensive equipment

e Increased material storage

Subcontractor Costs:

o Extended labour, equipment and material costs
e Extended jobsite overhead costs

Jobsite Overhead Costs:

e Added supervision and project management
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o Extended supervision and project management
e Increased and extended jobsite resources (office trailers, site utilities, etc.)

Source: (Badala and Zack, 2011ug))

2.3.3. Ensuring the integrity of procurement processes avoids extra costs for
governments and societies

Public procurement is a high risk area in terms of corruption and other integrity breaches. In addition to the
volume of transactions and the financial interests at stake, corruption risks are exacerbated by the
complexity of the process, the close interaction between public officials and businesses, and the multitude
of stakeholders. The 2014 OECD Foreign Bribery Report highlights that 57% of foreign bribery cases
involved public procurement. Corruption involves important economic costs borne by governments and
thus taxpayers. Several studies and reports highlight the direct and indirect costs of corruption. Direct costs
include inflating prices, reduced quality and/or quantities, failing to meet contract standards, or using
inferior materials, in case of public procurement of works (OECD, 20169]). A 2014 study of the European
Commission estimated corruption costs within the European Union at EUR 120 billion per year which
represents 1% of GDP. Part of this amount is related to public procurement activities. Furthermore, the
cost of corruption can be exacerbated in some sectors such as construction. The Construction Sector
Transparency Initiative (CoST) estimated that between 10-30% of the investment in publicly funded
construction projects may be lost through mismanagement and corruption (OECD, 20169]). Taking into
account integrity risks in procurement operations and putting in place the appropriate risk mitigation
measures would have a positive impact on public finances. Ensuring integrity of public procurement
processes will also de facto contribute to strengthening fair competition among private sector stakeholders
by levelling the playing field (see section 2.2).
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Indirect economic benefits

Research has shown how public procurement could be used to promote and deliver sustainable outcomes
(McCrudden, 2004s0)), thereby benefiting societies and economies. As mentioned above, governments
are the largest buyers of goods, services and works in many key sectors and can therefore use public
procurement as a strategic lever for achieving a wide range of policy goals. An important part of these
policy goals focuses on the social dimension of sustainability, which are included in responsible public
procurement. In the context of public procurement, countries have placed a particular focus on aspects
like anti-discrimination in the labour market, decent work conditions, addressing forced labour,
enforcement of diversity policies, and inclusion of vulnerable groups? in the economy. This section focuses
on analysis related to individuals who face discrimination and other forms of social exclusions based on
gender, duration of unemployment, age, disability or ethnicity.

Analysing the implementation of RBC in public procurement solely by its capacity to directly impact the
economy would lead to omitting a large set of indirect positive benefits that could include: i) the socio-
economic boost resulting from vulnerable groups’ inclusion into the economy, ii) the improved socio-
economic well-being and easing pressure on the public health system and, iii) the enhanced trust in the
public sector and business environment through improvement of reputation.

In order to address the issue of discrimination (unequal treatment of equally productive individuals)
experienced by specific groups, especially in the labour market, diversity policies are put in place by all
OECD countries through anti-discrimination legislation. Over the past decades, diversity has become more
important in OECD countries and policy reports highlight increased participation of women (rising from
61% in 2000 to 69% in 2018), immigrants and people from ethnic minorities into labour market (OECD,
202050)).

Despite this progress, inequality and exclusion due to discrimination based on gender, age, disability or
ethnicity continue to impact many people. In addition to the obstacles faced and social problems
experienced by vulnerable individuals, one aspect of discrimination that is often overlooked is its economic
dimension. Full participation of diverse groups in the labour market is not only an ethical matter, it is also
a socio-economic imperative that needs to be tackled (OECD, 2020s0)).

3.1. The socio-economic boost of vulnerable groups’ inclusion through public
procurement

In the context of increasingly diverse populations, the public sector has economic reasons to promote
equal opportunities and inclusion in the labour market (OECD, 2020s0)). If used appropriately, public
procurement can be a powerful tool in promoting these policies. Research shows there are substantial
macroeconomic gains in increasing labour market inclusion and promoting equality. France for example,
could gain EUR 150 billion, or 6.9% of the 2015 GDP, over 20 years (i.e. 0.35% increase in GDP per year)

2 Vulnerable groups are defined as groups that experience a higher risk of poverty and social exclusion than the
general population (European Council and Representatives of the Governments of the Member States, 20171107).
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by increasing access to skilled jobs and the overall employment rate for women, French-born citizens with
a migration background, residents of disadvantaged neighbourhoods and people with disabilities (France
Stratégie, 201652).

Discrimination in the labour market (discrimination in hiring, in career development etc.) is one of the most
important and penalising forms of discrimination since employment conditions social integration and
access to housing, healthcare, etc. (France Stratégie, 2016;52;). As described in Figure 4, unemployment
is costly to governments, individuals and to society as a whole.

Figure 4. Costs of unemployment
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Even if socially inclusive policies have been integrated into several national public procurement
frameworks (OECD, 2020y2)), social considerations are still not seen as economically efficient and are often
considered costly to implement. As a result, social criteria are not sufficiently used by public buyers in the
tender documentation (European Commission, 2017(s4)). This section aims at exploring the benefits of
promoting the use of social considerations in public procurement procedures as the non-inclusion of
vulnerable groups costs governments in benefits and tax revenues and further amplifies public health
spending.

3.1.1. Integrating RBC expectations in public procurement can decrease overall
spending on social benefits

High barriers to entry on the labour market for vulnerable groups impact tax revenues and also causes
governments to increase their spending on social benefits. In OECD countries, public unemployment
spending represented on average 0.6% of GDP in 2019 (see Figure 5). In this context, in addition to other
tools and policies, using the buying power of governments could contribute to alleviate the fiscal pressure
on governments.
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Figure 5. Public unemployment spending as a share of GDP in OECD countries in 2019
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Source: (OECD, 2019s5))

Labour market discrimination affects vulnerable groups, including women, the long-term unemployed,
minorities and people with disabilities, and generates considerable benefits spending for governments.

The inclusion of long term unemployed people

The long-term unemployed (LTU) refers to people who have been unemployed for 12 months or more
(OECD, 20225¢)). As illustrated in Figure 4, unemployment has multidimensional costs but the detrimental
effects of unemployment on the economy grow more profound the longer the duration of unemployment
(Pohlan, 2019;577). Data shows that long-term unemployment comprises a significant share of
unemployment. For instance, during the period 2016-2019, the LTU accounted for about 45% of total
unemployment in the European Union (IMF, 2020sss)). These high figures reveal a key challenge in
European countries (Figure 6) and show how crucial the issue of LTU is in terms of the overall well-being
of society and the economy. LTU rates are likely to be worsened by the COVID-19 crisis.
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Figure 6. Long-term unemployment in the European Union
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In this context, public procurement could stimulate employment opportunities for people at distance to the
labour market through the inclusion in the tender documentation of specific clauses or award and/or
selection criteria (European Commission, 2020se;). This would help reduce both the rate and the incidence
of LTU and therefore contribute to poverty alleviation and address social exclusion as well as benefit the
overall economy by reducing unemployment and health benefits spending.

Several examples of good practices in terms of LTU inclusion through public procurement exist. For
instance, the integration of social clauses in public contracts in the Brussels region aimed to offer long-
term job-seekers training and job opportunities to people at distance from the labour market (European
Commission, 2019s0]). As illustrated in Box 2, inclusion of social clauses in works and supply service
contracts resulted in creating benefits for the municipality by reducing public spending on social care.

Box 2. Benefits from long-term unemployment inclusion - the example of the state-owned
Brussels public transport provider

Since 2012, the government of Brussels-Capital region in Belgium has required all regional public
entities to include social clauses in public contracts. These social clauses aim to create opportunities
for the long-term unemployed and socially excluded.

The state-owned Brussels public transport provider, STIB-MIVB (Société des Transports
Intercommunaux de Bruxelles - Maatschappij voor het Intercommunaal Vervoer te Brussel), is the
largest employer in the city. STIB/MIVB has appointed a person to monitor the use and implementation
of social and environmental clauses in its public tenders.

Whenever STIB/MIVB plans to launch a new tender, the purchasing department (for services or
supplies contracts) or the infrastructure project manager (for public works contracts) contacts the
transport provider’s social clauses officer, who is tasked with assessing whether or not a social clause
is relevant.
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The STIB/MIVB internal process for validating procurement documents obliges buyers to justify the non-
integration of social clauses. STIB/MIVB also undertakes strict monitoring of the terms and
implementation of social clauses. The most common clauses used are employment clauses.

Social clauses mainly resulted in training and job opportunities for people far from the labour market
and increased participation of social enterprises in public procurement tenders.

Source: (European Commission, 2019s0;)

The inclusion of people with disabilities

Many regulatory and strategic frameworks across the OECD mention the possibility to use public
procurement as a strategic lever to integrate people with disabilities in the economy (OECD, 2020p).
People with disabilities refer to those who have a physical or mental impairment that has a substantial and
long-term adverse effect on his or her ability to carry out normal day-to-day activities (OECD, 2020p)). They
are also often amongst the poorest and most vulnerable (OECD, 20181;). The non-inclusion in the labour
market of people with disabilities can generate considerable costs to society and the overall economy with
loss of taxes and high public spending (WB & WHO, 2011s2;). On average across OECD countries,
spending on disability and sickness accounts for 1.6% of GDP, rising to as much as 3.8% in countries such
as Norway (Figure 7).

Figure 7. Social Expenditure - Aggregated data: Public expenditure on disability and sickness cash
benefits, in % GDP, in 2017
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Source: (OECD.Stat, 2017s3).

Addressing the exclusion of working-age disabled people through public procurement would not only allow
governments to achieve a more inclusive labour market but it could also reduce benefit spending on
unemployment and disability. Some studies attempted to quantify the economic impact of increasing
employment outcomes for people with disabilities. In Australia, for example, a 2009 study shows that an
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increase in workforce participation and a decline in unemployment rate for people with disabilities would
result in a cumulative USD 43 billion increase in GDP (see Box 3).

Box 3. Modelling the impact of increased employment participation in Australia

A general equilibrium modeling has been developed in 2011 in order to estimate the impact on output
if a higher proportion of people with a disability entered the workforce. The aim of the modelling is to
present the potential economic benefits associated with increasing employment participation for
people with disability and provide a reference point for future discussion on the issue.

The report explores two realistic and achievable scenarios:

1. The participation rate for people with disability increases by 10 percentage points to 64%.

2. In addition to Scenario 1, the unemployment rate for people with disability declines by 0.9
percentage points to 6.9%.

It is assumed that the productivity of people with disability entering the workforce is 80% of that for
people that are already in the workforce.

The modelling results suggest that Australia would make significant economic benefits by addressing
labour market disadvantages faced by people with disability:

Under scenario 1, the increase in workforce participation would result in a cumulative boost to
Australia’s GDP of a USD 40 billion in the next decade.

Under Scenario 2, if unemployment was also reduced, Scenario 2 suggests that GDP could increase
by an additional USD 43 billion in the coming decade.

Source: (Deloitte, 201164

The inclusion of women

Women make up half the world’s working-age population, but their contribution to measured economic
activity is far below its potential (IMF, 2013ps;). The economic costs associated with gender-based
discrimination are extremely high and show that gender equality matters for growth and constitutes a critical
economic opportunity that should be taken into account in public procurement processes. In 2016, the
level of gender-based discrimination was estimated to induce a loss of up to USD 12 trillion or 16% of
global GDP and about USD 6.116 billion in OECD countries (Figure 8) (Ferrant and Kolev, 2016ss]). In
addition, research shows that closing the gender gap in employment could increase GDP by an average
of 35 % (IMFBIlog, 20187). According to IMF calculations, reducing barriers to women in the workplace
can also significantly boost welfareError! Reference source not found.. In this framework, public buyers
can use their purchasing power to promote gender equality and inclusion with their suppliers through
different mechanisms (OECD, 20217)). This could lead to several economic benefits, including boosting
growth, higher productivity and improved well-being.
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Figure 8. Income loss associated with discriminatory social institutions by region
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as a stand-alone group.

Source: (Ferrant and Kolev, 2016se))

The inclusion of minorities

Social considerations such as the inclusion of communities, minorities or indigenous people is a priority for
some countries depending on their context (OECD, 2020;z). Similarly to gender inclusion, responsible
public procurement can positively impact the national economy and government revenues and spending
when including minorities. These considerations can however heavily rely on strong historical, political and
institutional forces. This is for example the case in New Zealand, with the Maori and Pasifika communities
(OECD, 2019s9)).

The economic gain of communities’ inclusion can be quantified. For instance, in the UK, the unemployment
rate for people from a minority ethnic background was 8.9% in January-March 2021. This rate was 4.7%
for people from White ethnic backgrounds (Francis-Devine, 20217q)). In this context, promoting the
integration of ethnic minorities in the labour market through public procurement could alleviate public
spending on unemployment benefits and improve tax revenues.

3.1.2. Increasing productivity through social public procurement

Discrimination of vulnerable groups in the labour market does not only happen during the hiring process,
it can also appear during career development, in the workplace, and can take the form of failing to promote,
absence of equal remuneration for work of equal value, lack of recognition, violence and harassment (ILO,
2020i71), on the basis of gender, ethnicity, disability or past duration of unemployment. For instance,
women still earn 20 % less than men and one-in-three women experience physical, sexual abuse (ILO,
202071)). This has consequences on the productivity of the workforce.

Multifactor productivity reflects the overall efficiency with which labour and capital inputs are used together
in the production process. Integrating vulnerable groups in the labour market or promoting equal
opportunities in the workplace could impact productivity positively (OECD, 201972). In this regard, pay
gaps are a good indicator of inequalities in access to work, progression and reward as they measure the
difference in average hourly pay between different groups (Equality and Human Rights Commission,
201773)). Across Great Britain in 2016 the gender pay gap stood at 18.1%, the ethnicity pay gap at 5.7%,
and the disability pay gap at 13.6% (Equality and Human Rights Commission, 201773)). These figures
reveal significant disparities that could negatively impact productivity and therefore the economy. Indeed,
pay gaps have detrimental effects on workers and their productivity as they affect their job satisfaction and
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motivation (Gao, 201774)). Furthermore, it has been empirically shown that individuals care about not only
their own pay, but also their pay relative to that of their co-workers. This leads to the following conclusions:
i) workers reduce output by 52% when their co-workers are paid more than themselves and ii) they are
also 13.5 percentage points less likely to come to work (Breza, Kaur and Shamdasani, 2015(75)).

From a gender perspective, several studies demonstrate that reducing gender wage inequality would lift
productivity and therefore increase economic growth (Kennedy et al., 201776)). However, data shows that
increased labour market participation for vulnerable groups does not always go together with full equality.
For instance, Figure 9 shows that in Great Britain higher ethnic minority participation in the workplace is
overall associated with higher pay gaps, despite a recent drop (2015-2019). By including specific clauses
and requirements regarding minimum wage, equal pay, and occupational health and safety, public
procurement has the potential to enhance social and economic outcomes. In this framework, including
social requirements in public procurement processes may therefore not only contribute to reduce benefit
spending, it could also positively impact productivity and lead to macroeconomic gains.

Figure 9. Ethnic minority participation and pay gaps
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Note: A positive ethnicity pay gap in this figure indicates that ethnic minorities earn less than their white counterparts, whereas a negative
ethnicity pay gap indicates that ethnic minorities earn more than their white counterparts.
Source: (Bank of England, 2020777)

3.2. Improved socio-economic well-being and easing pressure on the public
health system

According to the OECD framework for measuring well-being and progress (OECD Well-Being Framework),
the current well-being of citizens depends on eleven dimensions related to quality of life and material
conditions. Future well-being is measured via the four dimensions of natural capital, human capital, social
capital and economic capital (see Figure 10). Most of the current well-being dimensions can be linked to
public procurement activities. For instance, sustainable and responsible public procurement aims at
enhancing income and wealth, work and job quality, safety, social connections and the health of workers
and citizens.

INTEGRATING RESPONSIBLE BUSINESS CONDUCT IN PUBLIC PROCUREMENT SUPPLY CHAINS © OECD 2022



22 |

The Well-Being Framework can therefore be used to approximate the impact that public procurement has
on the four types of capital that contribute to sustainable well-being over time (economic, natural, human
and social capital). The OECD report on the public procurement system in Germany provides further
evidence on the how procurement impacts the way governments contribute to the well-being of citizens
(OECD, 20197g)).

Figure 10. OECD well-being framework
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For instance, public procurement has an impact on the social, educational and health capacity of a country,
which in turn influences citizens’ productivity in economic terms: a healthy person with a higher education
will produce more value than somebody in bad health with a lower skill set. Therefore improved social,
educational and health capacity contributes to enhancing the material conditions of citizens.

Health is a fundamental component of human capital that impacts economic prosperity and social condition
in numerous ways (Llena-Nozal, Martin and Murtin, 2019s0). Social exclusion of individuals or
discrimination at the workplace, whether because of their gender, duration of unemployment, age, disability
or origin, can therefore severely impact the overall well-being of society and could have health implications.
The psychological distress experienced through discrimination can take various forms including
disorientation, social isolation, marginalisation and health disorders (Eurofound, 2017(s1;). For instance, a
study shows that compared to employed individuals, being unemployed long-term increases the odds of
reporting bad health from 22% to 67%. Being unemployed for a very long time (more than 24 months of
unemployment) increases the odds for reporting bad health from 54% to 132% (Gonzalez, Benitez and
Martin-Martin, 2018s2;). While it is still to be fully explored, the link between long term unemployment and
bad health is very likely to impact public spending on social and health care and associated public
procurement expenditure.
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In European countries, 6% of adults recently experienced symptoms of depression (OECD, 2020(79;)and
in 2016, more than 17.3% of EU countries citizens (nearly 84 million people) had a mental health problem
(OECD, 2018s3)). Some of these mental health issues could be linked to employment conditions. At a
macroeconomic level, mental illness is associated with a high economic burden. It weighs heavily on the
economy and can represent up to 4% of GDP (OECD, 20194). In 2015, mental ill-health cost EU
economies over EUR 600 billion, EUR 240 billion of which was due to lost productivity (OECD, 2018;s3).
Including vulnerable groups in public procurement operations can contribute to counteract dynamics of
isolation and increase community participation which helps alleviate mental health issues such as anxiety
and depression, therefore indirectly benefiting the economy (Deloitte, 2019;ss)).

In addition, working conditions which are not compliant with labour standards have also direct impact on
productivity and physical health status. They could be further aggravated when involving environmental
risks such as the exposure to chemical products and air pollution (ILO, 2018se]). For instance, air pollution
from industrial activity and fossil-fuel based transport and power generation, led to 6.5 million premature
deaths globally in 2015. Taking into account only premature deaths, air pollution costs the world economy
about USD 225 billion in lost labour income and USD 5 ftrillion in welfare losses. The losses are greatest
in East Asia and the Pacific, amounting to 7.5 % of GDP, and South Asia, at 7.4 % of GDP (ILO, 2018s¢)). In
addition, environmental risks can be associated with greater economic losses when considering other
types of pollution such as soil degradation, deforestation, forest degradation, desertification and poor land
management that can impact key sectors such as agriculture. The reduction of greenhouse gas emissions
through the purchase of products and services with a lower CO: footprint throughout their life-cycle will in
turn increase the physical and mental health of citizens, enabling them to contribute to GDP growth.

Given the significant health issues experienced by individuals due to unemployment or social exclusion
and environmental risks, improving the socio-economic well-being of populations through public
procurement is very likely to ease pressure on the public health system. As illustrated in Figure 11, health
expenditure represent more than 8% of governments’ GDP. In addition, health spending is mainly funded
through governments’ revenues (tax income and social insurance contributions), with more than 70% of
health spending across OECD countries funded from public sources (OECD, 2020s7;). The inclusion of
sustainability considerations in public procurement can thus support indirectly the reduction of
governments’ health expenditures.

Figure 11. Health expenditure as a share of GDP, 2019
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3.3. Enhancing trust in the public sector and the business environment

Used strategically, public procurement can deliver goods and services necessary to accomplish a
government’s mission in a timely, economical and efficient manner, making economies more productive
and thus increasing trust in public institutions (OECD, 2020j). Trust is also part of the social capital
resources for future well-being of the OECD Well-Being Framework (see Figure 10).

Trust is usually understood as “holding a positive perception about the actions of an individual or an
organisation” (OECD, 2017(sq)). Two different but complementary components matter in understanding and
analysing trust: i) competence or operational efficiency, capacity and good judgement to actually deliver
on a given mandate; and ii) values or the underlying intentions and principles that guide actions and
behaviours (OECD, 2017s9)). In general, low trust generates extra transaction costs for citizens,
businesses and government. This could lead to less willingness from citizens and businesses to pay taxes
which could in turn raise costs for governments, erode revenues and therefore decrease the quality and
efficiency of public service delivery (OECD, 201390). Given the role of public procurement to provide public
services to citizens and to achieve strategic objectives, it is a key area to strengthen trust and to improve
the public sector reputation.

Governments are accountable for their actions; their activities may cause, contribute or be directly linked
to adverse impacts on people and the planet across their supply chains. Such harms or risk of harm may
take many forms, and public buyers and their suppliers should ensure their risk management and due
diligence activities are tailored and appropriate to the severity and types of risks and impacts that occur in
their own operations and supply chains. In France for instance, a group of NGOs filed a complaint accusing
the French state of failing to fully meet its goals in reducing greenhouse gases. The court recognised
ecological damage and the state had to pay one symbolic euro for “moral prejudice”. This illustrates the
legal and reputational risks at stake for governments (France 24, 202191;). These risks can be large and
are often interlinked, and include for example, the risk of cancelling contracts, re-running procurement
exercises, and missing contractual deadlines (The Danish Institute for Human Rights, 202033).

Creating an enabling business environment is a shared responsibility between the public and the private
sector. According to the public investment toolkit (OECD, 2015je2]), the role of businesses is to act
responsibly, and governments have a duty to protect the public interest and provide an enabling framework
to support and encourage responsible business conduct. To the extent that governments provide an
enabling environment for businesses to act responsibly and meet their duty to protect the public interest
from potential negative impacts of business activities, they are more likely to keep and attract high quality
and responsible investors (OECD, 201592;). The OECD defines governance as the process by which public
institutions conduct public affairs and manage public resources (OECD, 2007p93). Upholding high
sustainability standards has clear implications on the governance of a country and its reputation. This could
have different implications including on the attraction of public and private finance and its cost (OECD,
20071941). In addition, the reputation of a public entity or a country can be considered as an intangible asset.
Evidence from a number of countries suggests faster growth in investment in intangible assets than in
tangibles. Because they lack physical properties, intangible assets are often difficult to track and measure.
However, they can add significant value and competitive advantage to the entity/country (OECD, 201195)).
Therefore, public procurement strategic and regulatory frameworks provide a clear signal to investors on
the commitment of governments to meet certain standards and expectations. Upholding high sustainability
standards in procurement processes could help attract investments which would have a positive economic
impact.
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4 Multiplier effects of responsible and

sustainable public procurement

Governments are major consumers of the goods, services and public works provided by the private sector
(OECD, 20196)). Due to the sheer volume it represents (13% of GDP in OECD countries), public
procurement has the potential to influence markets both in terms of production trends through the supply
chain and consumption and production patterns in favour of environmentally friendly and socially
responsible products and services on a large scale (Amann et al., 201497]). Indeed, economic operators
and their supply chains have to comply with sustainability requirements set by the public sector. High
sustainability standards in public procurement activities, could influence production patterns and thus
consumption patterns (see Figure 12).

Figure 12. Public procurement influences production and consumption patterns
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4.1. Positive impact on consumption and production patterns

Depending on the sector, economic operators have business relationships with different categories of
consumers: governments (Business to Government), businesses (Business to Business) and individual
consumers (Business to Consumer). A study of the European Commission on due diligence requirements
through supply chains shows that the primary incentives for businesses and industry organisations for
undertaking due diligence are: reputational risks; investors requiring a high standard; and consumers
requiring a high standard (European Commission, 2020j9s)).

Therefore, in sectors where the public sector is the largest consumer, the high sustainable standards set
by the public sector in the production process will also benefit other categories of consumers. This might
happen in sectors characterised by market failure, when market outcomes are not Pareto efficient,
meaning that the allocation of resources can be improved through government intervention (i.e. health,
education, defence, street lighting, etc.) (OECD, 200699) (Sandra Black, 2021100)).

Public sector demand for sustainable and responsible goods and services creates a concrete incentives
for companies to innovate and comply with the same requirements for all types of consumers. A nation’s
competitiveness depends on the capacity of its industry to innovate and upgrade. Companies gain
advantage against the world’s best competitors because of pressure and challenge. In an article on
“Competitive Advantage of Nation”, the American academic Michael Porter explains that s, sophisticated,
demanding buyers such as governments provide a window into advanced customer needs; they pressure
companies to meet high standards; they prod them to improve, to innovate, and to upgrade into more
advanced segments (Porter, 1990;101)).

In addition, economies of scale can also create a market that makes more responsible products, such as
low-emission products, more accessible to consumers (OECD, 2019e)). This has been acknowledged in
the Green Public Procurement strategy in Canada. This strategy highlights that where decisions are made
to move forward on realizing specific environmental outcomes through procurement, it is expected this will:
i) demonstrate environmental leadership and influence industry and citizens to use environmentally
preferable and climate-resilient goods, services and processes; and ii) stimulate innovation and market
development of, and demand for, environmentally preferred goods and services, making these available
and mainstream for other sectors of society (Government of Canada, 2018102). In addition, if a supplier
has to comply with RBC objectives for one or more products, there are good chances that the good
practices will spread and also impact other products and branches within the same company.

Influencing consumption patterns into sustainable ones includes several economic benefits for the public
sector. Companies implementing RBC expectations reduce negative externalities related to the non-
integration of these considerations. Externalities are among the main reasons governments intervene in
the economic sphere. For instance, a company generates negative externalities when it does not consider
the indirect costs to those harmed by the pollution generated by its activity which could result in decreased
quality of life, higher health care costs, etc. (IMF, 2020103)). In this context, when the consumption of
environmental friendly goods by governments has the capacity to influence consumption patterns of
individuals and production patterns of businesses, this could lead to decreasing overall environmental
externalities, which could contribute to decreasing government health spending. A 2018 report of the New
Climate Economy highlights ambitious climate action could avoid over 700,000 premature deaths from air
pollution compared with business-as-usual which involves significant health spending (The New Climate
Economy, 2019104)).

Furthermore, when governments have the capacity to influence the market, there are further tangible
economic benefits for the inclusion of vulnerable people in the labour market and for enhancing working
conditions (see section 3.1). In addition, “demand-side policies” to support innovation can shape markets
and advance sustainability. Indeed, public procurement for innovation has the potential to improve
productivity and inclusiveness, if used strategically as targeted, demand-side innovation policies to meet
societal needs. For example, it can anticipate future investments to address existing or future societal
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challenges; or it may allow potential vendors to enter the market with new, innovative goods or services,
thus encouraging innovative solutions to pressing challenges (OECD, 2017105). In addition, countries
increasingly recognise that green public procurement can be a major driver for innovation, providing
industry with incentives for developing environment-friendly works, products and services (OECD, 2020p)).

4.2. Global positive externalities

Responsible public procurement has positive effects on a country's domestic economy, including long-
term unemployment, disability, gender equality, human and labour rights, environment and integrity. By
setting RBC expectations in public procurement at a national level, some of these positive effects can
spread beyond a country's borders and impact other economies and societies all along the global value
chain.

70% of international trade involves global value chains (GVCs), where services, raw materials, parts and
components are exchanged across countries before being incorporated into final products that are shipped
to consumers all over the world (OECD, 2020;106)). Governments, as major buyers of goods, are in a
position to influence practices across international supply chains, by requiring suppliers integrate RBC
expectations such as due diligence into their operations, supply chains and business decisions. In this
context, countries are gradually developing responsible public procurement frameworks including for global
supply chains (see Figure 13).

Although “social” procurement has traditionally focused on national markets (OECD, 2020;z), ethical and
fairness considerations in public procurement along the supply chain have emerged to address social
conditions beyond national borders of the purchasing countries. This shift has notably been driven by
growing expectations and pressures from citizens who are increasingly aware of human and labour rights
abuses occurring in global supply chains (Martin-Ortega and Davies, 201713)).

Figure 13. Countries applying RBC-related frameworks in their public procurement supply chain

Bl VYes, in all cases B VYes, in specific cases No, voluntary

Integrity

Social - Minorities

Social - Gender

Social - Long term unemployed
Social - Disabled people
Labour rights

Human rights

Environment

0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%

Note: Based on data from 28 countries
Source: (OECD, 20201)

From a multi-country perspective, and looking at the interconnectedness of stakeholders around the globe,
it is crucial to highlight the impact of RBC implementation in one country on another. Research shows that
government procurement constitutes an important dimension of international trade and can impact
vulnerable groups across the global supply chain (Kirton, 20131077). Governments through public
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procurement are in a powerful position to support responsible business practices and sustainable initiatives
throughout global supply chains, therefore impacting working conditions and environmental impacts in
other countries. Livelihoods in low income/developing countries are characterised by a high number of
people working in the informal economy, in typically low-paid often unsafe jobs, characterized by long
working hours, lack of adequate legal and social protection and low compliance with environmental
standards and labour and human rights (European Commission, 201410s)).

One example of how public procurement has influenced outcomes for workers in other countries comes
from the medical gloves industry which is at risk for human and labour rights violations. Socially responsible
public procurement demands and practices of several European countries have improved the working
conditions for workers in different countries, such as Malaysia and Thailand (See Box 4). Despite these
positive changes, the COVID-19 pandemic placed further pressure on labour standards, due to significantly
increased demand for gloves and risks associated with COVID-19 transmission among workers (Modern
Slavery and Human Rights Policy and Evidence Centre, 2021(109)).

Box 4. Redressing migrant worker rights violations in medical glove supply chains through
public procurement

In recent years, several procurement organisations in Europe have developed policies to protect
workers in supply chains for healthcare goods. This includes the National Health Service (NHS) Supply
Chain in the United Kingdom (the largest supplier of goods to the NHS in England), all regions in
Sweden, and the national procurement agency in Norway.

The manufacture of medical gloves is a global industry, producing approximately 150 billion pairs of
gloves per year, with a market value of over USD $5 billion. Most production occurs in factories in
Malaysia and Thailand, and a handful of other Asian countries. Reports have shown that manufacturing
of medical gloves harbours high risks for labour rights violations. Further investigations revealed serious
concerns, particularly regarding exploitation of migrant workers, including conditions of bonded labour.

A contractual relationship usually forms a strong basis to promote change to the practices of suppliers.
Because the UK, Sweden and Norway together constitute a significant customer for the glove
manufacturing companies, discussions took place between senior management of the companies and
the public buyers as well as different key civil society organisations: the British Medical Association, the
Medical Fair and Ethical Trade Group and members of the European working group on Ethical Public
procurement.

Several corrective measures have been put in place by suppliers for the harms identified, including
payment of the minimum wage as per national regulations, the intention to address housing conditions
of workers, the return of passports to employees, the repayment of recruitment fees to workers, as
well as programs to support gender equality, etc.

Source: (British Medical Association, 201520))

In addition, as described in section 3.1.2, with better working conditions and inclusion, the productivity of
the workforce in supply chains could be enhanced and may generate further economic benefits. Indeed,
when companies address working conditions and other RBC objectives in their supply chains, they can
contribute to reducing gender pay gaps, combating and preventing human and labour abuses across the
global value chain. This strengthens trust in governments and businesses. However, these positive
externalities cannot be achieved without enforcing strategic and regulatory frameworks related to
responsible public procurement throughout supply chains. Data from the 2019 OECD survey shows that
monitoring frameworks rarely include subcontractors and suppliers further up the supply chain. Existing
monitoring frameworks require further international cooperation and highlight the need for monitoring
upstream supply chains.
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5 Conclusion

This report explores the potential economic benefits for governments of ensuring the integration of RBC
standards throughout supply chains in public procurement activities. While it does not provide a concrete
framework for countries to assess these benefits, it highlights potential economic benefits for adopting
such approaches that go beyond a country’s borders.

In a context of increased public pressure to manage public resources in a sustainable and efficient manner,
providing an economic rationale for integrating RBC objectives in procurement activities could encourage
countries to adopt concrete measures. Countries need to address different challenges and create an
enabling environment for a successful uptake of RBC objectives in public procurement. Measures could
include:

i Creating or strengthening the related regulatory or strategic framework,

ii. Adopting a risk management approach for the public sector and setting up obligations for the
businesses to carry out due diligence along global supply chains,

iii.  Strengthening the capacity of the public procurement workforce to implement RBC objectives,
iv. Strengthening the budget allocation and cooperation between departments,

V. Building and strengthening monitoring frameworks for individual public procurements covering the
whole supply chain,

Vi. Collecting data and developing key performance indicators to assess uptake of RBC expectations
on an aggregate scale, and

vii. Improving international cooperation to implement RBC.
Public procurement is the area where the public and private sectors meet. This paper focuses on the
economic benefits for governments, and as such it does not explore the potential economic benefits of

RBC for the private sector. However, the economic benefits and costs to the private sector should be
explored in depth to convince both parties to adopt an RBC approach in public procurement operations.

For more information on OECD work on gender and public procurement, please contact the Infrastructure
and Public Procurement Division, Public Governance Directorate:

Kenza Khachani, policy analyst: kenza.khachani@oecd.org

Erika Bozzay, senior policy adviser: erika.bozzay@oecd.org
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