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Abstract  
Costco  Wholesale  Corporation  (Costco)  is  America’s  largest  warehouse  retailer  

that  provides  members  with  a  variety  of  items  in  bulk  to  reduce  prices  for  the  consumer.  
In  August  of  2015,  however,  the  came  under  fire  by  the  media  when  Monica  Sud  sued  
Costco  and  its  suppliers  for  knowing  about  and  failing  to  disclose  that  slaves  working  on  
fishing  boats  in  Thailand  harvested  the  company’s  prawns  and  shrimp.  Costco  has  a  
reputation  as  being  a  positive,  employee-friendly  corporation.  CEO  Craig  Jelinek  
initiated  a  company-wide  response  to  repair  the  damage.  This  case  study  describes  the  
corporate  social  responsibility  communication  dilemma  faced  by  Costco  after  the  2015  
lawsuit  crisis.  
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Overview  
  

Picture  the  country’s  largest  seller  of  wine.  Now  picture  one  of  the  largest  sellers  
of  pizza.  Are  you  thinking  of  two  different  places?  Turns  out,  the  correct  answer  is  not  a  
winery  or  a  pizza  place  but  is,  in  fact,  Costco.  Costco  members  pay  $55  per  month  to  
enjoy  unlimited  access  to  the  warehouse  corporation,  which  pledges  to  only  mark  up  its  
4,000  products  by  15  percent  or  less.  Additionally,  Costco  pays  its  hourly  workers  an  
average  salary  of  $20.89  an  hour,  including  overtime,  with  88  percent  of  its  employees  
receiving  full  health  insurance  benefits  in  addition  to  a  Costco  membership.  It’s  not  
uncommon  to  see  a  label  beneath  Costco  employees’  name  tags  that  includes  how  long  
the  employee  has  worked  for  the  company  state  that  employees  have  worked  
consistently  at  Costco  for  five  years  or  more  because  of  its  positive  company  culture.  
Because  of  this,  Costco  Wholesale  was  voted  one  of  the  top  three  companies  to  work  
for  in  the  state  of  Washington  in  2014.  In  conjunction  with  this  reputation  and  image,  
Costco  has  pledged  its  commitment  to  sustainability  with  its  corporate  social  
responsibility  (CSR)  initiatives.    

  
Before  2015,  Costco  enjoyed  a  positive  brand  image,  an  impressive  company  

culture  and  a  philanthropic  standing  among  the  public  because  of  its  CSR  initiatives.  
This  smooth  flow  of  corporate  culture,  however,  came  to  a  screeching  halt  on  August  
19,  2015,  when  Monica  Sud  filed  a  lawsuit  seeking  class-action  status  for  Costco’s  sale  
of  shrimp  from  Thailand  that  were  "derived  from  a  supply  chain  that  depends  upon  
documented  slavery,  human  trafficking  and  other  illegal  labor  abuses"  (White,  2016).  
Costco  does  not  have  a  public  relations  staff,  but  CEO  Craig  Jelinek  and  Chief  Financial  
Officer,  and  designated  spokesperson,  Richard  Galanti  quickly  put  out  a  statement  that  
the  company  was  working  with  the  Thai  government,  Thai  fisheries  and  other  
stakeholders  “to  address  the  issues  that  have  surfaced  over  the  years.”  Although  this  
response  did  not  directly  address  the  problem,  Costco  created  a  corporate  social  
responsibility  initiative  against  human  trafficking  that  would  win  back  the  trust  of  its  
employees  and  restore  its  public  image  despite  not  seeing  a  long-term  financial  impact  
from  this  crisis.    
  
Company  Background  
  

1. Costco  History    

Costco  Wholesale  Corporation  started  when  Sol  Price  opened  the  Price  Club  in  
San  Diego,  California,  in  1976.  The  idea  behind  the  business  strategy  was  to  buy  and  
sell  items  in  bulk  to  a  select  number  of  members  in  order  to  maintain  quality  and  low  
prices  for  the  consumers.  A  few  years  later,  Jim  Sinegal  opened  Costco,  a  different  
company  in  the  warehouse  club  industry,  in  Seattle,  Washington.  Costco  was  the  first  
company  to  ever  make  $3  billion  in  sales  in  less  than  six  years.  The  two  warehouses  
co-existed  for  nearly  a  decade,  but  in  1993,  the  two  retailers  merged,  creating  the  
multi-billion  dollar  membership  warehouse  club  that  exists  today  with  hundreds  of  
locations  spread  across  eight  countries.  Moreover,  in  2016,  Costco  reported  that  the  
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company  had  over  85  million  memberships  with  annual,  consistent  renewal  rates  of  
around  90  percent.  Today,  the  total  sales  in  the  recent  fiscal  year  have  exceeded  $64  
billion,  and  Costco  continues  to  attract  more  loyal  members  around  the  world  as  the  
company  undergoes  “explosive  international  expansion”  (Costco,  2017).  
  

2. Corporate  Reputation  

Costco  is  dedicated  to  making  its  members’  experiences  with  the  store  
pleasurable  by  selling  high-quality  products  at  affordable  prices.  Costco  members  can  
use  their  memberships  worldwide  and  enjoy  a  wide  selection  of  over  4,000  items  
chosen  based  on  quality,  price,  brand  and  benefits  for  the  customer.  Additionally,  
Costco  publicizes  its  intentional  price  setting,  which  means  that  the  company  strives  to  
not  exploit  the  customer  by  only  marking  up  the  price  by  14  percent  or  less.  Finally,  the  
public  is  aware  of  the  many  employee  benefits  that  workers  receive,  and  it  perceives  
Costco  as  one  of  the  leading  for-profit  companies  that  provides  a  livable  wage  to  its  
employees.  In  fact,  President  Barack  Obama  praised  the  company  in  his  2014  State  of  
the  Union  address  for  using  “higher  wages  as  the  smart  way  to  boost  productivity  and  
reduce  turnover”  among  its  staff  (Dharapak,  2014).  This  positive  publicity  has  created  a  
wholesome  brand  image  and  powerful  brand  equity  for  Costco  among  international  
consumers.    
  

3. Corporate  Culture  

The  company  maintains  three  core  values  as  its  first  priority.  Firstly  is  Costco’s  
commitment  to  quality.  Secondly  is  an  entrepreneurial  spirit,  driving  and  empowering  
employees  to  “exceed  member  expectations”  (Costco,  2017).  The  third  and  final  core  
value  of  this  company  is  employee  focus.  Costco  claims  that  it  seeks  to  attract  a  
brand-loyal,  high-energy  employee  base  by  offering  fair  wages  and  good  benefits.  
When  these  values  combined  with  the  humble  leadership  of  former  CEO  Jim  Sinegal,  
who  routinely  criticized  Wall  Street  for  its  profit-driven  focus  and  intentionally  took  a  
significant  pay  cut  in  comparison  to  his  peers,  Costco  gained  a  reputation  for  high  
employee  satisfaction  in  addition  to  customer  satisfaction.  “You  couldn’t  throw  enough  
money  at  me  to  make  me  leave  this  company,”  says  Paul  Latham,  Vice  President  of  
membership,  marketing,  and  Costco  Services.  Latham  has  worked  at  the  company  for  
37  years  and  claims  that  occurrences  of  employees  either  quitting  or  being  fired,  even  
with  the  2008  recession,  are  quite  uncommon  with  an  employee  retention  rate  of  about  
94  percent.    
  

4. Costco’s  Corporate  Social  Responsibility  Initiatives    

Costco’s  own  website  boasts  “outstanding  business  ethics”  and  claims  to  have  
several  areas  of  focus  when  it  comes  to  the  company’s  corporate  social  responsibility  
initiatives  to  address  the  desires  of  its  stakeholders.  These  areas  are  the  employees  of  
the  company,  the  communities  in  which  the  corporation  operates,  the  operation  costs  of  
the  warehouses,  and  the  merchandising  methods  and  standards  of  ethics  used  by  the  
company.  Some  of  these  specific  policies  include  environmental  protection  through  both  
the  stores  and  its  suppliers,  employee  benefits  like  healthcare  and  community  
standards  to  maintain  integrity  within  the  company  and  its  many  stakeholders.  The  
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relevant  pledge  to  this  case,  however,  is  Costco’s  Supplier  Code  of  Conduct,  which  was  
created  in  June  of  2016  in  response  to  the  media  attention  on  Costco’s  intentional  use  
of  shrimp  that  was  knowingly  fished  by  suppliers  that  use  slave  labor.  This  practice  
violated  the  company’s  code  of  ethics,  which  has  five  points.  These  points  include  
obeying  the  law,  taking  care  of  its  members,  taking  care  of  its  employees,  respecting  its  
suppliers  and  rewarding  its  shareholders.  
  

Labor  Trafficking  Scandal  Timeline  

  

September,  2011:  Costco  establishes  a  Confidential  Ethics  Line  where  employees  can  
report  their  grievances    
  
January,  2012:  The  California  Transparency  in  Supply  Chains  Act  goes  into  effect,  
requiring  companies  doing  business  in  California  that  make  over  $100  million  to  
disclose  their  efforts  in  eradicating  labor  trafficking  from  their  supply  chains  
  
February,  2014:  Costco  posts  disclosure  statement  about  California  Transparency  in  
Supply  Chains  Act  
  
June,  2014:  Costco  and  Walmart  are  linked  to  human  trafficking  through  supplier  CP  
Foods  
  
July,  2014:  Costco  begins  to  incur  negative  social  media  attention  concerning  human  
trafficking  violations    
  
July,  2015:  The  Department  of  State  ranks  Thailand  as  Tier  3  in  its  annual  Trafficking  in  
Persons  (TIP)  report  and  found  that  20  percent  of  cases  in  Thailand  were  that  of  forced  
labor  on  fishing  boats  
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August  19,  2015:  Monica  Sud  sues  Costco  for  selling  shrimp  "derived  from  a  supply  
chain  that  depends  upon  documented  slavery,  human  trafficking  and  other  illegal  labor  
abuses."  
  
August,  2015:  Costco  stock  falls  almost  2  percent.    
  
August,  2015:  The  media  begins  to  vilify  Costco  by  investigating  into  the  company’s  
use  of  slave-harvest  shrimp.    
  
January,  2016:  District  court  in  California  grants  Costco’s  motion  to  dismiss  Sud  v.  
Costco  Wholesale  Corp.  

  

February,  2016:  The  Associate  Press  wins  2016  Selden  Ring  Award  for  its  report  on  
migrant  slaves  used  in  the  seafood  industry  in  Thailand  
  
June,  2016:  Costco  creates  a  Supplier  Code  of  Conduct  to  protect  “the  working  rights  
and  safety  of  the  people  who  produce,  process,  or  harvest”  Costco  merchandise  
  
November  2016:  Costco  joins  the  Shrimp  Sustainable  Supply  Chain  Task  Force,  now  
known  as  the  Seafood  Task  Force  
  
January,  2017:  District  court  in  California  grants  Costco’s  motion  to  dismiss  the  
rewritten  version  of  Sud  v.  Costco  Wholesale  Corp.  because  Dud  “failed  to  establish  
that  the  members’  warehouse  club  had  a  legal  duty  to  inform  shoppers  that  forced  labor  
could  be  involved  as  part  of  its  frozen  prawns  (also  known  as  shrimp)  supply  chain.”  
  
Costco’s  Action  and  Response  
  

In  August  2015,  a  California  woman  by  the  name  of  Monica  Sud  filed  a  lawsuit  
against  Costco,  the  second  largest  retailer  in  the  world  behind  Walmart.  The  suit  was  
the  first  of  its  kind  against  a  retailer  because  it  attacked  the  company’s  false  claims  
about  its  monitoring  of  illegal  conduct  in  its  supply  chain.  Costco’s  long-time  relationship  
with  Thai  food  conglomerate  C.P.  Foods  was  called  into  question  after  allegations  arose  
over  C.P.  Food’s  use  of  forced,  unpaid  labor  to  harvest  fish  used  to  feed  the  prawns  
Costco  sold  at  its  branches.  The  allegations  stated  that  the  crews  on  theses  “ghost  
ships”  that  C.P.  Foods  used  for  fishing  were  subjected  to  inhumane  treatment  such  as  
forcing  workers  to  have  20-hour  work  days  and,  in  extreme  cases,  execution-style  
killings.  Sud  also  added  that  she  had  personally  purchased  the  tainted  products  without  
having  prior  knowledge  of  their  backstory.  
  

At  first,  Costco  chose  to  remain  silent    when  the  first  wave  of  speculations  and  
allegations  began  to  pour  in  from  foreign  sources.  The  Guardian,  a  British  newspaper,  
did  investigative  journal  pieces  explicitly  detailing  the  hardships  that  crewmembers  on  
the  fishing  boats  in  Thailand  endured.  In  addition  to  that,  a  British  activist  group  called  
the  Environmental  Justice  Foundation  –  a  source  central  to  Sud’s  lawsuit  –  made  a  

5  



  

documentary  exposing  more  aspects  to  consumers  that  The  Guardian’s  earlier  piece  
may  have  left  out.  Costco’s  silence  on  the  release  of  these  materials  only  served  to  
paint  a  negative  picture  of  them  in  the  eyes  of  their  consumers.    

  
In  response  to  these  allegations,  Richard  Galanti,  a  spokesperson  for  an  

Issaquah,  Washington-based  Costco  and  present  company  CFO,  released  a  statement  
saying  that  the  company  has  been  working  closely  with  the  Thai  Government,  the  Thai  
Fishing  Industry  and  other  retailers  to  “address  the  issues  that  have  surfaced”  over  the  
past  year.  This  move  was  made  to  publicize  the  company’s  efforts  to  take  corrective  
action  and  abide  by  the  laws  set  in  place  to  rid  the  corporate  supply  chain  of  slavery.  
This  in  turn  served  to  help  mitigate  the  damage  the  company’s  brand  image  had  taken  
on  social  media  and  salvage  its  reputation  as  a  humane,  ethical  corporation.  The  CFO  
made  it  known  to  consumers  that  they  could  return  their  products  in  exchange  for  a  full  
refund  if  they  were  dissatisfied.  This  move  by  Costco  served  to  placate  the  dissent  that  
many  of  their  consumers  may  have  had  in  light  of  the  accusations  Costco  was  facing  at  
the  time.    

  
Throughout  all  the  melodrama,  Costco  refused  to  sever  its  ties  with  C.P.  Foods,  

a  supplier  whose  current  human  rights  record  was  dragging  it  into  intense  scrutiny  from  
all  angles.  In  fact,  its  response  to  the  brewing  debacle  was  filing  a  motion  to  dismiss  the  
lawsuit  that  had  been  pinned  on  it.  Sud’s  lawsuit  did  not  fulfill  Article  III  requirements.  
This  means  that  Ms.  Sud  did  not  sustain  “concrete  injury  of  fact”  (White,  2016).  To  
further  solidify  their  motion,  Costco  took  it  upon  itself  to  run  through  Ms.  Sud’s  purchase  
history  as  she  already  was  a  Costco  card  holder.  The  inquiry  revealed  that  the  shrimp  
she  had  purchased  was  imported  from  Vietnam  and  Indonesia.  Because  the  complaint  
specified  Thailand,  the  court  ruled  in  Costco’s  favor  and  granted  the  motion  for  
dismissal.  

  
Costco  also  filed  a  request  to  prevent  the  defendant  from  “renewing  the  

arguments”  brought  up  in  court.  This  action  constituted  a  decisive  move  on  Costco’s  
part  to  end  the  speculation  and  the  company’s  fear  of  facing  similar  allegations  in  the  
future.  This  would  further  harm  the  company’s  credibility  and  ethos,  and  its  consumers  
would  believe  Costco  had  something  to  hide.  The  court  ruled  against  such  a  request,  
thus  allowing  Sud  to  amend  her  complaint.  Sud  was  unable  to  expand  the  complaint  to  
include  countries  other  than  Thailand  or  find  another  representative  who  had  purchased  
tainted  products,  so  the  revised  lawsuit  was  also  dismissed  by  the  district  courts  in  
California.  

  
The  Dilemma    

  
One  of  the  major  factors  that  affected  how  Costco  handled  this  crisis  is  the  fact  

that  Costco  does  not  have  a  public  relations  department.  All  media  inquiries  are  handled  
by  Richard  Galanti,  and  CEO  Craig  Jelinek  is  known  for  answering  his  own  company  
phone  for  questions  from  employees.  Founder  Jim  Sinegal  explained,  “We  try  to  create  
an  open-door  policy  around  here.  Open  wall,  if  you  will”  (Logan,  2012).  Moreover,  the  
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company  also  does  not  advertise.  It  only  relies  on  corporate  reputation  and  quality  
products  to  attract  and  retain  its  members.  When  the  labor  trafficking  crisis  occurred,  
Costco  went  through  the  same  protocol  that  it  does  for  any  crisis.  Galanti  made  a  few  
statements  and  then  corporate  policies  were  established.  The  company  did  not,  
however,  have  any  effective  way  to  communicate  these  efforts  to  its  stakeholders.  

  
This  communication  of  anti-trafficking  efforts  is  important  because  in  January  of  

2012,  the  state  of  California  passed  the  California  Transparency  in  Supply  Chains  Act,  
groundbreaking  legislation  that  is  the  first  step  in  fighting  human  trafficking.  The  
legislation  dictates  that  companies  that  conduct  business  in  California  and  make  more  
[than  $100  million  per  year  must  disclose  their  efforts  to  eradicate  trafficking  in  their  
supply  chains.  This  legislation  has  called  attention  to  the  issue  of  human  trafficking  and  
has  changed  the  way  that  many  businesses  approach  their  CSR  efforts  concerning  their  
supply  chains.  Costco  is  no  exception.  Before  this  law  passed,  companies  had  almost  
zero  accountability  for  cleaning  up  their  supply  chains.  Now,  corporations  must  at  least  
acknowledge  the  issue  and  set  up  a  basic  policy  against  human  trafficking  to  appease  
the  public.    When  Sud  sued  Costco,  she  argued  that  Costco  was  using  false  advertising  
by  not  disclosing  the  origin  and  acquiring  of  the  shrimp  sold  to  consumers  for  the  sake  
of  easy  profit.  “Human  sufferings  cannot  be  ignored  to  enhance  a  company’s  economic  
bottom  line,”  plaintiffs’  lawyer  Niall  McCarthy,  of  Cotchett,  Pitre  &  McCarthy  LLP,  said  in  
a  statement.  “California  consumers  are  unknowingly  supporting  slave  labor.”    

  
Essential  to  this  case  is  the  idea  that  Costco  is  known  for  its  corporate  social  

responsibility  initiatives  with  environmental  protection.  By  allowing  its  suppliers  to  
harvest  shrimp  by  using  slave  labor,  however,  Costco  is  facilitating  overfishing,  which  is  
damaging  the  wildlife  in  addition  to  facilitating  the  abuse  of  humanity  that  is  labor  
trafficking.  Boats  that  use  slave  labor  rarely  return  to  port  and  continuously  fish  for  both  
legal  and  illegal  sea  life.  This  does  not  sound  like  Costco  is  keeping  its  promises  to  
protecting  the  wildlife  and  the  people  that  work  for  the  corporation.  

  
Costco  also  markets  itself  as  a  company  that  cares  about  its  employees  and  

customers  as  well  as  the  environment.  On  its  website  it  states,  “Our  aim  is  that  our  
business  remains  responsible,  resilient,  and  relevant  in  accordance  with  our  Mission  
Statement  and  Code  of  Ethics”  (Costco,  2017).  Their  Mission  Statement  says,  “To  
continually  provide  our  members  with  quality  goods  and  services  at  the  lowest  possible  
prices.”  By  not  keeping  up  with  the  labor  trafficking  found  in  their  supply  chain,  Costco  is  
not  providing  quality  goods  to  its  members,  thereby  actively  breaking  that  promise.  
Costco  took  advantage  of  the  suffering  industry  in  Thailand  in  order  to  make  profit.    

  
Thailand  as  a  source  of  merchandise  also  poses  a  known  problem.  Firstly,  

Thailand  makes  about  $7.3  billion  in  annual  sales  from  seafood  alone,  making  the  
country  the  third  largest  exporter  of  this  seafood.  Furthermore,  the  fishing  industry  in  
Thailand  encompasses  waters  around  Indonesia  and  employs  more  than  650,000  
people.  These  people  are  mostly  migrants  who  came  to  Thailand  in  search  of  a  job  or  
were  taken  to  Thailand  against  their  will.  
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To  observe  and  keep  track  of  the  human  trafficking  issue,  the  United  States  

Department  of  State  performs  an  annual  audit  of  188  countries  on  their  efforts  to  
p revent,  protect  and  prosecute  human  trafficking.  In  July  of  2015,  the  State  Department  
voiced  its  concerns  about  slave  labor  in  Thailand’s  fishing  industry  and  ranked  the  
country  Tier  3  on  the  watch-list,  meaning  that  Thailand  was  not  handling  the  issue  of  
human  trafficking  correctly.    The  U.S.  Department  of  State’s  2016  Trafficking  in  Persons  
Report,  however,  ranked  Thailand  as  Tier  2  on  the  watch-list,  meaning  that  the  country  
is  making  strides  in  its  efforts  since  the  2015  scandal,  but  it  could  do  better.  Thailand  is  
notorious  for  its  slave  labor  in  the  fishing  industry,  but  Costco  continues  to  source  its  
shrimp  from  C.P.  Foods.  

  
Finally,  labor  trafficking  is  a  convoluted  issue  because  there  is  a  physical  

distance  between  the  means  of  production  and  the  consumer.  Anti-trafficking  activists  
are  working  hard  to  shed  light  on  the  atrocities  that  are  happening  overseas,  but  many  
consumers  adopt  the  attitude  that  if  something  is  out  of  sight,  then  it  is  out  of  mind.    

    
Stakeholders  
  
1.   Corporate  Costco  

  
A.   Costco  has  a  wide  variety  of  stakeholders  to  it  must  work  to  satisfy.  Firstly,  

members  of  the  company  are  a  vital  role  in  building  Costco’s  mission  to  satisfy  the  
customer  experience  at  Costco.  As  the  company  evolves,  Costco  strives  to  commit  to  
quality  by  choosing  products  based  on  price,  brand,  and  features  which  is  why  Costco  
only  offers  the  best  value  to  its  consumers.  Furthermore,  Costco  is  known  for  its  
entrepreneurial  spirit  and  drive  that  has  collectively  mirrored  the  excellence  that  the  
company  has  to  offer.  Starting  with  the  management  to  team  members,  the  company  
unites  to  exceed  member  expectations.  

  
B.   Secondly,  employees  are  a  priority  at  Costco.  It  is  known  for  being  much  

more  employee-focused  than  other  Fortune  500  companies  by  offering  fair  wages,  top  
benefits,  and  a  cultivated  positive  company  culture.  Stated  in  the  Costco  code  of  ethics,  
its  employees  are  the  very  best  in  the  warehouse  club  industry  because  of  its  
commitment  to  providing  employees  with  rewarding  challenges  and  opportunities  for  
personal  and  career  growth.  For  example,  an  open  door  policy  that  allows  access  to  
higher  level  management  to  resolve  issues  and  opportunities  to  give  back  to  the  
community  through  volunteer  and  fundraising.  
  

2.     Suppliers  

  
Costco  runs  with  the  help  of  its  supplier  Charoen  Pokphand  Foods  (CPF)  that  is  

the  leading  agro-industrial  and  food  conglomerate  in  the  Asia  Pacific  region.  CPF  
transports  both  livestock  (swine,  broilers,  layers,  and  duck)  and  aquaculture  businesses  
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(shrimp  and  fish).  CPF  is  known  for  its  feed,  farm  and  food  businesses  which  produce,  
manufacture  and  distribute  to  external  companies,  such  as  Costco.    

  
In  correlation  with  the  human  trafficking  incident,  the  chairman  of  Charoen  

Pokphand  (C.P.)  Foods  stated  in  a  2014  article  by  The  Guardian  that  human  trafficking  
is  essentially  inevitable  because  the  fishing  industry  is  mostly  comprised  of  fishermen  
earning  their  wages  illegally.  Products  of  the  fishing  boats  involved  in  human  trafficking  
and  slavery  will  continue  to  be  purchased  by  other  factories,  so  CPF  refuses  to  cut  ties  
with  these  fisheries  for  fear  of  losing  profit  to  its  competitors.  Even  though  the  chairmen  
at  CPF  condemns  all  aspects  of  human  trafficking  and  has  issued  a  public  statement  
about  the  issue,  actions  speak  louder  than  words  and  if  large  companies  such  as  CPF  
continue  to  “work  with  the  system”  then  human  trafficking  will  continue  to  be  a  
progressive  issue.  
  

3.              Thai  Government  

  
Costco  must  work  with  the  Thai  government  in  order  to  find  a  legal  and  feasible  

solution  to  this  problem.  Because  of  the  State  Department’s  score  in  the  Trafficking  in  
Persons  Report,  Thailand  is  responsible  for  working  with  businesses  to  fix  this  problem  
or  face  sanctions  from  the  United  States.  Thailand  majorly  benefits  from  its  billion-dollar  
fishing  industry,  which  resulted  in  the  action  to  implement  measures  to  ensure  laws  are  
obeyed  by  arresting  more  than  100  people  since  the  European  Union  (EU)  has  issued  
its  “yellow  card”  in  April  of  2005  threatening  a  ban  on  seafood  imports  unless  Thailand  
cleans  up  illegal  fishing  and  labor  abuses.  

  
Unfortunately,  since  the  law  has  been  issued,  activists  claim  there  has  been  little  

to  no  change  in  the  industry  even  though  Thai  authorities  have  enacted  legislation  to  
curb  trafficking  and  illegal  fishing.  More  than  90  percent  of  those  working  in  the  fishing  
sector  are  from  neighboring  countries,  many  of  whom  were  trafficked,  and  it  is  up  to  the  
Thai  government  to  protect  the  human  rights  of  these  migrant  workers.  Yet,  the  Thai  
government  has  failed  in  implement  an  effective  strategy  to  do  so.    As  a  result,  Costco  
must  navigate  international  law  in  order  to  fix  their  association  with  C.P.  Foods  and  the  
issue  of  human  trafficking.     
  

4.                        Abolitionists  
  
When  Monica  Sud  filed  a  lawsuit  in  August  of  2015,  Costco  gained  another  

powerful  stakeholder:  abolitionists.  CSR  is  becoming  increasingly  popular  among  
consumers,  and  a  lot  of  companies  are  turning  to  human  trafficking  as  their  CSR  
initiatives  because  of  new  legislation  like  the  California  Transparency  in  Supply  Chains  
Act  and  because  this  issue  affects  nearly  all  businesses.  For  example,  the  Global  
Business  Coalition  Against  Human  Trafficking  (gBCAT)  focuses  on  mobilizing  power,  
resources  and  thought  in  business  leadership  to  end  human  trafficking  and  all  forms  of  
forced  labor  and  sex  trafficking.  The  gBACT  accomplishes  their  mission  by  supporting  
companies  through  resource  orientations  and  operational  guidance,  championing  and  
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disseminating  best  practices  in  business  to  end  forced  labor  and  driving  connections  
between  businesses,  governments,  international  organizations,  nonprofits  and  civil  
society  to  create  a  purpose  of  knowledge  and  idea  sharing  solutions.  This  type  of  
organization  is  working  with  and  promoting  companies  that  are  actively  trying  to  
eradicate  trafficking  in  their  spheres  of  influence.    

  
One  of  these  companies  is  Ford  Motor  Company  (Ford).  In  2006,  Ford  

discovered  that  there  were  cases  of  labor  trafficking  in  its  charcoal  supply  chain  in  
Brazil.  In  response,  Ford  ceased  its  sourcing  from  that  cite,  established  an  open  and  
active  dialog  with  its  suppliers,  required  additional  reports  from  suppliers  in  countries  
that  were  ranked  Tier  3  by  the  Trafficking  in  Persons  Report  and  enforced  supplier  
compliance  by  cutting  ties  with  any  supplier  that  violated  its  Code  of  Conduct  (gBCAT,  
2017).  As  a  result,  gBCAT  promoted  Ford,  and  the  company  became  associated  with  
anti-trafficking  efforts  and  a  zero-tolerance  policy  against  abuse.    
  
Costco’s  Reaction  

  
Costco’s  mission  has  always  been  “to  continually  provide  our  members  with  

quality  goods  and  services  at  the  lowest  possible  prices”  (Costco,  2017).  The  reach  of  
this  mission  statement  has  been  extended  into  further  efforts  against  overfishing  and  
human-trafficking,  which  are  both  contributed  to  by  C.P.  Foods.    

  
Before  this  crisis  occurred,  Costco  posted  a  disclosure  statement  about  its  supply  

chain  in  response  to  the  passing  of  the  California  Transparency  in  Supply  Chains  Act  in  
2012.  In  this  statement,  Costco  says,  “In  general,  we  prefer  working  with  the  supplier  to  
correct  Code  violations  rather  than  immediately  terminating  the  relationship”  (Costco,  
2016).    When  the  media  began  to  pick  up  the  story  about  the  lawsuit  against  Costco,  
the  company  quickly  released  a  statement  to  try  to  contain  the  crisis.  Richard  Galanti  
reacted  to  the  allegations  with  the  following  statement:    
“Allegations  concerning  issues  in  the  Thai  seafood  industry  have  been  well  publicised  
for  over  one  year.  Costco  Wholesale  has  been  working  with  and  will  continue  to  work  
with  various  stakeholders  (including  the  Thai  government,  other  retailers,  and  Thai  
industry)  to  address  the  issues  that  have  surfaced.    

In  the  meantime,  all  of  our  customers  know  that  if  they  are  dissatisfied  with  any  
purchase  from  Costco  Wholesale  they  can  return  the  item  for  a  full  refund.”    
  

Although  Costco  released  two  statements  on  the  matter,  the  company  never  
directly  addressed  its  connection  to  human  trafficking  in  Sud’s  case.  Rather,  Costco  
chose  to  distance  itself  from  its  supply  chain  and  all  but  ignore  the  problem  in  the  
media.  The  company  did,  however,  create  a  Supplier  Code  of  Conduct  in  June  of  2016  
to  protect  “the  working  rights  and  safety  of  the  people  who  produce,  process,  or  harvest”  
Costco  merchandise  (Costco,  2016).  This  highlights  what  practices  are  prohibited  by  the  
global  supplier  Code  of  Conduct,  audits  that  Costco  will  conduct  in  countries  like  
Thailand  that  are  high  risk  for  trafficking  such  as  Thailand  and  how  it  will  respond  to  a  
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discovered  violation.  “Critical  violations”  are  actions  serious  enough  to  terminate  the  
business  relationship  while  lesser  violations  usually  result  in  Costco  giving  the  violator  
reasonable  time  to  take  remedial  actions.  

Costco  ends  the  statement  by  encouraging  anyone  who  is  aware  of  unlawful  
violations  to  notify  management,  its  Code  of  Conduct  team  or  utilize  the  linked  
whistleblower  site.  The  link  takes  you  to  Costco’s  Confidential  Ethics  Line,  created  in  
2011,  which  allows  anybody  to  anonymously  report  unlawful  or  unethical  activity  done  
by  any  of  Costco’s  departments  or  their  suppliers.    

  
While  the  hotline  is  anonymous,  Costco  encourages  participants  to  include  as  

much  detail  as  possible  to  expedite  the  investigation.  It  also  allows  participants  to  
confidentially  make  a  written  report  and  provide  documentational  evidence  by  mailing  a  
physical  copy  to  Costco’s  headquarters  in  Issaquah,  Washington.    

  
Costco  featured  their  increased  efforts  to  have  a  positive  impact  on  modern  

global  challenges  such  as  climate  change,  human  rights  issues  and  compromised  
natural  resources  on  the  new  Sustainability  Commitment  page  of  their  website.  This  
commitment  highlights  their  adopted  Sustainability  Principles,  which  include:  

1. For  Costco  to  thrive,  the  world  needs  to  thrive.  We  are  committed  to  doing  our  
part  to  help.  

2. We  focus  on  issues  related  to  our  business  and  to  where  we  can  contribute  to  
real,  results-driven  positive  impact.    

3. We  do  not  have  all  of  the  answers,  are  learning  as  we  go  and  seek  continuous  
improvement.    

  
The  company  claims  that  it  understands  that  it  does  not  have  all  of  the  answers  

to  run  a  completely  sustainable  corporation  while  still  turning  a  profit,  but  it  is  constantly  
educating  itself  on  new  issues  and  what  they  can  do  to  improve.  In  addition  to  their  
Sustainability  Principles,  the  commitment  also  lists  their  Sustainability  Responsibilities,  
these  include:    

1. Take  care  of  our  employees.  
2. Support  the  communities  where  our  employees  and  members  live  and  work.  
3. Operate  efficiently  and  in  an  environmentally  responsible  manner.  
4. Strategically  source  our  merchandise  in  a  sustainable  manner.  

  
To  prove  its  commitment  to  sustainability  in  the  shrimp  industry,  Costco  joined  

the   Shrimp  Sustainable  Supply  Chain  Task  Force,  now  known  as  the  Seafood  Task  
Force,  in  November  of  2016.  This  task  forces  is  a  conglomeration  of  several  
corporations  that  are  committed  to  maintaining  a  sustainable,  ethical  environment.  

  
Although  Costco  made  several  changes  in  response  to  this  crisis,  the  company  

does  not  have  a  public  relations  department  and  depends  on  earned  media  to  spread  
the  message.  As  a  result,  many  consumers  are  still  unaware  about  the  few  strides  that  
the  company  has  made  to  eradicate  human  trafficking  from  its  supply  chain.    
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Financial  Implications  

One  of  the  main  reasons  that  Costco  did  not  have  to  go  out  of  its  way  to  publish  
its  progress  is  because  the  company  saw  no  long-term  financial  impact  from  this  crisis.  
In  fact,  Costco’s  stock  price  (COST)  has  seen  a  steady  increase  in  the  past  five  years.    

  
  
This  is  significant  because  its  main  
competitors’  stocks  like  Wal-Mart  
(WMT),  which  has  also  been  linked  
to  human  trafficking  in  its  supply  
chains  in  June  of  2014,  has  seen  a  
steady  decline  in  the  past  five  years.    
  
This  indicates  that  Costco  was  
immune  to  the  financial  
repercussions  of  the  link  to  human  
trafficking  and  other  human  rights  
abuses  because  it  is  antithetical  to  
its  perceived  company  culture.  
Unlike  Wal-Mart,  Costco  pays  its  
employees  well  above  minimum  
wage  and  has  generated  a  loyal  
customer  base.  This  reputation  
protected  Costco  even  though  the  
allegations  brought  forth  by  Monica  
Sud  is  antithetical  to  both  its  culture  
and  CSR  initiatives.  For  this  

reason,  Costco  did  not  have  to  spend  thousands  of  dollars  on  a  public  relations  
campaign  to  restore  its  image  by  communicating  its  anti-trafficking  efforts.  Therefore,  it  
never  did,  and  Costco  maintains  its  relationship  with  C.P.  Foods  today  (Costco,  2017).    
  
Conclusion    

In  conclusion,  although  Costco  Wholesale  Corporation  made  major  strides  in  its  
efforts  to  eradicate  trafficking  from  its  supply  chain  following  the  2015  lawsuit,  the  
company  still  continues  to  develop  its  corporate  social  responsibility  toward  mindful  
supply  chain  management.  The  financial  impact  of  this  crisis  was  short-term,  so  the  
company  has  taken  minimal  proactive  measures  in  order  to  prevent  similar  crises  in  its  
supply  chain  since,  especially  considering  the  majority  of  its  products  are  imported  from  
other  developing  countries.  By  not  clearly  communicating  to  the  company’s  primary  
stakeholders  about  the  steps  the  company  was  making  to  eradicate  trafficking,  Costco  
garnered  a  lot  of  negative  media  attention  and  was  unprepared  to  respond  to  such  a  
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crisis  because  of  its  lack  of  a  public  relations  department.  Costco  still  enjoys  its  positive  
reputation,  but  one  question  remains.  How  long  can  such  a  successful  and  
publicly-scrutinized  company  avoid  trafficking  allegations,  and,  if  such  allegations  occur,  
will  the  world’s  largest  supplier  of  wine  and  pizza  be  prepared  to  effectively  respond?  
  
Teaching  Notes    
  

1. What  responsibility  does  Costco  have  to  the  employees  of  its  suppliers?  
2. Could  Costco  have  prevented  this  crisis?  How?  
3. Is  this  crisis  inconsistent  with  Costco’s  branding?  Explain.    
4. What  could  Costco  do  to  better  observe  their  employees  in  other  countries  to  avoid  

anymore  labor  trafficking?  
5. Does  this  new  law  in  California  about  transparency  within  the  supply  chain  need  to  be  a  

law  in  every  state?    
6. Are  Costco’s  current  efforts  enough  to  prevent  a  future  supply  chain  lawsuit?  
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