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ABOUT THE PRI

The Principles for Responsible Investment (PRI) works with its international network of signatories to
put the six Principles for Responsible Investment into practice. Its goals are to understand the
investment implications of environmental, social and governance (ESG) issues and to support
signatories in integrating these issues into investment and ownership decisions. The PRI acts in the
long-term interests of its signatories, of the financial markets and economies in which they operate
and ultimately of the environment and society as a whole.

The six Principles for Responsible Investment are a voluntary and aspirational set of investment
principles that offer a range of possible actions for incorporating ESG issues into investment practice.
The Principles were developed by investors, for investors. In implementing them, signatories
contribute to developing a more sustainable global financial system.

The PRI develops policy analysis and recommendations based on signatory views and evidence-
based policy research. The PRI welcomes the opportunity to respond to the Joint Committee on
Human Rights inquiry into forced labour in UK supply chains.

ABOUT THIS CONSULTATION

The UK Parliament Joint Committee on Human Rights is holding an inquiry into forced labour in UK
supply chains. The goal of the inquiry is to examine the UK’s legal and voluntary frameworks
underpinning the UK’s response to forced labour in international supply chains. It will also consider if
change is needed to improve the effectiveness of the UK’s response to this form of exploitation.

Forced labour creates significant costs for society at large: law enforcement costs, healthcare costs
and foregone economic inputs. Investors have a responsibility under international standards to
respect human rights, and any connection to forced labour represents a key reputational and
compliance risk.

The PRI has previously participated in the Finance Against Slavery & Human Trafficking project under
the Lichtenstein Initiative, supporting the publication of the Blueprint for Mobilizing Finance Against
Slavery and Trafficking. The Blueprint includes a set of goals, providing a framework for the whole
financial sector and professional service providers to demonstrate their commitment to accelerating
action to end modern slavery and human trafficking.

The PRI's response highlights the role of investors in supporting efforts to tackle forced labour, as well
as emerging international legislation and best practices that could be appropriate for consideration in
the UK.

For more information, contact:

Davide Cerrato Hazell Ransome

Senior Policy Specialist — Human Rights and Social Policy Specialist - Disclosures and Due
Issues Diligence

davide.cerrato@unpri.org hazell.ransome@unpri.org
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KEY RECOMMENDATIONS

Ten years after the publication of the UK Modern Slavery Act, forced labour remains a widespread
phenomenon in the UK and across the world. According to a recent report from the International
Labor Organization, forced labour in the private economy generates US$236 billion in illegal profits
per year, up 37% since 2014. It is estimated that in the UK, between 2019 and 2024, 46% of all the
referrals to the Home Office’s National Referral Mechanism (NRM) for people thought to be victims of
modern slavery were connected to labour exploitation.!

In a context of increased focus on the transition to a sustainable financial system, forced labour and
human rights are prominent concerns: as an example the minerals necessary for the transition (such
as cobalt, gold, tungsten, and rare earth materials) are often sourced from countries with weak
regulatory environments in terms of decent work and anti-modern slavery provisions. This represents
a key risk for investors, who — in addition to their own internal processes — rely on regulation to ensure
that their investment value chains are free of forced labour.

The PRI's key recommendations are:

m Adopt proportionate and practicable Human Rights and Environmental Due Diligence
legislation aligned with international standards.? Research shows that disclosure-based
legislation alone cannot ensure the protection of victims of forced labour. Financial and non-
financial companies of a specified size (subject to an impact assessment), should be required,
through proportionate and well-designed legislation, to use a risk-based approach? to
continuously identify, prevent, and mitigate the most severe human rights impacts (such as those
caused by forced labour) across their value chains in line with international standards. To provide
reassurance and legal certainty to the companies in scope, any obligation imposed should be one
of means, and not results. Mandatory human rights and environmental due diligence supports
investors’ risk and impact analysis and enables better informed investee engagement. A UK due
diligence law would also improve coherency and compatibility with other regulatory requirements
within the UK and overseas. It may also be appropriate to amend the existing UK Modern Slavery
Act as detailed in the PRI’s response to the 2024 House of Lords Select Committee on the
Modern Slavery Act 2015 call for evidence.

m Improve data accessibility on corporate human rights risks for investors. Initially, this can
take the form of adopting the first two IFRS Sustainability Disclosure Standards into UK law. IFRS
S1 would require companies to report on any sustainability-linked topic deemed material,
including forced labour risks. Beyond this, the UK government should support the work of
initiatives such as the International Sustainability Standards Board and the Taskforce on
Inequality and Social Related Financial Disclosures.

! Centre for Social Justice (2024), At what cost? Exploring the impact of forced labour in the UK.

2 The international standards on due diligence are the UN Guiding Principles on Business and Human Rights (UNGPs) and
OECD Guidelines for Multinational Enterprises on Responsible Business Conduct (OECD Guidelines).

3 The ‘risk-based approach’ is explained in the OECD Guidelines (pg. 18 paragraph 20): “where enterprises have large
numbers of suppliers and other business relationships, they are encouraged to identify general areas where the risk of adverse
impacts is most significant and, based on this risk assessment, prioritise [parts of their value chain] for due diligence”.
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DETAILED RESPONSE TO SELECT RELEVANT
QUESTIONS

LEGISLATIVE FRAMEWORK

m Arethe obligations created by the Modern Slavery Act 2015 effective in preventing goods
with international supply chains linked to forced labour being sold on the UK market? If
not, what changes are needed to prevent goods linked to forced labour from being sold in
the UK market?

m How effective is other UK domestic legislation in preventing goods with international
supply chains linked to forced labour entering the UK market? Are there any gaps? If so,
what legislative improvements could be made?

As the first national regulation of its kind, the UK Modern Slavery Act represented a meaningful first
step to tackle forced labour in supply chains and has been replicated in various jurisdictions.
However, studies show that the effectiveness of this type of regulation, with a focus on disclosure
over action, has been limited, due to a reliance on public pressure on companies in place of
monitoring and enforcement mechanisms.*

For example, an analysis of 102 company statements published in the first reporting cycle of the
Australian Modern Slavery Act, focused on the highest-impact sectors (i.e., garment, healthcare,
horticulture, and seafood), shows that on average only 59% of the mandatory criteria were complied
with. According to the study “less than one in four companies (23%) fully address the mandated
reporting requirements, with areas such as risk assessment, remediation, measuring effectiveness,
and consultation particularly poorly handled”.

To prevent goods linked to forced labour from being sold in the UK market, the UK government
should implement proportionate and practicable human rights and environmental due diligence
legislation, in line with international standards,> following the ‘risk-based approach’ defined below.
Such legislation has the potential to be a more effective tool because it requires ongoing risk
assessment and mitigation. This would reduce the risk of compliance being treated as a tick-box
exercise, and lead to better human rights outcomes than an approach focused on disclosure alone. It
also supports investors’ risk and impact analysis and enables better informed investee engagement.

= What international legal obligations does the UK have in relation to forced labour in supply
chains? Is the UK’s current domestic approach compliant with those obligations?

=  What, if any, obligations does international law place on corporations when it comes to
forced labour in their supply chains? Are these obligations effective?

The United Nations Guiding Principles place a responsibility on States, corporations and investors to
respect human rights.

Guiding Principle 11 enshrines this responsibility, stating that businesses “should avoid infringing on
the human rights of others and should address adverse human rights impacts with which they are
involved.” While the use of the term “responsibility” in the UNGPs reflects the fact that international
law does not pose a direct obligation on corporates to avoid infringing human rights, and to address
adverse impacts that might occur, this responsibility is at the core of national-level regulations that are

4 Business and Human Rights Resource Centre (2021), Modern Slavery Act: Five Years of Reporting. With regards to
jurisdictions beyond the UK, please see the report from the Australian Human Rights Institute and University of New South
Wales Testing the effectiveness of Australia’s Modern Slavery Act.

5 The international standards on due diligence are the UN Guiding Principles on Business and Human Rights (UNGPs) and
OECD Guidelines for Multinational Enterprises on Responsible Business Conduct (OECD Guidelines).
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currently being adopted and implemented, such as in the European Union (with the Corporate
Sustainability Due Diligence Directive), in France (Loi Devoir de Vigilance), Germany (German Supply
Chain Due Diligence Act), Norway (Norwegian Transparency Act), as well as other countries (see our
response to the final question below for more details).

The EU Corporate Sustainability Due Diligence Directive (CSDDD) will place requirements on UK
companies of a certain size operating in the European Union. Specifically, a UK company would fall in
scope of the CSDDD requirements if:

m It has net turnover >€450m in the Union; or

m Itis the ultimate parent company of a group which has a collective net turnover >€450m in the
Union; or

m It entered into or is the ultimate parent company of a group that entered into franchising or
licensing agreements in the Union where the royalties amount to >€22.5m in the Union,
provided it generated, or is the ultimate parent company of a group that generated, a net
turnover of >€80m in the Union.

As explained above human rights due diligence is an effective way to prevent forced labour in supply
chains. The EU CSDDD is substantially aligned to international standards on human rights so it will
play an important role. However, given the limited scope of UK companies covered under the EU
CSDDD, it would be insufficient to prevent all goods with international supply chains linked to forced
labour being sold on the UK market.

m  Where should the responsibility lie for preventing products linked to forced labour from
entering the British market? E.g. government, regulation, business, consumers, others?

Under the international standards on due diligence, all States have a responsibility to protect human
rights and all business enterprises, both transnational and others, regardless of their size, sector,
location, ownership and structure, have a responsibility to respect human rights.

Therefore, the responsibility to prevent products linked to forced labour from entering the British
market is both for the government (through legislative and non-legislative actions) and business. Itis
important to note that government and business have different tools and constraints to meet this
responsibility. The ability of business enterprises to play their role is greatly enhanced within an
enabling policy environment which includes extensive capacity building, among other elements.

While consumers have a role to play in shaping market practice through demand, the international
standards don’t set out a responsibility for them. Section VIII of the OECD guidelines set out
expectations for enterprises with regard to consumer interests.

As shown in the PRI paper Why and how investors should act on human rights, just as for all
businesses, institutional investors have a responsibility to respect human rights. This extends to
engaging with investee companies on issues related to forced labour. Leading investors recognise
that meeting international standards — and preventing and mitigating actual and potential negative
outcomes for people — also leads to better financial risk management, and helps to align their
activities with the evolving demands of beneficiaries, clients and regulators. As evidenced by the case
studies included in this response, several investors have taken steps to integrate forced labour and
modern slavery considerations into their investment decisions.

ENFORCEMENT AND CORPORATE ACTIVITY

m Are any sectors serving the UK market at particular risk of forced labour in their
international supply chains?
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According to the International Labor Organisation, the five sectors accounting for the majority of total
adult forced labour (87 per cent) are services (excluding domestic work), manufacturing, construction,
agriculture (excluding fishing), and domestic work.

Beyond these, the financial sector has a major role to play in helping tackle forced labour in supply
chains. Financial institutions may be connected to modern slavery and human trafficking through their
own operations, or through their business relationships. The financial sector has unparalleled
influence over global business and can invest in and foster business practices that help end modern
slavery and human trafficking. In 2019, the Finance Against Slavery and Trafficking initiative
published a blueprint identifying five goals which financial sector actors can work towards, through
individual and collective action:

= Goal 1: Compliance with laws against modern slavery and human trafficking.
= Goal 2: Knowing and showing modern slavery and human trafficking risks.

= Goal 3: Using leverage creatively to mitigate and address modern slavery and human
trafficking risks.

= Goal 4: Providing and enabling effective remedy for modern slavery and human trafficking
harms.

= Goal 5: Investment in innovation for prevention.

This blueprint is accompanied by an implementation toolkit.

= Should companies of all sizes be required to manage the risk of forced labour in their
supply chains? How could such an obligation be delivered in a manner which is
proportionate to a company’s exposure to forced labour risks, number of employees, and
annual turnover?

Under UNGP 14, all companies, regardless of size, have a responsibility to respect human rights
(including to use due diligence to prevent forced labour in their supply chains).

This responsibility to conduct human rights due diligence should be a legal requirement for all
financial and non-financial companies of a specified size (to be defined via an impact assessment)
and follow the ‘risk-based approach’ of the international standards to ensure proportionate and
practicable requirements.

The ‘risk-based approach’ is explained in the OECD Guidelines: “where enterprises have large
numbers of suppliers and other business relationships, they are encouraged to identify general areas
where the risk of adverse impacts is most significant and, based on this risk assessment, prioritise
[parts of their value chain] for due diligence”. In short: first, understand the scope of issues you may
be causing, contributing or directly linked to (looking at factors such as country, sector, company);
second, prioritise and respond to them as appropriate based on the severity of the risk and (in the
rare cases where two or more impacts are judged to have a similar level of severity) the likelihood.®

According to the OECD “the risk-based approach provides companies with flexibility by asking them
to adapt and tailor their due diligence according to a range of factors—their size, sector and position
in the value chain as well as the nature and level of risk they face in practice. Proportionate, risk-
based approaches are particularly important for smaller midstream and upstream actors to ensure
that due diligence expectations are practicable”.”

& UN OHCHR (2011), Guiding Principles on Business and Human Rights — see Guiding Principle 24.
” OECD (2022) Translating a risk-based due diligence approach into law: Background note.
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Such a legislation should also clearly identify the different levels of responsibility for adverse impacts,
informed by the international standards’® concepts of ‘cause’, ‘contribute’ and directly linked.® In the
case of investors, while there are instances where they can cause or contribute to an adverse
impactl, in most cases they are instead ‘linked’! to such impacts.!? In these cases, the OECD
clarifies that the expectations placed on enterprises directly linked to adverse impacts should not shift
responsibility from the entity causing them.13

Finally, any regulatory requirement should be accompanied by detailed implementation guidance.
This should support small and medium enterprises, companies in high-risk sectors, and, for the
financial sector, clarify what an “acceptable level” of due diligence is for different investor types, asset
classes and strategies (including mutual funds, hedge funds, exchange traded funds, passive funds,
smart index funds, pooled funds, quant-based funds). Institutional investors have different tools at
their disposal to carry out due diligence and exercise leverage compared to non-financial companies.
Sectoral guidance on how to implement the UNGPs and OECD Guidelines is given in the OECD 2017
report, “Responsible business conduct for institutional investors”, the UN Working Group on Business
and Human Rights’ reports “Taking stock of investor implementation of the Guiding Principles on
Business and Human Rights” and “Investors, ESG and Human Rights , and PRI's report “Why and
How Investors should act on Human Rights”.

= What could be done to improve corporations’ ability to identify forced labour risks in
supply chains, and select suppliers that meet government’s expectations?

As detailed in PRI's guidance on identifying human rights risks, it can be helpful to look at country-,
sector-, and company-level data. There is a wealth of data sources available for country-level data,
but less so for sector- and company-level.

Access to reliable and comparable data on human rights risks can help investors make better
informed investment decisions, and support engagement with companies when risks are identified.
The PRI's paper on What data do investors need to manage human rights risks? identifies four
categories of information currently lacking:

= companies’ inherent human rights risks;
= how the board and leadership help embed commitments into company culture and practice;
= the quality of companies’ human rights due diligence; and

= Quantitative information about positive human rights outcomes to which companies have
contributed.

8 UN OHCHR (2011), Guiding Principles on Business and Human Rights — see in particular GPs 13, 17, 19 and 22.

9 UN OHCHR (2011), Guiding Principles on Business and Human Rights — see Guiding Principle 13. And OECD (2023) OECD
Guidelines for Multinational Enterprises — see section IV Human Rights, paragraphs 1-6 on pg. 25.

10 John G. Ruggie (2017) Comments on Thun Group of Banks Discussion Paper on the Implications of UN Guiding Principles
13 & 17 In a Corporate and Investment Banking Context; UN Working Group on Business and Human Rights (2021), Taking
stock of investor implementation of the UN Guiding Principles on Business and Human Rights (pg. 5-8); OECD (2017),
Responsible business conduct for institutional investors: Key considerations for due diligence under the OECD Guidelines for
Multinational Enterprises (Box 4 pg. 15).

1 The OECD states (pg. 35) “a minority shareholder relationship, particularly in listed equities, is unlikely to lead to a substantial
contribution to an adverse impact under the OECD Guidelines. Thus, in the vast majority of cases, institutional investors
holding a minority shareholding will not be in a position to “contribute” to an adverse impact at an investee company”. Instead,
in most instances the investor will be “directly linked” to the adverse impact and should employ its leverage to try and end or
minimise it. See also UN OHCHR (2012), The Corporate Responsibility to Respect Human Rights, An Interpretive Guide pg.
16.

12 “Direct linkage” is defined by the Commentary to UNGP 22, as a situation where ““Where adverse impacts have occurred that
the business enterprise has not caused or contributed to, but which are directly linked to its operations, products, or services by
a business relationship.” Note that under the OECD Guidelines, a relationship between an investor and investee company
including a minority shareholding can be considered a "business relationship"

13 OECD (2017), Responsible business conduct for institutional investors: Key considerations for due diligence under the OECD

Guidelines for Multinational Enterprises, pg. 35.
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The UK government can improve this data availability by following the Sustainability TAC’s

recommendation to adopt the first two IFRS Sustainability Disclosure Standards into UK law. IFRS S1
would require companies to report on any sustainability-linked topic deemed material, including forced
labour risks. The International Sustainability Standards Board (ISSB) is also developing a standard on
human capital management, which the UK government should consider adopting, following its launch.

Beyond the work of the ISSB, another initiative focused on disclosures related to social issues
(including forced labour) is the Taskforce on Inequality and Social-related Financial Disclosures.
Supported by the PRI, the Taskforce aims to “develop a global framework for companies and financial
institutions to include within their public reports more effective disclosures about impacts,
dependencies, risks, and opportunities related to social issues, including inequality.”4

Specifically for investors, it is also important to maintain effective stewardship legislation to enable
meaningful engagement with investee companies about potential human rights risks (including on
forced labour) throughout the supply chain. PRI is responding separately to the UK Stewardship Code
review consultation. You will be able to find our response here.

m  Where forced labour is arisk, what level of investigation/due diligence is it reasonable to
expect from companies and public sector buyers before deciding whether to contract with
suppliers?

If a company or public sector buyer is considering whether to contract with a supplier, under UNGP 18
they are expected to:

= Identify who may be affected by the supplier’s activities;
= Catalogue the relevant human rights standards and issues (including forced labour); and

m  Project how the proposed supplier’s activity and associated business relationships could have
adverse human rights impacts (including forced labour) on those identified.

In this process, the company or public sector buyer should pay special attention to any particular
human rights impacts on individuals from groups or populations that may be at heightened risk of
vulnerability or marginalization, and bear in mind the different risks that may be faced by women and
men. They should also seek to understand the concerns of potentially affected stakeholders by
consulting them directly in a manner that takes into account language and other potential barriers to
effective engagement. In situations where such consultation is not possible, the company or public
sector buyer should consider reasonable alternatives such as consulting credible, independent expert
resources, including human rights defenders and others from civil society.

If after this process the company or public sector buyer decides the contract with the supplier is still
appropriate, they may enter into a contract, but they should be expected to conduct ongoing due
diligence and act accordingly if any potential or actual human rights risks (including forced labour)
appear in line with international standards (UNGPs 17-24, and 29).

m  How can alevel playing field be achieved, where companies who operate supply chains
free from forced labour are not at financial disadvantage?

This can be achieved by addressing forced labour risks through due diligence legislation. Mandatory
due diligence requirements, aligned with international standards, are proportionate not only in terms
of the size of the company, but also its likely exposure. Following a risk-based approach (defined
above), companies who operate in supply chains free from forced labour would have a less resource-
intensive due diligence process to go through.

14 UNDP (2024) Launch of the Taskforce on Inequality and Social-related Financial Disclosures (TISED).
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= How effective are the UN Guiding Principles at encouraging corporations’ consideration of
the human rights impacts of business decisions? Please provide examples or evidence.

The PRI 2024 reporting data shows asset owners and investment managers are paying increased
attention to human rights and social factors, including through use of the UNGPs.

= 82% of signatories reporting in 2024 said their policies include guidelines on social factors (up
from 69% in 2021 and 78% in 2023)5. Of these:

m 1,836 signatories have public guidelines on social factors and 1,221 signatories have
public guidelines on human rights.

m  The percentage of signatories using the UN Guiding Principles and / or the OECD Guidelines
to identify impacts has also increased from:

= 18%in 2021, to 30% in 2023, to 32% in 2024 for investment managers;
m 27% in 2021, to 36% in 2023 and 2024 for asset owners.

= 42% of European signatories reporting in 2024 use the UN Guiding Principles and / or the
OECD Guidelines to identify impacts (this is a slight increase from 41% in 2023).

The PRI has also collected several case studies of investors engaging on issues related to human
rights and the UNGPs. A number have a specific focus on forced labour and modern slavery. Below
are some examples of different approaches, divided by asset class.

m Investment managers : ILX Management B.V.; AllianceBernstein; Rathbones Group; PAI
Partners; Stepstone, Polaris; Abris, Union Investment; FSN Capital

m Asset owners: VCMFE, AP2
INTERNATIONAL APPROACHES

m Are there particular elements of the Uyghur Forced Labor Prevention Act of 2021 in the
USA that would be appropriate for consideration within a British Act? Please explain why
you think such measures would be beneficial.

m Arethere any weaknesses or flaws in the US approach?

Import bans can be useful instruments to combat forced labour, as part of a holistic approach to
tackling forced labour globally.

However, the efficacy of these instruments in eliminating the causes of negative human rights impacts
is limited by the fact that they do not require companies to take steps to remediate any adverse
human rights impacts, like a due diligence requirement would. Simply relying on the incentive to
maintain access to the market, which some analyses have identified as an incentive to provide
remedy, may not be sufficient to ensure that corporates address the impacts that have been
identified. The fact that, up to this point, bans have generally been targeted at specific geographical
areas, not only encourages trade diversion from these regions, but it means that adverse impacts
taking place in other areas may remain unaddressed.

Studies on the existing forced bans, such as the US Uyghur Forced Labor Prevention Act, found
limited evidence of the effectiveness of these instruments. While this may in part be due to the limited
amount of research conducted on this topic to date, evidence of long-term impact is unclear, and
more analysis should be conducted before widely adopting this type of instrument.

15 Though the indicators in 2021, 2023 and 2024 remained roughly the same, the respondent profiles are slightly different
because 2024 was a voluntary year of reporting for majority of signatories. In 2023, 3774 signatories responded to the module

with questions referred to in this consultation response. This number reduced to 3048 in 2024.
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https://www.unpri.org/investment-tools/human-rights-and-social-issues-insights-from-the-2023-reporting-cycle/12552.article
https://www.unpri.org/case-study/1016.type
https://www.unpri.org/the-pri-awards/ilx-fund-i-mobilising-private-capital-towards-emerging-markets/12744.article
https://www.unpri.org/the-pri-awards/alliancebernstein-esg-engagement-campaign-on-modern-slavery/10820.article
https://www.unpri.org/the-pri-awards/rathbones-group-votes-against-slavery/10821.article
https://www.unpri.org/human-rights/pai-partners-defending-human-rights-in-the-supply-chain/8333.article
https://www.unpri.org/human-rights/pai-partners-defending-human-rights-in-the-supply-chain/8333.article
https://www.unpri.org/human-rights/stepstone-considering-labour-land-and-data-rights-in-esg-analysis/8325.article
https://www.unpri.org/human-rights/polaris-respecting-human-rights-in-private-equity/8298.article
https://www.unpri.org/human-rights/abris-incorporating-human-rights-in-the-investment-lifecycle/8280.article
https://www.unpri.org/sustainable-development-goals/engaging-on-the-transition-to-electric-vehicles-and-on-human-rights-in-the-cobalt-supply-chain/4639.article
https://www.unpri.org/human-rights/fsn-capital-identifying-and-addressing-human-rights-in-the-value-chain/8281.article
https://www.unpri.org/human-rights-case-studies/vfmc-tackling-modern-slavery-through-external-manager-engagement/8794.article
https://www.unpri.org/sustainable-development-goals/ap2-human-rights-/6048.article
https://www.govinfo.gov/app/details/PLAW-117publ78
https://www.annacavazzini.eu/wp-content/uploads/Towards_an_EU_import_ban_on_forced_labour_and_modern_slavery_February.pdf
https://files.modernslaverypec.org/production/assets/downloads/ImportBans_briefing-updated-final.pdf?dm=1736268036

For these reasons, import bans should be incorporated into a holistic approach to tackling forced
labour globally, as part of a suite of regulatory interventions that include:

= Mandatory due diligence regulation;
= Modern slavery disclosures on a comply or explain basis; and
= Forced labour import bans.

m  EU Member States have agreed two instruments to prevent the sale of goods linked to
forced labour in the EU. Firstly the Requlation prohibiting products made with forced
labour on the Union market and secondly the Corporate Sustainability Due Diligence
Directive (CSDDD). Are there elements of either the regulation or the directive that would
be appropriate for consideration in the UK? Please explain why you think such measures
would be beneficial.

Regulation on prohibiting products made with forced labour on the Union market
Please refer to the response above about the similar US instrument.
Corporate Sustainability Due Diligence Directive (CSDDD)

The CSDDD requires large financial and non-financial undertakings to conduct human rights and
environmental due diligence across their value chains. There are many elements within the CSDDD
which ensure the requirements are proportionate, practicable and effective. Focusing on the aim to
prevent goods with international supply chains linked to forced labour being sold on the UK market,
we would encourage the UK government to consider the following elements:

= Arisk-based approach in-line with international standards and grounded in the concepts of
‘severity’ and ‘leverage’.

This approach is defined above. It allows undertakings to carry out proportionate due diligence,
prioritised and targeted to where the impacts are most severe — leading to more successful impact.

= An obligation of means

The CSDDD will not require companies to guarantee that adverse impacts will never occur or that
they will be brought to an end. Instead, it is an ‘obligations of means’ i.e. the company should take
appropriate measures which are capable of effectively addressing adverse impacts, in a manner
commensurate to the severity and likelihood of the impact. This provides reassurance and legal
certainty.

m Divestment as a last resort

The CSDDD does not require immediate termination of contract / divestment if a negative impact is
found. Instead, it sets out steps the undertaking should follow to bring the adverse impact to an end or
minimise the extent of the impact. This is in line with international standards and is beneficial as
divestment is not always appropriate or possible. Specifically for financial undertakings, where an
investor can continue to exert some leverage, it could be important to remain as an “engaged
investor”, voicing the need for a company to change its practices. Divestment can also be
counterproductive, leading to further negative consequences for those already affected.

= Meaningful stakeholder engagement

The CSDDD requires undertakings to carry out effective engagement with stakeholders, providing
relevant and comprehensive information. This informs all other steps of the due diligence process to
ensure better prioritisation and mitigation of impacts.

m Guidance
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https://www.europarl.europa.eu/doceo/document/TA-9-2024-0309_EN.html
https://www.europarl.europa.eu/doceo/document/TA-9-2024-0309_EN.html
https://eur-lex.europa.eu/eli/dir/2024/1760/oj
https://eur-lex.europa.eu/eli/dir/2024/1760/oj

Under the Article 19 of the directive, the European Commission is required to publish accompanying
guidance. This will support compliance and the aim of the legislation to reduce adverse environmental
and social impacts while minimising burden on in-scope undertakings. Guidance on how to conduct
due diligence in line with the CSDDD obligations and the assessment of risk factors is due to be
published 6 months before the largest companies in scope are required to comply. Some have argued
that guidance is needed sooner to support companies’ preparation.

m A clear civil liability regime

Under the CSDDD an undertaking can be held liable for causing or contributing to (intentionally or
negligently) damage to a natural or legal person by failing to prevent potential adverse impacts or
bring actual adverse impacts to an end. There is no liability for being ‘directly linked’ to the damage
(i.e. if it was caused only by its business partners). This approach of ‘cause’, ‘contribute’ or ‘directly
linked’ is aligned with international standards1® and should provide clarity to in-scope undertakings.

Generally, it is important a due diligence law has an appropriate accountability and enforcement
mechanism to ensure compliance (companies’ compliance with international standards vary
considerably, and overall remains low?).

m  Support for SMEs

SMEs are not within the personal scope of the CSDDD. However, given the directive requires very
large companies to conduct due diligence throughout their ‘chain of activities’ (defined below), SMEs
will be inadvertently affected. The Commission has put in place a number of measures to minimise
any undue burden this causes. For example, under Article 10(2e) and Article 11 (3f) of the text, in-
scope companies are expected to provide targeted and proportionate support to business partner
SMEs where necessary in light of the resources, knowledge and constraints of the SME. Similarly,
under Articles 10(5) and 11(6), where measures to verify compliance are carried out in relation to
SMESs, in-scope companies are required to bear the cost of the independent third-party verification.
The Commission is also due to publish a report looking at the impact on SMEs in 2030.

In any possible UK legislation on forced labour or human rights due diligence, similar considerations
should be made for SMEs.

m Arethere any weaknesses or flaws in the EU approach?
Corporate Sustainability Due Diligence Directive (CSDDD)
m Definition of “chain of activities” and “business partners”

Instead of using the term “value chain” in line with international standards, the CSDDD uses “chain of
activities” (defined in Article 3(qg)) which limits the scope of impacts to be considered. For example,
“chain of activities” does not include the provision of services downstream. There is a risk that the
most severe impacts, which may take place outside the “chain of activities”, will not be acted on.

Furthermore, due diligence requirements regarding investors’ financial services are limited to actual or
potential impacts only from their upstream business partners. No due diligence duties exist in relation
to their customers. This is a weakness because the definition of upstream and downstream for
investors is not clear'®, and therefore it could lead to confusion and / or investors spending resources
conducting due diligence in areas where the risk of adverse impacts is relatively low. A clear definition

16 UN OHCHR (2011), Guiding Principles on Business and Human Rights — see Guiding Principle 13. And OECD (2023) OECD
Guidelines for Multinational Enterprises — see section IV Human Rights, paragraphs 1-6 on pg. 25.

1 This is well documented. See for example, World Benchmarking Alliance (2024), 2024 Social Benchmark — “80% of
companies fail on human rights due diligence”

18 Litwin, Daniel and Savourey, Elsa (2024), Human Rights in EU Sustainable Finance - forthcoming in the Journal of Financial
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https://eur-lex.europa.eu/eli/dir/2024/1760/oj/eng#art_19
https://eur-lex.europa.eu/eli/dir/2024/1760/oj/eng#art_10
https://www.ungpreporting.org/glossary/value-chain/#:~:text=It%20includes%20entities%20with%20which%20it%20has%20a,%28b%29%20receive%20products%20or%20services%20from%20the%20company.
https://eur-lex.europa.eu/eli/dir/2024/1760/oj/eng#art_3
https://www.ohchr.org/sites/default/files/documents/publications/guidingprinciplesbusinesshr_en.pdf
https://mneguidelines.oecd.org/mneguidelines/
https://mneguidelines.oecd.org/mneguidelines/
https://www.worldbenchmarkingalliance.org/publication/social/
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=4840438

for value chain, in line with international standards, and guidance on how to interpret and implement
this across different sectors, is a crucial element of any due diligence law.

= Limited personal scope

The CSDDD only applies to very large undertakings. This risks limiting the effectiveness of the law as
large companies out of scope will not be required to address adverse impacts in their chain of
activities. The Commission is due to publish a report looking at the thresholds for in-scope companies
(amongst other topics) in 2030. The personal scope of any due diligence law should be informed by
an impact assessment.

= Are there any other nations with effective legislative frameworks to address goods linked
to forced labour which may be useful for the Committee to consider?

The adoption of the 2015 UK Modern Slavery Act has sparked the development of similar policies in
other jurisdictions, such as Australia, Canada, and the US state of California. New Zealand initiated a
process to develop its own Act of this kind. However, this is currently on hold.

= The Australian Modern Slavery Act is currently under review. In 2022 the Australian
Government ran a consultation (to which the PRI responded), which led to the publication of a
report in May 2023. The report highlighted 30 recommendations for the government, including
requiring reporting entities to have a due diligence system (recommendation 11).

m Canada has adopted a similar approach to the Australian and UK one, by introducing a bill
(the Fighting Against Forced Labour and Child Labour in Supply Chains Act), requiring certain
entities to report on their efforts to prevent forced and child labour in their supply chains. This
came into effect on 1 January 2024. Guidance is also provided for companies in scope, to
support their reporting. The Act requires a department of the Canadian government (Public
Safety Canada) to report to Parliament annually on the state of implementation of the
legislation. The report was published in October 2024.

m  The California Transparency in Supply Chains Act requires large retail sellers and
manufacturers doing business in the state to disclose annually on human trafficking and
slavery within their supply chains.

m  The Dutch Child Labour Due Diligence Act applies to companies established in the
Netherlands or those selling or supplying goods or services to Dutch end-users. They are
required to exercise due care and investigate whether there is a reasonable suspicion that the
goods or services to be supplied have been produced using child labour and, in the event of a
reasonable suspicion, draw up and implement a plan of action.

m The French Loi de Vigilance requires large French companies and very large non-French
companies operating in France to conduct human rights and environmental due diligence.
This includes identifying and ranking risks in their supply chains and taking appropriate action
to mitigate such risks or prevent serious violations.

m  The German Supply Chain Act requires companies with a presence in Germany over a
certain threshold to conduct due diligence on a number of human rights-related issues, and to
prepare and make publicly available on its website an annual report on the fulfilment of its due
diligence obligations. No civil liability is imposed, while the enforcing agency Federal Ministry
for Economy and Export Control (BAFA) has the power to impose fines where necessary.

m Japan's Guidelines on Respecting Human Rights in Responsible Supply Chains are non-
binding and set out the Government’s expectations in relations to business and human rights.
They are aligned with international standards, and cover all internationally recognised human
rights, while highlighting that businesses should be especially aware of risks to human rights
in several areas, including forced labour and child labour.
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https://www.legislation.gov.au/C2018A00153/latest/text
https://laws.justice.gc.ca/eng/acts/F-10.6/page-1.html
https://oag.ca.gov/SB657
https://www.mbie.govt.nz/business-and-employment/employment-and-skills/plan-of-action-against-forced-labour-people-trafficking-and-slavery/modern-slavery
https://consultations.ag.gov.au/crime/modern-slavery-act-review/
https://dwtyzx6upklss.cloudfront.net/Uploads/c/k/h/priconsultationresponse_australiamodernslaveryactreview_clean2_898729.pdf
https://www.ag.gov.au/sites/default/files/2023-05/Report%20-%20Statutory%20Review%20of%20the%20Modern%20Slavery%20Act%202018.PDF
https://laws.justice.gc.ca/eng/acts/F-10.6/page-1.html
https://www.publicsafety.gc.ca/cnt/cntrng-crm/frcd-lbr-cndn-spply-chns/prpr-rprt-en.aspx
https://www.publicsafety.gc.ca/cnt/rsrcs/pblctns/2024-frcd-lbr-spply-chns-prlmnt/index-en.aspx
https://oag.ca.gov/SB657
https://zoek.officielebekendmakingen.nl/stb-2019-401.html
https://www.legifrance.gouv.fr/jorf/id/JORFTEXT000034290626
https://www.bafa.de/EN/Supply_Chain_Act/Overview/overview_node.html
https://www.meti.go.jp/english/press/2022/0913_001.html

= The Norwegian Transparency Act applies to large enterprises resident in Norway, or large
foreign enterprises offering goods or services in Norway. It requires enterprises to conduct
due diligence assessments, in compliance with relevant international standards. In addition to
other similar instruments, it includes a right to information and duty to disclose i.e. enterprises
are required to publish an annual account of their due diligence assessment, and the public
can submit a written information request to an enterprise, without having to provide a reason.
Barring some limited exceptions, the request for information must be answered within three
weeks. The Act entered into force in 2022.

The PRI has experience of contributing to public policy on sustainable finance and responsible
investment across multiple markets and stands ready to support the work of the Joint Committee on
Human Rights further to eliminate forced labour in UK supply chains.

Please send any questions or comments to policy@unpri.org.

More information on www.unpri.org
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https://www.regjeringen.no/contentassets/c33c3faf340441faa7388331a735f9d9/transparency-act-english-translation.pdf
mailto:policy@unpri.org
http://www.unpri.org/

