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Sectors such as agriculture, consumer goods manufacturing, and 
minerals and mining face risks in the sourcing of their goods related 
to modern slavery, Fitch Ratings says. New regulations targeting 
modern slavery require auditing and reporting for importers, and 
while enforcement has been limited, there are signs this could 
change in the coming years. 

The main risks to corporates related to forced labour are 
reputation- and compliance-related, as public sentiment and 
associated government responses are increasingly in favour of 
greater accountability. We expect that increased data disclosures 
will lead to greater transparency of supply chain labour practices 
and stronger responses to labour rights violations from 
stakeholders. 

Consumer Goods Supply Chains High-Risk 
Modern slavery is primarily employed in labour-intensive 
production for high volume, low cost goods, but is also prevalent in 
the production of minerals used in electronics and lithium ion 
batteries. Companies with complex supply chains involving 
numerous components from multiple suppliers in different 
countries are less able to identify labour abuse problems along the 
chain. 

Asia and sub-Saharan Africa are the regions where modern slavery 
is most prevalent, and are important exporters of textiles, 
electronics, agricultural products, and minerals. 

Sustainability Factored into Supply Chain 
Customers, financial institutions and governments have higher 
expectations regarding supplier transparency and product 
traceability. Failure to meet these expectations could lead to a loss 
of customers or constraints on accessing to financing, although 
there is yet to be an example where the impact has been sufficient 
to influence credit ratings.  

Fitch expects sustainability issues, including commitments to 
reduce forced or child labour, will be increasingly factored into 
decisions about the selection of suppliers by companies, including 
their geographic locations.  

Transparency May Drive Stakeholder 

Responses  
Current and upcoming laws related to modern slavery primarily 
focus on improving disclosure rather than penalties for violations, 
with several lacking any enforcement mechanisms. We expect 
customer and financial institution responses to labour rights 
violations revealed by improved transparency will have more 
influence on credit profiles than the penalties, at least initially. 

However, there is increasing societal pressure for governments to 
tighten regulations around modern slavery, which may drive 
further policy developments.  

“In light of other geopolitical risks such as the 
coronavirus pandemic and bilateral trade wars, 
corporates may find that shifting some 
purchasing from regions with high modern 
slavery risk contributes to other operational or 
financial objectives.” 

Nneka Chike-Obi, Director, ESG Research 

Related Research 

US Corporate Supply Chain-Driven Credit Risk Is Mostly Low or 
Moderate (July 2020)  

Government Support Will Fast Track Corporate Supply Chain 
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Amplifies Secular Trends (November 2020) 
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Buyers of Labour-Intensive Goods, Raw 

Materials Have High Labour Risk Exposure  
Modern slavery is the recruitment, movement, harbouring, or 
receiving of adults or children through the use of force, coercion, 
abuse, deception, or other means for the purpose of exploitation. 
Types of modern slavery include forced labour, debt bondage, and 
illegal child labour. 

Retailers and consumer goods manufacturers have fairly high 
exposure to modern slavery risk due to the amount of sourcing 
occurring in emerging economies where laws against these 
practices are poorly enforced. According to the International 
Labour Organisation (ILO), 26% of global forced labour occurs in 
manufacturing and agriculture. In the past decade, governments, 
consumers, and companies have grown increasingly aware of the 
impact of non-financial risks on businesses with global value chains, 
including social risks related to labour rights, human rights, and 
employee wellbeing.  

Outsourcing production overseas creates a number of operational 
risks within supply chains, many of which are typically accounted 
for alongside financial performance, such as logistics, 
transportation, and quality control. These are normally offset by the 
cost savings from employed lower cost workers. The savings can be 
significant – for example, the mean minimum wage in India is around 
80% less than the mean in the EU.  

 

Countries with lower wages, such as those in south and southeast 
Asia, have made efforts to build an export-oriented manufacturing 
sector and attract new customers from countries with higher 
wages. Since 2010, the EU has increased textile imports from 
Bangladesh, Cambodia, and Myanmar as the share of imports from 
China has fallen. In addition to lower wages, however, 
manufacturing workers in these countries typically also have fewer 
legal protections with regard to working hours, benefits, and safety 
than those in developed markets do. There is often a lack of 
protections for marginalised communities, women, and children in 
relation to employment.  

 

The diffuse nature of the fast-moving consumer goods supply chain 
can create difficulties for purchasers wishing to verify that no illegal 
labour practices were used in the production of goods. Buyers 
typically have contractual relationships with Tier 1 suppliers for the 
provision of finished products. These suppliers then outsource 
lower-level manufacturing or assembly to other smaller suppliers. 
In the apparel sector, for example, these lower level suppliers can 
be home-based workers paid per piece or garment, with no official 
record of employment. This limits the effectiveness of standard 
forms of purchaser supply chain auditing, as identification of 
breaches can only reach so far down the chain.  

Under the Trafficking Victims Protection Reauthorization Act 
(TVPRA) of 2005, the US Department of Labor (DoL) maintains a list 
of products that it believes to be produced “in violation of 
international standards” regarding forced or child labour and the 
countries where they are produced. In 2020 it identified more than 
200 different goods produced using illegal labour practices in 
mining, manufacturing, and agriculture.  

 

Many of these products are components of manufactured products, 
such construction materials. For example, there is suspected use of 
forced labour in the mining of cobalt, used to make lithium ion 
batteries for goods ranging from mobile phones to electric vehicles, 
The products imported into the G20 with the highest risk of modern 
slavery by value are all consumer goods – electronics, clothing, and 
food – according to data from the Global Slavery Index. In a 2016 
survey by Hult Business School of executives at 46 companies 
operating in the UK, 77% said that there is a likelihood of modern 
slavery occurring in their supply chains. 
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According to the US DoL’s 2020 annual report, cotton is an at-risk 
product, with suspected forced labour involvement in its 
production in 15 countries. An overseas buyer may purchase 
finished garments from a Tier 1 supplier with no evidence of illegal 
practices in its own operations, but the raw materials could be made 
with forced or child labour.  

 

Sustainability Factors Increasingly 

Integrated into Supply Chain Management 
Sustainability considerations are growing in importance within 
supply chain management, including supplier transparency. As 
concerns about labour and human rights within manufacturing 
become more prominent among consumers, investors, and 
governments, we expect operational decision-making to be 
increasingly driven by these factors among companies that rely on 
low-cost overseas production.  

 

Managing supply chain labour risk adds operational costs that 
increase with the number of suppliers, their distance from the home 

market, and the amount of sourcing that takes place from suppliers 
below Tier 1. In 2019 Deloitte forecast the global market for 
responsible supply chain management tools to grow 18% by 2023 – 
to USD1.8 billion – based on median estimates, mostly made up of 
methods such as tracing, ethical sourcing, and ethical recruitment. 
These are usually led by in-house functions or departments, 
requiring companies to make longer-term investments in these 
resources. Two-thirds of apparel purchasing executives surveyed 
by McKinsey in 2019 expected sustainable sourcing to add 1%–5% 
to their overall purchasing costs by 2025, and a similar share 
thought it likely that sustainability will become the main criteria in 
selection of new suppliers.  

Apparel Purchasing Officers Survey – Likelihood of 
Industry-Wide Sustainability Disruptions by 2025 

 
Highly or somewhat 

likely (%) 

Product-specific communication on suppliers and raw 
materials (from raw fibre to shop) will be seen at the 
majority of POSs (on-/offline) 

69 

Sustainability will be the dominant selection criteria 
for on-boarding new suppliers 

66 

The majority of retailers and brands (>50%) will 
achieve radical transparency on Tier 3+ suppliers 61 

Industry-level wage agreements will be in place, with a 
living-wage basis implemented across the industry 39 

Source: Fitch Ratings, McKinsey 

 
The incremental shifting of some or, in more rare cases, all of a 
company’s manufacturing either to a country near the home country 
– nearshoring or proximity sourcing – or to the home country itself – 
reshoring – is a trend accelerated by the coronavirus pandemic. 

In a November 2020 report, Fitch identified reshoring and 
nearshoring as a key secular corporate trend that is expected to 
impact credit ratings through regulatory and policy shifts over the 
next decade. The primary drivers for this are related to bolstering 
resilience of operations and controlling costs amidst persistent 
geopolitical uncertainty. However, the relevance of labour 
oversight may become more prominent in light of more focus on 
modern slavery, adding another element to the drivers pushing 
companies to recalibrate supply chains.   

The Pandemic’s Impact on the Pace of Supply-Chain 
Shifts 

Accelerated Aerospace & defence  
Real estate  
Healthcare & pharmaceuticals 
Retail (non-food) 
Food, beverage, tobacco and consumer goods 
Telecoms  
Technology 
Steel  
Chemicals 
Shipping 

No impact Autos 
Homebuilding, materials & construction 

Source: Fitch Ratings 
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In a 2017 McKinsey survey of apparel chief purchasing officers, 
54% said that proximity sourcing is becoming more important, and 
35% expected reshoring to increase in the short term.1 Concerns 
about concentration risk play a role, particularly in relation to 
China, which has become the dominant sourcing country for many 
sectors. In the same survey, the percentage of purchasers who 
expected sourcing from China to increase by 2025 dropped 12 
points from 2015 to 2017. This risk was realised in the early months 
of the pandemic in 2020 when production shutdowns in China led 
to a backlog of unfilled orders around the world. 

 

Several governments have included financial incentives for 
proximity sourcing in post-pandemic policy packages. In June 2020 
the Japanese government introduced financial support for 
companies manufacturing goods in China – JPY220 billion 
(USD2 billion) to reshore to Japan and JPY23 billion (USD221 
million) to shift to southeast Asia. The European Commission 
announced plans in August 2020 to strengthen preferential trade 
agreements with 20 countries in the pan-Euro-Mediterranean 
(PEM) region, including major agricultural and textile exporter 
Turkey, citing the pandemic as the driver.  

Even before the pandemic, American buyers were shifting from Asia 
to Mexico; in 2019 the ratio of Mexican imports to imports from 
Asian low-cost countries rose above 40% for the first time in ten 
years. A July 2020 report by Fitch Solutions described how the 
2019 imports from China for the automotive supply chain fell 21%, 
while imports from Mexico rose 9%.2  

 

                                                                                       
1 “The Apparel Sourcing Caravan’s Next Stop: Digitization”, McKinsey 
Apparel CPO Survey 2017 
2 “USMCA Gives Mexico Advantage As Global Supply Chains Shift,” Fitch 
Solutions, 21 July 2020. 

Proximity sourcing is it not in itself a means of eliminating forced 
labour from a supply chain, and many low labour cost countries 
located near major developed markets still have relatively poor 
workers’ rights. However closer economic and political linkages 
between neighbouring countries may support improved working 
conditions. 

For example, the US-Mexico-Canada Agreement (USMCA), in 
effect since July 2020, provides labour protections for all workers 
within the bloc. While its predecessor NAFTA included some basic 
rights, under USCMA these have been strengthened to include 
requirements to eliminate forced labour and grant workers the 
right to collective bargaining. The EU has free trade agreements 
with countries including Georgia, Moldova, and Ukraine with 
standards linked to the ILO’s 1998 Declaration on Fundamental 
Principles and Rights at Work.  

According to the Minderoo Foundation’s Global Slavery Index, the 
ten countries with the highest prevalence of forced labour are all in 
Asia and sub-Saharan Africa. When considering a company’s 
exposure to modern slavery risk, how much of their production is in 
these regions compared to countries in Europe or the Americas is 
an important indicator. Companies may also begin to weigh the cost 
savings from low-cost overseas production more carefully against 
legal, operational, and reputational risks related to labour issues. 

UK retailer Boohoo Group plc faced media and investor backlash 
over multiple allegations of worker abuse in 2020 at supplier 
facilities in England and Pakistan, leading one of its largest 
shareholders to divest, its auditor to resign, and the company to 
suspend some of its Pakistani factories pending investigation. 
Investor pressure may also play a role – a number of initiatives have 
been launched in recent years, such as “Investors Against Slavery 
and Trafficking Asia-Pacific”, led by First Sentier Investors (a 
subsidiary of MUFG), and “Find It, Fix It, Prevent It”, led by GBP10 
billion charity fund manager CCLA Investment Management 
Limited. 

The transport of goods potentially linked to modern slavery is also 
likely to face greater scrutiny following the London market 
insurance broking subsidies of Fidelis Underwriting Limited (NR), 
Aon Corporation (BBB+/Rating Watch Negative), and Marsh & 
McLennan Companies, Inc. (A-/Negative) requiring all policies on 
marine cargo to include a clause on compliance with forced and 
child labour laws from June 2020. This is significant as 80% of 
internationally traded goods by volume are transported by sea 
freight, and Aon and Marsh are the top two insurance brokers in the 
world.  

While it is not financially feasible for most purchasers to stop 
importing entirely from the cheapest suppliers, we expect decision-
making on sourcing countries and suppliers to factor in labour 
considerations as well as the traditional operational and logistics 
considerations. In a 2018 Economist Intelligence Unit survey of 
retail and manufacturing executives, the top reason given for not 
implementing a supply chain sustainability strategy was increased 
costs.3 The estimate given by apparel buyers of 1%–5% in additional 

3 “Sustainability: The missing link,” Economist Intelligence Unit for 
Llamasoft, 2018. 
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purchasing costs is significant – roughly equal to the percentage 
that workers’ wages make up of a finished item of apparel. 
Regulations may be the push factors for companies hesitant to take 
on these costs voluntarily.  

Many Modern Slavery Regulations Are 

Disclosure-Based with Limited Sanction 

Mechanisms 
Legislatures in the UK, Australia, France, and the US, among others, 
have introduced or strengthened targeted policies addressing 
modern slavery in the past decade. They have been effective in 
raising awareness among large corporates and the public about the 
widespread nature of forced labour, but most of the laws lack 
sufficient enforcement mechanisms or penalties to have a material 
impact on companies exposed to labour risk. Respondents to the 
EIU survey ranked regulatory compliance as the fifth most 
important reason for improving supply chain sustainability, behind 
growth opportunities and pressure from customers.  

The US Tariff Act of 1930 (also known as the Smoot-Hawley Tariff 
Act), designed to protect American industries from competition, may 
be the oldest law addressing international modern slavery. It bans 
products “manufactured wholly or in part in any foreign country by 
convict labor or/and forced labor or/and indentured labor”. Under 
the law, US Customs and Border Protection can seize goods based on 
information that “reasonably but not conclusively” indicates the use 
of forced labour. If the importer cannot provide a supply chain audit, 
the goods are blocked from entering the US. Sanctions are limited to 
specific exporters and cargoes based on credible information, rather 
than blanket country-of-origin or product restrictions.   

Modern anti-slavery legislation has taken a different form, focusing 
on disclosure requirements for large companies or those that 
import goods from abroad, rather than on banning or seizing 
suspected products. Laws including California’s Transparency in 
Supply Chains Act (TISCA), the UK Modern Slavery Act, and the 
Australian Modern Slavery Act mandate annual statements 
addressing actions taken to reduce forced labour in their supply 
chains. In most cases, the legal requirement can be met by a short 
statement posted to the company’s website. 

None of these laws includes any legal or financial penalty for either 
the company or its officers for failure to comply. although the 
British government has announced its intention to introduce either 
financial or civil penalties and possibly increase the number of 
companies covered. 

Selected Modern Slavery Regulations 

Country Regulation name 
Revenue 
threshold 

Global 
revenue4  

Regulation 
type 

US US Tariff Act of 1930 – n.a. Sanction 

US California 
Transparency in 
Supply Chains Act 

USD100m Yes Disclosure 

                                                                                       
4 This indicates if the law bases its revenue threshold for eligible companies 
on all global revenue, or only on revenue earned within that country. 

Selected Modern Slavery Regulations 

Country Regulation name 
Revenue 
threshold 

Global 
revenue4  

Regulation 
type 

UK Modern Slavery Act GBP36m No Disclosure 
(sanction 
pending) 

France Corporate Duty of 
Vigilance Law 

– n.a. Disclosure & 
sanction 

Australia Modern Slavery Act AUD 100m Yes Disclosure 

Netherlands Child Labour Due 
Diligence Law 

– n.a. Disclosure & 
sanction 

Source: Fitch Ratings 

 
Laws with wide-reaching penalties against modern slavery have not 
yet materialised. France’s 2017 Corporate Duty of Vigilance law 
originally had fines of up to EUR10 million–30 million related to 
human rights and environmental risk management. The fines were 
removed in judicial review, so the law only requires disclosures and 
the establishment of corporate policies. The threshold set for 
company size (5,000 employees in France or 10,000 employees 
globally) limits the regulation to less than 200 firms. The Dutch 
Child Labour Due Diligence Law will take force in 2022 and apply to 
all companies selling to Dutch customers. This law does include 
financial and civil penalties for companies and their management. 
However the law applies only to child labour – the element of 
modern slavery with the most public reprobation and the easiest to 
identify through audits, unlike debt bondage and trafficking. 

Some jurisdictions are still struggling with minimum compliance. In 
a 2016 report, non-governmental organisation Development 
International analysed nearly 2,000 companies subject to the 
California law and found only 57% were fully compliant in providing 
disclosure statements.5 Just 60% of companies subject to the UK 
law were even partially compliant, according to a 2019 independent 
review for Parliament. The British government is attempting to 
strengthen the MSA and announced in January 2020 that it aims to 
introduce fines for failure to comply and increase the number of 
companies covered under the legislation, although these changes 
have not yet been confirmed.  

The toughest of these laws, the US Tariff Act, primarily affects the 
exporter, not the American company in question. Importers whose 
shipments are seized can continue to receive other goods and 
operate as normal. However, recent broad actions by the US 
Customs and Border Control (CBP) in December 2020 and January 
2021 to block imports from Malaysia’s top palm oil producer Sime 
Darby Plantation Berhad (BBB/Negative) and all cotton products 
from China’s Xinjiang province – which produces 85% of the 
country’s cotton – could have significant effects on American food, 
textiles, and apparel producers whose goods are made from these 
raw materials. Smaller companies or those with suppliers 
concentrated in these regions would be more materially affected 
than larger corporations that can shift their sourcing to other areas. 

5 Chris N Bayer and Jesse H Hudson, “Corporate Compliance with the 
California Transparency in Supply Chains Act: Anti-Slavery Performance in 
2016,” Development International, 2017. 
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The lack of any significant financial or legal penalties is one of the 
reasons why there are no examples where issues related to modern 
slavery have influenced credit profiles. This is reflected by Fitch 
Ratings’ ESG Relevance Scores (ESG.RS), which show there are no 
scores of ‘4’ or ‘5’ (indicating an issue is material to credit ratings) 
Modern slavery risks would typically be captured under Labor 
Relations & Practices (SLB) in the ESG.RS framework. We expect 
the influence of direct fines and penalties related to labour rights 
violations in operations and supply chains on credit ratings will 
remain limited unless the regulations tighten significantly.  

The increase in disclosure driven by current and upcoming 
regulations could, however, lead to stronger responses from 
stakeholders on labour rights violations, such as shifts in demand 
from customers or due diligence policies of lenders. The difficulties 
in finding labour abuses throughout the supply chain, as well as 
understand the risk of potential abuses systematically, have limited 
the scope of such responses in the past. This could change as 
reporting in this area becomes more robust and standardised, 
particularly as pressure on companies to more diligently audit and 
report on their supply chains continues to grow – from 
governments and also from consumers, non-governmental 
organisations, and investors. 

The broader consequences of enhanced disclosure are already 
evident for some ESG issues, such as greenhouse gas emissions. 
Regulatory requirements for reporting or tracking emissions 
initially targeted specific sectors, such as oil and gas, and 
transportation. Over time, the range of companies providing 
detailed information to the public on their carbon footprints has 
widened beyond those that are required to do so. Today, large 
companies operating in North America, Europe, and developed 
Asia-Pacific, particularly publicly listed ones, are expected to not 
only to report their emissions but to have an associated strategy to 
manage negative environmental impacts. 

We expect a similar evolution in modern slavery risk management, 
given the size of the markets where mandatory reporting has been 
introduced and the companies covered under the legislation. Of the 
248 companies that submitted inaugural statements under 
Australia’s law in 2020, 48 already have reporting requirements 

under UK or California law, including Intel Corporation (A+/Stable) 
and American Airlines, Inc. (B-/Rating Watch Negative). The 
disclosure requirements have raised some serious labour rights 
breaches, even with limited enforcement powers. British retailer 
Tesco PLC (BBB-/Stable) reported in its 2020 modern slavery 
statement that it had found evidence of abuse and debt bondage 
among migrant workers in its Malaysian and Thai supermarket 
businesses. The company sold these subsidiaries to a Thai 
conglomerate in December 2020.  

There are also companies that, perhaps in anticipation of regulatory 
changes, have chosen to take pre-emptive actions. Australia’s 
Fortescue Metals Group Limited published a voluntary modern 
slavery statement in 2018; this is mandatory as of 2020. Hong Kong 
transportation company MTR Corporation Ltd (AA-/Stable) issued 
a company-wide modern slavery statement in 2019, even though it 
is only necessary for its UK subsidiary. Retailers including Marks 
and Spencer Group plc (BB+/Stable) and Levi Strauss & Co. 
(BB/Negative) now release full supplier lists including factory 
addresses. Clothing manufacturers Patagonia, Inc. and H&M Group 
stopped sourcing cotton from Xinjiang months before the US 
import ban was enacted. These examples show how the 
introduction of regulation is contributing to corporate decision-
making even outside of legal requirements.  

Supply chain transparency is increasing for consumer-facing 
products, not only in factors related to labour. There are laws 
requiring additional corporate auditing or reporting on conflict 
minerals and timber products in the EU and the US, and the EU is 
considering broad legislation on supply chain due diligence focused 
on human rights, governance, and the environment. There is also 
research indicating correlations between environmental damage 
and modern slavery; declining agricultural yields pushes producers 
to seek even cheaper labour, and people who have lost their land to 
forest clearing are highly susceptible to unethical recruitment into 
debt bondage6. 

Firms that have already invested in the resources for minimising 
labour risks and made operational changes to reduce their 
exposures are likely to be more resilient to future legislative or 
consumer preference changes related to supply-chain ESG risks.  

                                                                                       
6 “Modern slavery, environmental degradation, and climate change: 
Fisheries, filed, forests and factories,” Brown, David et. al, Environment and 
Planning E: Nature and Space, 2019. 
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