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Summary:

 § Problem: Modern slavery and forced labor remain a rampant problem in today’s world. Companies in various 
industries have experienced modern slavery issues in their operations and supply chains and, while many 
companies have taken some steps to address it, the problem persists.

 § Development: In recent years, a number of countries and jurisdictions have implemented regulations intended to 
force companies to address the problems of modern slavery and child labor. However, Australia’s new modern 
slavery law moves beyond company responses to this problem and requires investors to report on modern slavery 
risks within their portfolios. To comply with this law, asset managers will now be required to publish annual 
statements outlining how the risk of forced and child labor is evaluated and eliminated from their business 
operations and investment portfolios. MFS analysts and portfolio managers should expect to field questions from 
Australian clients about our research and processes in this area. Clients in other regions may soon follow suit. 

 § Materiality: The potential risks related to modern slavery are increasing due to regulatory activity, increasing 
consumer awareness and a growing investor interest in ESG and specific social topics such as modern slavery. 
These factors are likely to result in various financial impacts, supply chain disruptions, fines and/or lowered 
valuations for companies that cannot effectively manage this risk.

 § Next Steps: There are a number of steps our analysts and portfolio managers can take, starting with a 
determination of the companies most likely to face this risk, moving to internal and external evaluations of company 
risk and then to engagement with company management teams.
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Problem
Modern slavery remains a rampant problem in today’s world. The map on the preceding page comes from 

the 2018 Global Slavery Index, which estimated that more than 40 million people are involved in various forms 

of modern slavery, including 25 million in forced labor situations.1 Reporting in certain regions is very weak; 

however, which suggests that the actual number of cases could be much higher.

There are many, sometimes overlapping, forms of modern slavery:

 ■ Forced labor — “Forced or compulsory labor is all work or service which is exacted from any person under 

the threat of a penalty and for which the person has not offered himself or herself voluntarily.” (International 

Labor Organization Forced Labor Convention, 1930 No. 29).

 ■ Bonded labor — Bonded labor occurs when a person is forced to work to pay off a debt. People in this 

situation may have their passports taken from them by a labor “broker” upon arrival in a new country,  

and their pay is often unfairly and non-transparently garnished until their debt is repaid. This form of  

modern slavery is likely far more common and impacts more public companies than most expect. For 

example, research suggests over one-third of workers in Malaysia’s electronics industry are bonded  

laborers being exploited by labor brokers.2 Millions of other workers pay recruitment fees and incur debt, 

which they are unlikely to ever pay back, in hopes of getting a job promised by a broker. The poor working 

and living conditions and debts generated by these brokers creates, in essence, an undocumented form of 

modern slavery.

 ■ Human trafficking — Human trafficking occurs when people are coerced into a situation and then 

transported and held for the purpose of exploitation. According to the United Nations Office for Drugs  

and Crime (UNODC) the majority of people are trafficked into sexual or labor exploitation2.

 ■ Forced/early marriage — Beyond the scope of this analysis, forced marriage occurs when an individual, 

typically a woman, is married against her will and not allowed to leave the marriage.

 ■ Child labor — Not included in the statistics above, child labor involves the forced or allowed labor of an 

individual who is under 18 years of age. Child labor is often technically not a form of modern slavery (it may 

be allowed or encouraged by the child’s family or country/region), but it has negative ramifications related to 

the child’s education and development, which could lead to the forms of modern slavery above.

Many large, well-known companies such as Nestle, Marriott and Costco, have been implicated in modern 

slavery controversies. Although these companies may have taken some steps to eradicate bonded, forced and 

child labor in their supply chains, their actions have been insufficient. For example, Costco was first implicated 

in a serious forced labor controversy related to its shrimp supply chain in 2014.3 The company made changes to 

its supply chain policies as a result of this controversy, but subsequently encountered a similar problem in late 

2019 despite these changes.4 

Costco is not the only company facing such allegations. MSCI recently developed a helpful list of companies 

implicated in forced and child labor controversies. However, we believe the scope of this list should be 

broadened. For example, it does not include technology companies, many of which have faced similar  

allegations. In fact, the Global Slavery Index suggests laptops, computer components, and mobile phones 

are the G20-imported products most at risk of having modern slavery in their supply chain and development. 

The next four most likely products to contain forced labor in their production are garments, seafood, cocoa 

products, and sugarcane.5 
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Development
Over the past few years, a number of countries and other jurisdictions have implemented new regulations, 

requiring companies and investors to evaluate and eliminate forced and child labor from their operations, 

supply chains and investments.

 ■ United Kingdom — The UK Modern Slavery Act requires any company operating in the UK to outline how it: 

 ŭ Identifies potential areas where the risk of modern slavery could arise in its business

 ŭ Trains and maintains internal accountability among employees and contractors on the topic

 ŭ Audits suppliers to assess compliance with company standards

 ŭ Takes action on employees, contractors or suppliers who fail to meet company standards
 ■ California — Much like the UK Modern Slavery Act, California’s Transparency in Supply Chains Act requires 

companies to disclose the extent of their efforts in five areas: verification, audits, certification, internal 

accountability and training.6 

 ■ Australia — Australia’s new law is similar to those in the UK and California; however, Australia’s regulation 

goes further. While other modern slavery regulations apply solely to companies, Australia’s rules have 

implications for investors to report on modern slavery risks in their portfolios. Asset managers like MFS will 

now be required to publish an annual report outlining how they evaluate and mitigate the risk of modern 

slavery in their business operations and investment portfolios. 

Although recently enacted laws increase reputational, financial, operational and other risks, many companies 

do not seem to be paying much attention to them. A recent Reuters report regarding the UK Modern Slavery 

Act found that “Just 23% are meeting the Act’s minimum requirements.”7

Beyond regulators, an increasing number of non-governmental organizations (NGOs) are seeking to identify 

and disclose the names of companies whose suppliers are engaged in modern slavery, which has led to 

increased consumer awareness of this problem. NGOs have been emboldened by recent efforts like Human 

Rights Watch’s “Transparency Pledge”,8 which requires disclosure of all supplier manufacturing sites. This level 

of disclosure enables NGOs and others to tie modern slavery abuses back to individual companies more easily.

Materiality
The potential risks related to modern slavery are increasing, due to regulations, increasing consumer 

awareness and a growing investor interest in ESG topics such as modern slavery. These factors are likely to 

result in various financial impacts, supply chain disruptions, fines and/or lowered valuations for companies that 

cannot effectively manage this risk.

 ■ Revenue/Reputation — Although performance on modern slavery issues has never been explicitly tied 

to revenue outperformance or underperformance within a given industry, some companies have found 

themselves challenged by poor performance on supply chain labor ethical issues. In 2018, Associated British 

Foods founds itself struggling to grow Primark sales in the important German market. Morgan Stanley 

conducted a consumer survey to evaluate this risk and found that the sales underperformance was likely 

due to negative consumer perception regarding the brand’s supply chain ethics.9 More concerning for the 

brand was the fact that younger consumers latched onto its perceived poor ethical performance much 

more readily than older consumers. As the number of NGOs and other groups that are working to tie poor 

practices back to specific brands increases, and as their ability to make these connections improves, this 

kind of reputational risk becomes increasingly likely to manifest itself in top line performance.
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 ■ Cost of Goods Sold/Capex — Globalization has allowed companies to reduce costs and increase  

margins and returns by outsourcing much of their supply chains. Much like the way financial companies 

tried to offload balance sheet risk using special purpose vehicles (SPVs) prior to the global financial crisis, 

companies have sought to offload their supply chain risk by shifting production responsibilities to a multi-

layered set of supply chain partners that no one, including the companies themselves, can effectively track  

or hold accountable.

This approach has increased returns by reducing capital requirements while shifting costs and ethical risks 

to faceless companies. However, regulators now expect companies and their investors to be responsible for 

the risks of modern slavery. As a result, companies in impacted industries may be overearning.

If companies are forced to start incentivizing and rewarding their supply chain partners to make the proper 

investments in people and safety, cost and capex requirements would increase in the short term. Longer 

term, agreeing to more sustainable contracts with specific suppliers should enable those suppliers to invest 

in their business, pay a living wage to employees and reduce supply chain operations risk.

Some companies have started on this journey. In 2014, H&M set a goal to ensure workers in its supply chain 

were paid a living wage;10 however, it appears that achieving this goal has posed significant challenges as 

they have not been able to meet their commitment.11 This suggests that the costs associated with solving this 

problem can have a substantial impact on the cost of goods sold (COGS) , margins and capex of companies 

affected by modern slavery.

 ■ Cash Flow Impacts — Litigation is also becoming a risk for companies that do not manage this issue well, 

which could impact free cash flow conversion for some. Per the Principles for Responsible Investment (PRI), 

“Despite aiming to eradicate forced labor in their supply chains, several companies have been subject to 

lawsuits. Examples include the US food processor and commodity trader Archer Daniels Midland . . . US food 

companies Mars and Hershey and Swiss company Nestlé. Further class action suits have been filed against 

the US warehouse club Costco and Thai agro-industrial and food conglomerate Charoen Pokphand Foods 

(CP Foods) . . . “12 

Recently there have been significant legal developments that suggest litigation risk is increasing. In Canada, 

the Supreme Court has allowed the country’s first modern slavery claim related to work conducted in 

another country to go to trial.13 It would be difficult to overstate the precedence potential of this ruling. In 

addition, the hotel industry has seen a growing number of lawsuits related to sex trafficking gain traction.14 

To date, most hotel chains have stated that they “Have no control over what happens at franchised hotels.” 

However, it is unlikely that such a response will be sufficient over the long term.

In summary, while these lawsuits have not historically proven to be financially material, that will likely change 

in coming years. This is concerning given the growing scale and cost of lawsuits faced by other companies 

whose practices are perceived to have systemic detrimental social and environmental impacts (e.g., Bayer 

and 3M). The cost of which will be measured in billions of dollars.

 ■ Valuation — Increasing investor focus on ESG factors is driving valuations in a variety of industries. Although 

consumer staples companies help feed the world, research suggests that sustainability-oriented investors 

are avoiding these companies because of the negative environmental and social affects many of them are 

responsible for (e.g., palm oil deforestation, modern slavery, child labor, etc.). Exane recently published a 

report displaying the sectors where global ESG funds are over- and under-weight compared to “traditional” 

funds. Interestingly, the gap for consumer staples companies is wider than the gap for energy companies, 

which suggests that the valuation risks posed by these issues may already be influencing share prices.
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Source: EPFR, Exane BNP Paribas estimates as at 6/26/20.
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Next Steps
Modern slavery is both morally reprehensible and a potential financial risk for companies. But how should we 

go about assessing the issue? There are many steps you can follow to better evaluate the companies you cover 

or hold:

 ■ Determine which companies in your coverage universe or portfolio are likely to be engaged in activities 

commonly associated with modern slavery issues. The top categories include computer equipment, 

apparel/footwear and most agricultural commodities (e.g., coffee, sugar and cocoa); however, hotel 

companies have also been implicated.

 ■ Read each company’s sustainability reports and corporate policies to evaluate the strength of their efforts to 

eradicate modern slavery from their operations and supply chains. Most companies will report favorably on 

their efforts to eliminate these issues, so read these reports with a highly critical eye. Leading firms will:

 ŭ Have rigorous audit practices in place to identify and correct areas of non-compliance

 ŭ Provide transparency by publicly listing all suppliers 

 ŭ  Be working toward progressive policies such as excluding suppliers that do not meet corporate guidelines, 

offering long term contracts to suppliers to encourage investment in workers and safety and ensuring 

living wages are paid to every worker in their supply chain.
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 ■ Consider the views of organizations that are experts in this area. One example of an organization that has 

evaluated the forced labor policies of many IT, food and beverage and apparel/footwear companies is 

Know the Chain — https://knowthechain.org/. They maintain an index of, and offer individual reports for, 

dozens of impacted companies.

 ■ Talk to each company’s management team about modern slavery risks and their specific efforts to combat 

them. Questions could include:

General Risk Management and Oversight:

 ŭ  Do you believe there is forced or child labor in your supply chain? An answer of “no” in certain industries 

should be viewed very skeptically. If not, what gives you confidence in your answer? If so, what is your 

process for assessing risk by product and geography?

 ŭ  Could any aspects of your corporate strategy, such as cost cutting programs, undermine your 

performance on this topic?

 ŭ  Who in your organization is responsible for monitoring modern slavery issues within your operations and 

supply chain? To whom does that individual report?

 ŭ Do the responsibilities of the board specifically include oversight of supply chain labor rights?

Supply Chain Evaluation & Auditing

 ŭ  What is your supplier audit process with regards to modern slavery? Is a company employee present at 

every audit or are audits done exclusively by third parties? Do you or your auditor conduct unannounced 

audits? Do you disclose a summary of annual audit results?

 ŭ  Have you ever stopped doing business with a supplier due to modern slavery risks or problems? If so, 

how often has this outcome occurred?

 ŭ  How do you, or could you, structure your relationships and contracts with suppliers to ensure they are 

not incentivized to cut corners and employ child or slave labor or turn to other suppliers who do?

 ŭ  Do you, or any of your suppliers, use labor brokers for staffing? If so, how do you ensure the brokers are 

not engaged in bonded labor practices?

Company Disclosure

 ŭ  Have you received any internal or external whistleblower complaints on this topic in the past 12 months? 

Three years? Ever? If so, how have you addressed them?

 ŭ  Do you have a list of all suppliers and sub-suppliers, down to farm level or the deepest level of your supply 

chain? Do you disclose this list? 

https://knowthechain.org/
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The views expressed are those of the author(s) and are subject to change at any time. These views are for informational purposes only and should not be relied upon as a recommendation to 
purchase any security or as a solicitation or investment advice from the Advisor.

Unless otherwise indicated, logos and product and service names are trademarks of MFS® and its affi liates and may be registered in certain countries.

Distributed by: 

U.S. - MFS Investment Management; Latin America - MFS International Ltd.; Canada - MFS Investment Management Canada Limited. No securities commission or similar regulatory authority 
in Canada has reviewed this communication.

Please note that in Europe and Asia Pacifi c, this document is intended for distribution to investment professionals and institutional clients only.

U.K. - MFS International (U.K.) Limited (“MIL UK”), a private limited company registered in England and Wales with the company number 03062718, and authorized and regulated in the 
conduct of investment business by the U.K. Financial Conduct Authority. MIL UK, One Carter Lane, London, EC4V 5ER UK provides products and investment services to institutional investors. 
This material shall not be circulated or distributed to any person other than to professional investors (as permitted by local regulations) and should not be relied upon or distributed to persons 
where such reliance or distribution would be contrary to local regulation; Singapore - MFS International Singapore Pte. Ltd. (CRN 201228809M); Australia/New Zealand - MFS International 
Australia Pty Ltd (“ MFS Australia”) holds an Australian fi nancial services licence number 485343. MFS Australia is regulated by the Australian Securities and Investments Commission.; 
Hong Kong - MFS International (Hong Kong) Limited (“MIL HK”), a private limited company licensed and regulated by the Hong Kong Securities and Futures Commission (the “SFC”). MIL HK 
is approved to engage in dealing in securities and asset management regulated activities and may provide certain investment services to “professional investors” as defi ned in the Securities 
and Futures Ordinance (“SFO”). For Professional Investors in China – MFS Financial Management Consulting (Shanghai) Co., Ltd. 2801-12, 28th Floor, 100 Century Avenue, Shanghai World 
Financial Center, Shanghai Pilot Free Trade Zone, 200120, China, a Chinese limited liability company regulated to provide fi nancial management consulting services.; Japan - MFS Investment 
Management K.K., is registered as a Financial Instruments Business Operator, Kanto Local Finance Bureau (FIBO) No.312, a member of the Investment Trust Association, Japan and the Japan 
Investment Advisers Association. As fees to be borne by investors vary depending upon circumstances such as products, services, investment period and market conditions, the total amount 
nor the calculation methods cannot be disclosed in advance. All investments involve risks, including market fl uctuation and investors may lose the principal amount invested. Investors should 
obtain and read the prospectus and/or document set forth in Article 37-3 of Financial Instruments and Exchange Act carefully before making the investments.

ESG in Depth is an internal research series produced for the benefit of MFS investment professionals. Although some ESG in Depth communications are made available externally to 
illustrate the thematic research regularly produced by and for our investment team, all suggestions in the document are directed at MFS investment professionals, not the general public. 
This research was initially presented to the MFS investment team on July 14, 2019.

Please keep in mind that a sustainable investing approach does not guarantee positive results.

The views expressed are subject to change at any time. These views are for informational purposes only and should not be relied upon as a recommendation to purchase any security or as a 
solicitation or investment advice from the Advisor.
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