Item 5 at Nike, Proposal Overview 
On September 9th, Nike shareholders will vote on a proposal on human rights in the Uyghur Region, Item 5, filed by Domini Impact Investments LLC and Vancity. The resolved of the proposal is as follows:  Shareholders request that Nike adopt a policy to pause sourcing of cotton and other raw materials from China until the U.S. government Business Advisory is lifted or rescinded. [footnoteRef:1]  [1:  https://s1.q4cdn.com/806093406/files/doc_downloads/2022/399556(1)_27_Nike-Inc._NPS_Combo_Proxy-Statement_WR.pdf ] 

Background 
Catalyzing factors behind the proposal include the Chinese government’s involvement in the labor transfer scheme, the recognition that the labor scheme is not isolated to the Xinjiang province, that 85% of China’s cotton is sourced from Xinjiang and its difficulty to trace, and Nike’s lack of public disclosure or clarity on its plans to trace its supply chain to the raw materials level to ensure it is not violating its own policy, laws, or human rights norms.  These elements, coupled with the fact that 30% of Nike’s total materials’ workers worked at, and 21% of the company's footwear was manufactured in, factories in China, present risks from various angles.[footnoteRef:2]  [2:  https://manufacturingmap.nikeinc.com/; https://s1.q4cdn.com/806093406/files/doc_downloads/2021/08/Nike10k2021.pdf ] 

The issue of forced labor in China within Nike’s cotton supply chain was highlighted in the 2020 ASPI Uyghurs for Sale report and 2021 Laundering Cotton report, among others.[footnoteRef:3] Such reports emphasized the Chinese government’s facilitation of the mass transfer of as many as 1.8 million Uyghur and other minority group members from the Uyghur Region to factories across the country under conditions that many, including the U.S. government and United Nations independent experts,[footnoteRef:4] have recognized as forced labor. [3:  https://acrobat.adobe.com/link/track?uri=urn%3Aaaid%3Ascds%3AUS%3Ae38ce54f-684d-4d55-8e62-ddc7ea20d9c9#pageNum=8; https://www.aspi.org.au/report/uyghurs-sale; https://jamestown.org/wp-content/uploads/2021/03/Coercive-Labor-and-Forced-Displacement-in-Xinjiangs-Cross-Regional-Labor-Transfers-A-Process-Oriented-Evaluation.pdf?x50971 ]  [4:  https://documents-dds-ny.un.org/doc/UNDOC/GEN/G22/408/97/PDF/G2240897.pdf?OpenElement] 

Increasing regulatory and legal risk associated with manufacturing and sourcing in China 
The U.S. government Xinjiang Supply Chain Business Advisory addresses the heightened risks for businesses with supply chain and investment links to Xinjiang, related to complicity in forced labor and other human rights abuses there and throughout China. It was issued in July 2020 and was updated to address issues in the Uyghur Region on July 13, 2021.  It is applicable to entities sourcing from Xinjiang and elsewhere inside and outside of China connected to the use of forced labor from the Uyghur Region and asks that companies undertake heightened human rights due diligence to identify such forced labor links from the Region.[footnoteRef:5] This shows that various U.S. governmental entities, including the Department of State, Treasury, Commerce, and Homeland Security, acknowledge this is an issue throughout China, relying on credible reports that entities in provinces throughout China partake in the forced labor program. Furthermore, the U.S. Uyghur Forced Labor Prevention Act (UFLPA) went into effect on June 21, 2022 and established the rebuttable presumption that goods manufactured wholly or in part in Xinjiang or by an entity on the UFLPA Entity List are using forced labor and prohibited from U.S. importation. The Entity List includes entities in Xinjiang and those working with the government to recruit, transport, transfer, harbor or receive forced labor of various ethnic minority groups outside of Xinjiang, further highlighting the issue is not exclusive to the Uyghur Region.[footnoteRef:6] Other jurisdictions are considering implementing similar laws: UK, EU, Japan, and Australia.[footnoteRef:7]  [5:  https://www.state.gov/wp-content/uploads/2021/07/Xinjiang-Business-Advisory-13July2021.pdf ]  [6:  https://www.dhs.gov/uflpa-entity-list ]  [7:  https://www.europarl.europa.eu/legislative-train/theme-europe-as-a-stronger-global-actor/file-ban-on-import-of-goods-produced-using-modern-forms-of-slavery; https://www.politico.eu/article/uk-could-impose-chinese-forced-labor-import-ban/; https://www.theguardian.com/australia-news/2021/aug/23/australian-senate-poised-to-pass-bill-banning-imports-made-using-forced-labour; https://www.meti.go.jp/shingikai/economy/supply_chain/pdf/20220808_2.pdf   ] 

Nike has stated it does not directly source from the Uyghur Region; however, the issue of forced labor in the cotton supply chain lies largely at the raw materials level. Nike does not trace its suppliers down to this level and did not include plans to do so in its 2021 Impact Report which lays out its 2025 plans.[footnoteRef:8] This exposes Nike to legal and regulatory risks,[footnoteRef:9] considering its manufacturing map indicates that just under 30% of its materials factory workers were working at Chinese factories.[footnoteRef:10] Additionally, Nike has indicated it relies heavily upon auditing, which is a highly effective tool in most contexts but is proven to be ineffective in China, considering the PRC government’s involvement.[footnoteRef:11] The limitation of traditional due diligence tools is evident in the raid of a U.S. labor auditor, Verite’s, facility in 2021, which complicated efforts by multinationals to certify supply chains in the country.[footnoteRef:12] The Better Cotton Initiative (BCI) also suspended its activities in Xinjiang for the 2020-21 cotton season based on the recognition that the environment prevents credible assurance and licensing from being implemented.[footnoteRef:13]  [8:  https://media.about.nike.com/files/a9da025c-fc41-486c-99df-bfb41bef2d41/FY21_NIKE-Impact-Report.pdf]  [9:  See e.g. https://www.business-humanrights.org/en/latest-news/the-netherlands-legal-action-against-patagonia-nike-ca-and-state-of-art-for-complicity-in-possible-crimes-against-humanity-arising-from-forced-labor-of-uyhur-population-in-china/ ]  [10:  https://manufacturingmap.nikeinc.com/ ]  [11:  https://media.about.nike.com/files/a9da025c-fc41-486c-99df-bfb41bef2d41/FY21_NIKE-Impact-Report.pdf]  [12:  https://www.business-humanrights.org/fr/derni%C3%A8res-actualit%C3%A9s/china-closes-us-labour-auditor-as-tensions-mount-over-forced-labour-allegations/ ]  [13:  https://stories.bettercotton.org/2019AnnualReport/index.html ] 

The Sourcing Pause on China requested by the Proposal is limited in scope and duration 
The proposal requests that Nike pause sourcing of cotton and other raw materials from China that are identified by the U.S. government Business Advisory as at risk of being associated with forced labor, until this risk is addressed, and the business advisory is rescinded. 
Considering the known risks, and that Nike has not communicated an effective strategy to address the risks of forced labor in its cotton supply chain in China, Proposal 5’s resolved clause links the pausing of Nike’s cotton and other raw materials sourcing from China to the U.S. government’s Business Advisory. This is the most applicable advisory, as it is in-line with multiple international labor standards; shareholders recognize this is an evolving issue and, thus, believe it is most appropriate to tie the request to the rescindment of this credible advisory.[footnoteRef:14] [14:  https://www.state.gov/wp-content/uploads/2021/07/Xinjiang-Business-Advisory-13July2021.pdf ] 

Engagement background
In 2021, a human rights impact assessment proposal filed at Nike on the same issue received that received 27% of the vote. The proponents engaged in dialogue with the company before and after filing this proposal. 
Please contact Mary Beth Gallagher, Director of Engagement at Domini Impact Investments at mgallagher@domini.com if you have any questions or would like to discuss the proposal. 

