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Chapter 1. Introduction

The fashion industry is one of the most environmentally and ethically
problematic sectors in the global economy.! It is widely recognized as the second-
largest polluting industry worldwide, contributing significantly to greenhouse gas
emissions, water pollution, and excessive resource consumption.? Furthermore, the
industry is plagued by human rights violations, including exploitative labour conditions,
child labour, and unsafe working environments.® Within this sector, fast fashion is
particularly notorious for exacerbating sustainability challenges due to its business
model, which prioritizes fast, cost-efficient production and trend responsiveness over

ethical and environmental responsibility.*

1.1. Fast Fashion & the H&M Group

Fast-fashion emerged as a result of increasing globalisation, following the
Second World War.> Consumers increasingly preferred buying mass-produced
clothing rather than having clothes made specifically for them by a tailor, or opting for
the cheaper alternative of making one’s own clothing at home.® To reduce costs,
production was shifted to countries in the global south, where relaxed labour Laws and
lower wages made manufacturing significantly cheaper.”

In 1947, Erling Persson, a Swedish entrepreneur, founded Hennes in Vasteras,

Sweden, initially selling women’s clothing. In 1968, he acquired Mauritz Widforss, a

1 Luque & Herrero-Garcia 2019, p. 2.
2 Bailey, Basu & Sharma 2023, p. 1.
3 Luque & Herrero-Garcia 2019, p. 2.
4 Bailey, Basu & Sharma 2023, p. 1.
5 Ermilova et al. 2022, p. 72.

6 Linden, 2016.

7 Linden, 2016; Crofton 2007 p. 42.



hunting and outdoor gear retailer, expanding the business to include menswear. This
merger created Hennes & Mauritz, later shortened to H&M.8 The company grew over
time and experienced explosive growth thanks to its business model, which focused
on producing clothing at a rapid pace in response to new fashion trends.® These
affordable garments enabled consumers to participate in fashion trends without the
need to invest in expensive designer clothes.©

The H&M Group has grown out to be one of the largest actors in the fast fashion
sector, to a multinational retailer headquartered in Stockholm, Sweden. It has become
one of the world’s leading fast-fashion corporations, the group operates in numerous
countries and manages extensive global supply chains, sourcing raw materials and
producing clothing primarily in third countries.'" Given that the company is
headquartered in Sweden, it falls under the jurisdiction of EU Law, including the
Corporate Sustainability and Due Diligence Directive (CSDDD), which came into force

on 25 July 2024.12

1.2. Corporate Sustainability Due Diligence Directive

The CSDDD is a EU Directive intended to integrate sustainability into corporate
governance, and is one of the main legal instruments the European Green Deal, a
policy framework aimed at making the EU climate neutral by 2050.'® The Directive

requires Member States to adopt legislation that would oblige organisations implement

8 H&M Group. n.d.

9 Linden, 2016.

10 Hayes, 2024.

11 H&M Group, 2022; European Commission, "Third country — EMN Glossary"; Al Jazeera 2023. ‘Third
countries’ refers to countries that are neither part of the European Union nor of the European Economic Area, the
H&M Group mostly produces in third countries, these include China, India and Bangladesh.

12 Deloitte, "CSDDD: Corporate Sustainability Due Diligence Directive"; European Commission, "Single market
for goods".

13 UNFCCC 2015; Fetting, 2020.



a risk management system across their supply chains, designed to assess, prevent,
mitigate, and remediate adverse environmental and human rights impacts within their
supply chains.™ Unlike prior voluntary sustainability and due diligence initiatives, like
those formulated by UNCTAD, the CSDDD introduces legally binding standards that
establish corporate accountability through reporting requirements and legal liability for
non-compliance.’®

The Directive was adopted in May 2024, it then moved into the transposition
stage, this means that EU member states are now required to pass legislation that
meets the standards set by the Directive. The transposition deadline is set for 26 July
2026, after this deadline the Directive would enter into force.®

Sweden, the country in which the H&M Group is headquartered, is member of
the European Union and must therefore transpose the Directive into domestic Law. It
will apply to the H&M Group’s operations after it has been transposed into Swedish
Law. As is stipulated in Article 2 of the CSDDD, companies with more than 1000
employees and 450 million euros in turnover are subject to the Directive. The H&M
Group with over 100.000 employees worldwide and 20 billion euros in turnover falls
within these requirements.”

The Directive introduces a regulatory framework that requires large
organisations’ due diligence with regards to the environmental and human rights

impacts of their supply chains. These new legal requirements could mean that

14 Directive (EU) 2024/1760 (CSDDD).

15 Directive (EU) 2024/1760 (CSDDD); UNCTAD 2024; The “Voluntary sustainability standards and sustainable
development due diligence” are a set of private voluntary sustainability and due diligence standards for
products, processes, and transportation. These were published by the UN Trade and Development organisation
in 2024 and are not legally binding.

16 European Commission, Corporate Sustainability Due Diligence; Art. 36 Directive (EU) 2024/1760 (CSDDD).
17 H&M Group, 2024; Statista, 2025.



organisations like the H&M Group will need to make changes in their operations to

guarantee compliance.®

1.3. Research Problem and Research Question

This study seeks to examine the legal implications of the CSDDD on the H&M
Group’s production and sourcing operations outside the European Union. It will
specifically focus on the Articles which establish a risk-management system. As
mentioned earlier, fast fashion is marred with ethical and environmental challenges;
however, this thesis will focus solely on the environmental impact of the sector rather
than the ethical challenges, to ensure a complete analysis. Additionally, the research
will only focus on the H&M Group’s production and sourcing activities outside of the
European Union. This is because the vast majority of the H&M Group’s products are
sourced and manufactured outside of the EU, it is also in non-EU countries that most
cases of adverse impacts have occurred.’® The analysis will consider the legal
mechanisms established by Directive through its risk management system and assess
potential vulnerabilities within the company’s supply chain. Additional focus will be
placed on the strategies that the H&M Group has historically employed to evade
responsibility for abuses in its supply chain, including the use of subcontractors and
how the Directive addresses these issues.?® In addition, a legal analysis will be
conducted to determine how the CSDDD interacts with Swedish domestic Law,
particularly the Annual Accounts Act and the Swedish Environmental Code. Finally, an

examination will be done of the Directive’s connection to other EU sustainability

18 Deloitte, 18 December 2024; Meyermans Spelmans, 2023.
19 H&M Group, 2022; European Commission, "How the EU is making fashion sustainable".
20 Reuters, 2023.



instruments, including the Corporate Sustainability Reporting Directive (CSRD) and

the Taxonomy Regulation.?!

To guide this inquiry, the research is structured around the following research

question:

“How will the Corporate Sustainability and Due Diligence Directive’s risk
management system create legal sustainability obligations affecting the H&M Group’s

production and sourcing operations outside the EU?”

To adequately address this, the study will further answer the following sub-

questions:

1) “How does the risk management system stipulated in Articles 7-12 of the
CSDDD establish legal obligations for the H&M Group that will affect its
production and sourcing practices outside the EU?”

2) “How can the CSDDD’s risk management system complement existing
national sustainability legislation in Sweden, in particular the Annual
Accounts Act (Chapter 6, Sections 12-14) and the Swedish Environmental
Code (Chapter 2, Section 5, and Chapters 6 and 29)?”

3) “How does the risk management system established in the CSDDD
complement the CSRD and the Taxonomy Regulation as part of the broader

framework of the European Green Deal?”

21 Arsredovisningslagen (SFS 1995:1554); Miljdbalken (SFS 1998:808); Directive (EU) 2022/2464 (CSRD);
Regulation (EU) 2020/852.



1.4. Methodology & Structure

The methodology employed in this thesis will be doctrinal legal research, aimed
at examining the impact of the CSDDD on the H&M Group’s production and sourcing
operations outside the European Union. Firstly, an analysis of the Directive’s primary
legal instrument, its risk management system will be performed. This will be followed
by a case-study analysis of reports from civil society groups. In the subsequent
chapter, the analysis will make use of National Legislation from the Kingdom of
Sweden, in particular the country’s Environmental Code and Annual Accounts Act. The
analysis in this chapter will primarily be based on primary legal sources. When
answering the third sub-question, the analysis will make use of primary and secondary
legal sources. The texts of the Corporate Sustainability Reporting Directive (CSRD)
and EU Taxonomy Regulation will be consulted, as well as supporting documents and
sources form the European Commission. Reports from civil society organisations will

also be used in the analysis of proposed changes to the CSDDD.

1.4.1. Analysis of the Directive’s Risk Management System

Initially, an analysis of the CSDDD will be conducted to examine the risk-based
management system which forms the primary legal mechanism of the Directive.??
Articles 7-12 of the Directive establish a risk-management system, in which it stipulates
a legal requirement for companies falling under the scope of the Directive to develop
a system designed to identify, prevent, mitigate, and remediate environmental and

human rights risks within their supply chains.?® These articles detail the legal

22 EPRS 2022, p. 3.
23 Art. 7-12 Directive (EU) 2024/1760 (CSDDD).



requirements for companies to address any actual or potential adverse impacts
resulting from their business operations. The analysis will include what implications
these requirements have on the H&M Group’s business practices, as it will analyse
these articles and compare them to reports of adverse environmental impacts
occurring in the H&M Group’s production and sourcing operations outside of the EU.
These cases will then subsequently be compared to the requirements set by the
Directive and determine whether the operations discussed in the reports would

constitute a violation of the Directive.

1.4.2. Swedish National Law

Another key element of this this study will be an analysis of current Swedish
sustainability legislation, with a focus on the Annual Accounts Act (Chapter 6, Sections
12—14) and the Swedish Environmental Code (Chapter 2, Section 5, and Chapters 6
and 29). The Annual Accounts Act outlines the requirements for Swedish companies
to publish annual accounts, including a sustainability report that must cover specific
environmental, social, and employee-related topics.?* The Swedish Environmental
Code chapter 2 introduces the “product-choice principle,” which obliges companies to
avoid hazardous chemical products when less dangerous alternatives are available.
Additionally, Chapter 6 establishes the requirement for organizations to conduct
comprehensive Environmental Impact Assessments (EIAs).?®> These assessments
must detail both the direct and indirect effects of planned business activities on human

health and the environment. The analysis in this chapter will consider how current

24 Arsredovisningslagen (SFS 1995:1554), Ch. 6, Secs. 10-14.
25 Miljébalken (SFS 1998:808), Ch. 2 & Ch. 6.



Swedish sustainability Law governs the H&M Group’s activities, whether it impacts
their production and sourcing operations and whether the CSDDD will expand on

current legal obligations.

1.4.3. The CSDDD, CSRD and Taxonomy Regulation

Finally, the research will evaluate how the Directive connects with broader EU
sustainability legislation, focusing specifically on the European Green Deal (EGD), a
policy framework aimed at making the European Union carbon neutral by 2050.26 The
CSDDD is one of the three key pillars of the EGD, alongside the Corporate
Sustainability Reporting Directive (CSRD), which requires large EU companies to
report on their environmental impact, as well as the Taxonomy Regulation, which
establishes a classification system for environmentally sustainable economic
activities.?” Together, the CSDDD, CSRD, and Taxonomy Regulation form a
framework designed to hold companies accountable for their sustainability practices,
increase corporate transparency, and stimulate sustainable investment.28

This study will examine the interrelation between the different regulations part
of the EGD and how these different legislative instruments are intended to work
together towards the goals of the EGD. Additionally, it will be assessed how the EGD
governs the H&M Group’s operations, whether it already influences their operations
and whether this is set to develop further. This element of the study is also designed

to account for proposed reforms to the CSDDD by the European Commission to fuse

26 European Commission 2019
27 Directive (EU) 2022/2464 (CSRD); Regulation (EU) 2020/852.
28 European Commission 2023.



the CSDDD, CSRD and taxonomy regulation together in an Omnibus Law. Thus, an

element of the analysis of the EGD will be to track developments in this regard.2®

1.5. Relevance

The relevance of this research extends beyond corporate compliance; it
contributes to the broader legal discourse on the role of European Law in shaping
binding sustainability standards for private companies. But this thesis’ contribution is
not only limited to legal discourse but also contributes to a broader societal
understanding of the way EU Law shapes our way of life, the way we consume and
the values we seek to uphold through these Laws. The CSDDD is designed to shift
responsibility for the impacts of a company’s operation’s across in their supply chain,
irrespective of whether the activities take place inside or outside of the European Union
or are carried out by a business partner. In effect, it extends the reach of EU Law
beyond the Union’s borders and aims to ensure that the products we consume within
the EU are sourced according to the same standards we have for products produced
in the EU. In this sense, understanding the way the Directive functions, is of significant
societal importance, as it has the potential to not only greatly influence our lives, but
also those of people and ecosystems outside of the Union.

By employing a doctrinal legal research methodology, this thesis seeks to offer
an understanding of the impact of the Corporate Sustainability and Due Diligence
Directive on the H&M Group’s business operations in non-EU countries, thereby
contributing to legal scholarship in the field of corporate sustainability and due

diligence.

29 ECCJ, Joint Statement on Omnibus, 14 January 2025.



Chapter 2.

CSDDD Risk Management and H&M’s Operations Outside the EU

This chapter will focus on a selection of articles from the Corporate Sustainability
Due Diligence Directive (CSDDD), namely Articles 7-12, which establish the Directive’s
core risk-management system and form its most tangible legal mechanism.3° These
provisions set out the obligations for companies to identify, prevent, mitigate, and
remediate sustainability-related risks within their operations and supply chains.
Additionally, the chapter will address the complementary role of Articles 6, 13, 22, 27,
and 29, which reinforce the risk management framework by establishing requirements
for policy integration, stakeholder engagement, sanctioning powers, and civil liability.3!

The analysis will be guided by the following question:

“How does the risk management system established Articles 7-12 of the CSDDD
establish legal obligations for the H&M Group that will affect its production and sourcing

practices outside the EU?”

This chapter will analyse the specific legal requirements created by these

provisions and assess their impact on H&M’s global supply chain management.

30 Art. 7 — 12 Directive (EU) 2024/1760 (CSDDD).
31 Sarkkinen, 2024 p.4; Recital 6 Directive (EU) 2024/1760 (CSDDD).



2.1. Risk Management

An important responsibility introduced by the Directive for companies falling
within its scope is the implementation of due diligence. It sets a standard for certain
responsible practices and placing the responsibility of acting and reporting on these
practices with the company itself.32 Legal penalties serve as a motivator for these
actors to genuinely comply with these standards.®® In the Directive, this is done in
Articles 7 — 12, which introduce a risk management system, this is prefaced by Article
6, which establishes that companies must have in place due diligence frameworks that
cover all their operations and business relationships.3* Article 6 outlines the way parent
companies need to provide their subsidiaries the necessary support to be compliant
with the provisions of the Directive. The Article establishes that parent companies can
fulfil the due diligence obligations of their subsidiaries on the condition they provide the
necessary documentation to the parent company and provided they adhere to the

parent company’s due diligence policies. 3°

2.2. Article 7-12 of the CSDDD

Article 7 of the Directive establishes that companies are responsible for ensuring
they integrate due diligence into their relevant policies to ensure risk-based due
diligence.®® This effectively means that organizations falling under the scope of the
Directive must assess which parts of their supply chain operations are most at risk of

violating environmental standards.3” This includes operations both within and outside

32 O’Leary 2024.

33 Art. 29 Directive (EU) 2024/1760 (CSDDD).
34 Recital 38 Directive (EU) 2024/1760 (CSDDD).
35 Art. 6 Directive (EU) 2024/1760 (CSDDD).

36 Art. 7(1) Directive (EU) 2024/1760 (CSDDD).
37 Art. 7(3) Directive (EU) 2024/1760 (CSDDD).



the EU, as well as those carried out by subcontractors.®® The assessment should focus
on the prohibitions and obligations outlined in Annex Part Il of the Directive.® This is
done by creating the requirement for organisations to develop a risk-based
management system, which can identify potential or actual adverse impacts of a
company’s operations.*? Article 7 further stipulates Member States' responsibility to
ensure that companies develop a due diligence policy detailing their approach to
adhering to due diligence requirements as established by the Directive.*! This policy
includes: A code of conduct, a description of a company’s processes built to integrate
due diligence into their operations, compliance verification mechanisms and the explicit
statement of the applicability of these standards to the company falling under the
Directive's scope, as well as its subsidiaries and direct and indirect business partners.4?

Article 8 of the CSDDD establishes the requirement for companies to
systematically identify and assess actual and potential adverse impacts caused by
their operations. This means that companies subject to the Directive are obligated to
conduct regular assessments of their activities, including those of their subsidiaries
and business partners, to determine whether their business practices cause adverse
impacts.*® Companies are required to reassess risks of adverse impacts along their
supply chain periodically and address, prevent possible adverse impacts, and bring
actual adverse impacts to an end.**

Article 9 introduces the requirement for companies to develop prioritisation

frameworks, designed to prioritize the prevention, mitigation, ending, or minimization

38 Art. 3(1)(g) Directive (EU) 2024/1760 (CSDDD).

39 Annex Il Directive (EU) 2024/1760 (CSDDD).

40 Arts. 5(1)(a) and 6(1)(c) Directive (EU) 2024/1760 (CSDDD).

41 Art. 7(2) Directive (EU) 2024/1760 (CSDDD).

42 Art. 7(2) Directive (EU) 2024/1760 (CSDDD).

43 Arts. 8(1)(a), 8(1)(b) and 8(2) Directive (EU) 2024/1760 (CSDDD).
44 Arts. 15(2) and 11(1) Directive (EU) 2024/1760 (CSDDD).

-~~~



of actual and potential adverse impacts based on their severity and likelihood. Given
the potentially vast scope a company’s supply chain, this article provides for the
strategic allocation of resources, to bring most pressing adverse impacts to an end
first.#5 The prioritisation framework that Article 9 requires companies to develop, must
be designed in such a manner that it effectively identifies the risks with the highest
potential for harm within an organisation’s supply chains.*¢ The assessment criteria for
prioritisation should consider the scale, scope, and irremediable nature of the impact.*”

Article 10 introduces an obligation on Member States to ensure that companies
take adequate measures to prevent potential adverse impacts.®® To meet this
requirement, companies must adopt and implement a prevention action plan, designed
to prevent likely adverse impacts. They must also enshrine commitments to preventing
adverse impacts in contractual agreements with subcontractors and make the
necessary investments to achieve this.*® These measures can include providing
training and support to suppliers and business partners to encourage compliance with
sustainability standards and establishing monitoring mechanisms to track compliance
over time.%0

Where prevention is not possible, Article 11 focuses on the steps companies
must take to bring adverse impacts to an end.>' If a company identifies that its
operations or those of its subsidiaries or partners have resulted in human rights

violations, environmental harm, or other negative impacts, they are required to act

45 Art. 9(1), 9(2) and 9(3) Directive (EU) 2024/1760 (CSDDD).

46 Art. 9(1) Directive (EU) 2024/1760 (CSDDD).

47 Art. 9(2) Directive (EU) 2024/1760 (CSDDD).

48 Art. 10(1) Directive (EU) 2024/1760 (CSDDD).

49 Art. 10(2)(a), 10(2)(b) and 10(2)(c) Directive (EU) 2024/1760 (CSDDD).
50 Art. 10(2)(e) Directive (EU) 2024/1760 (CSDDD).

51 Art. 11(1) Directive (EU) 2024/1760 (CSDDD).

a
e



accordingly to rectify the situation.5? This may involve stopping or modifying business
activities that contribute to harm, engaging with affected stakeholders to decide on
appropriate response measures, increasing monitoring, and terminating business
relationships in cases of non-compliance if corrective action is not possible.53

Article 12 addresses the remediation of adverse impacts and establishes that
companies have a duty to provide or cooperate in remediation efforts for harms that
have already occurred.>* This means that companies must engage with affected
parties, including workers, communities, and other stakeholders, to ensure that harm
is appropriately remedied. In case of an adverse impact occurring only at the hands of
a business partner, the parent company can choose to provide remediation, in
whatever from they see fit, it can also influence their business partner on choosing the

appropriate remediation.5®

2.2.1. Article 13

In addition to operational obligations, Article 13 of the CSDDD mandates that
companies engage with stakeholders, particularly those affected by their business
practices, to ensure accountability in due diligence procedures.® This means that
failures in environmental protection, such as H&M’s involvement in deforestation or
chemical contamination, must be transparently communicated with impacted

communities and rectified in accordance with the Directive’s standards.®”

52 Art. 11
53 Art. 11
54 Art. 12

(2) Directive (EU) 2024/1760 (CSDDD).

(

(
55 Art. 12(

3(

3(

)
)(c), (4), (6) and (7)(b) Directive (EU) 2024/1760 (CSDDD).
) Directive (EU) 2024/1760 (CSDDD).
) Directive (EU) 2024/1760 (CSDDD).
56 Art. 13(1)
57 Art. 13(3)

(D—kl\)—k('.)l\)

and 13(2) Directive (EU) 2024/1760 (CSDDD).
(@) and 13(3)(b) Directive (EU) 2024/1760 (CSDDD).



2.3. Deforestation in Brazil & Possible conflict with CSDDD

The H&M Group has faced multiple challenges regarding adherence to
environmental standards. Though the CSDDD will only apply to the H&M Group
starting in 2027, numerous reports have indicated that the company was in violation of
other environmental standards. This means that following the Directive’s entry into
force, the Group runs the risk of being non-compliant with the Directive.%8

One of these reported cases was in April 2024, when the non-profit organisation
Earthsight published a report linking several large fashion producers, including the
H&M Group, to dangerous deforestation practices in Brazil's Cerrado savannah. The
investigation revealed that fashion giants, including the H&M Group, source materials
through a network of textile suppliers mostly based in Asia, which transform cotton
from western Brazil into fabric used in garment production.® These agricultural
practices have been identified as the cause for a decline of about half of the Cerrado
biome's native vegetation, thus posing a serious threat to the region's biodiversity.°
Deforestation alerts in the Cerrado jumped significantly, with cotton being a major
cause as Brazil aims to become the world's largest exporter.6! Earthsight traced nearly
a million tonnes of cotton being sourced like this, from companies in western Bahia to
supply chains serving the H&M Group.5?

This would be in violation of the Directive under Article 8, which requires
companies to identify and assess the risks of adverse environmental impacts in their

supply chains.®3 As Lennarts (2023) discusses in her paper on the efficacy of civil

58 Ferris, 2023.

59 Earthsight 2024, p. 8.

60 Earthsight 2024, p. 12.

61 Earthsight 2024, pp. 5 and 7.

62 Earthsight 2024.

63 Art. 8(2)(a) and 8(2)(b) Directive (EU) 2024/1760 (CSDDD).



liability provisions in Article 22 of the Directive, failing to exercise due diligence in
response to environmental harm, such as deforestation, constitutes a breach of the
duty of care that parent companies owe to those impacted by their supply chains.®*
Following this reasoning, the failure to assess and act against sourcing materials linked
to deforestation would constitute non-compliance with this requirement. Furthermore,
the environmental obligations outlined in Annex Part |l of the Directive prohibit actions
that contribute to deforestation and diversity loss.® Additionally, under Article 10, which
mandates preventive measures against adverse impacts, H&M’s continued reliance on
suppliers involved in environmental destruction without intervention or alternative
sourcing strategies would violate the Directive.®® Deforestation is restricted under
Section 1 of Annex Part Il, which specifically formulates the obligation to avoid or
minimize adverse impacts on biological diversity in line with Article 10 of the 1992
Convention on Biological Diversity.6” This means that the Group will be obligated to
take steps to ensure that its suppliers do not damage the environment through their
operations. If the company does not take such steps and continues sourcing from
environmentally destructive suppliers, it could face legal consequences,
including sanctions under Article 27.%8 Lastly, under Article 12, which covers
remediation, H&M Group would be required to engage in corrective actions to address
the environmental damage caused by its supply chain.®® This would mean the Group
would need to employ measures to restore affected ecosystems and mitigate

biodiversity loss. If H&M fails to remediate such harm, it could be subject to civil liability
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under Article 29, allowing affected stakeholders to seek compensation for

environmental damage caused by its supply chain operations.”

2.3.1. Use of Harmful Chemicals & Possible conflict with CSDDD

In their report 'Dirty Laundry 2: Hung out to dry', environmental advocacy group
Greenpeace revealed the presence of toxic chemicals in finished products of fashion
retailers, including the H&M Group.”" The research found Nonylphenol ethoxylates
(NPEs) surfactants in the company's products. NPEs break down into nonylphenol, a
persistent chemical that disrupts hormones in the human body.”? Out of six samples
from H&M Group retail outlets, four tested positive for these chemicals. 7® The presence
of these chemicals in final products raises alarms regarding consumer safety and the
strength of chemicals used throughout the supply chain. There are concerns about
these chemicals being released through wastewater discharges during production and
into local water supplies in end-user markets when garments are washed.”*

Since 2004, the use of these chemicals has been prohibited in textile
manufacturing within the EU.” In 2021, EU regulation banned the import of textiles
and clothing containing NPEs above a concentration of 0.01% by mass.”® Under the
CSDDD, even if these substances are used in production occurring outside the EU's
territory, it would violate the Directive's environmental obligations as outlined in Annex

Part Il paragraph 6.77 This part of the Directive specifically bans the production and
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use of Persistent Organic Pollutants (POPs), which can cause pollution, environmental
degradation and harm to human health. The presence of NPEs, which are considered
POPs, in H&M’s garments would be considered an adverse environmental impact
according to Annex Part Il paragraph 6 and would constitute a violation under Article
7, which mandates that companies integrate risk-based due diligence into their
policies.”® Additionally, Article 9(2) would be violated if H&M failed to prioritise the
mitigation of chemical-related risks, based on the rampant chemical usage in textile
sectors in, for example, Bangladesh, it would be reasonable for the H&M Group to
prioritise this risk.”® A breach of Article 10(2)(b) could also be argued, if it is found that
the Group has not sought to establish contractual obligations with their producers, to
ban the use of NPEs during production processes.80

The failure to incorporate the risk of these chemicals being used in the
production of H&M Group's products within or outside the EU in the group's risk
management system would constitute a violation of the Directive's requirements to
prevent, mitigate, and remediate adverse side effects of a company or subcontractor
falling under the scope of the Directive.8! The risk management system outlined in
Articles 7 to 12 requires companies to identify and assess environmental risks,
prioritise them accordingly. They must take measures to prevent these risks and act to
end any ongoing harmful practices. Finally, companies are obligated to remediate

harm caused by past activities.®?
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2.4. Legal Accountability and Enforcement Under the CSDDD

In the past, these activities may have been legally permissible due to a lack of
local legislation in non-EU countries where such activities occurred and regulatory
gaps in international supply chain due diligence.8 However, under the CSDDD, the
practices discussed would now be illegal.8* The Directive imposes binding obligations
on companies to actively monitor and address their environmental impact, including
indirect effects caused by suppliers.® If H&M fails to comply with these obligations
once the Directive is in effect, it could face legal and financial repercussions, including
penalties and liability claims from affected stakeholders.8 Article 29 introduces civil
liability, making companies legally accountable for failing to comply with due diligence
obligations that result in harm.8” Under this article, victims of environmental harm
caused by the H&M'’s group’s negligence can seek compensation.88 Additionally,
Article 25 empowers supervisory authorities, appointed by Member States to oversee
compliance with the Directive, to order companies that are found to be in violation of
the Directive to cease any conduct in violation with the Directive, impose penalties and
impose interim measures.®® These provisions ensure that businesses cannot evade
responsibility by shifting liability to suppliers or subsidiaries, thus strengthening the

enforcement mechanism of the Directive.
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Chapter 3.

The CSDDD and Swedish National Sustainability Legislation

In this chapter, the current legal landscape regarding sustainability in the
Kingdom of Sweden, where the H&M Group is headquartered, will be examined.®® The
analysis will begin with an overview of two key Swedish Laws that align closely with
the objectives of the European Green Deal: the Swedish Environmental Code and
the Swedish Annual Accounts Act.®! These Laws form key Swedish domestic
sustainability legislation and establish important obligations related to environmental
responsibility and corporate sustainability reporting.

This chapter will begin by examining the Swedish Environmental code and
establish which provisions currently govern the H&M Group’s production and sourcing
operations. The analysis will cover two key principles set out in Chapter 2 of the
Environmental Code. In addition, Chapter 6 section 3, which requires Swedish
companies to conduct Environmental Impact Assessments. Section 6, which covers
transnational environmental impacts, will also be discussed.

Subsequently, the chapter will analyse the Swedish Annual Accounts Act (AAA).
First by establishing the scope of the Act, which is determined in accordance with
Chapter 6 Section 1 of the Swedish Accounting Act. Subsequently, the chapter will
discuss the sustainability reporting requirements set by the AAA, as established in
Chapter 6 sections 10 — 14.

The analysis will also briefly examine how the Annual Accounts Act has been

amended to incorporate the Non-Financial Reporting Directive (NFRD) and
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the Corporate Sustainability Reporting Directive (CSRD) into national legislation, and
how this has altered the character and scope of the original Act from a financial
reporting tool into an instrument for sustainability reporting. %2

The central aim of this chapter is to ascertain how the H&M Group is currently
governed by the Environmental Code and the Annual Accounts Act, and how the
CSDDD may complement and potentially expand upon these existing Laws. In
particular, the chapter will consider to what extent Swedish Law currently governs
corporate activities with high environmental impacts occurring outside Sweden and
whether the risk management system established in the Directive creates additional
legal obligations.

This chapter is guided by the following research question:

‘How can the CSDDD'’s risk management system interact with and complement
existing national legislation in Sweden, in particular the Annual Accounts Act (Chapter
6, Sections 12—14) and the Swedish Environmental Code (Chapter 2, Section 5, and

Chapters 6 and 29)?’

By answering this question, the chapter will clarify the extent to which existing
Swedish Law already aligns with EU sustainability obligations and where the CSDDD
introduces new, binding obligations that may change legal responsibilities for the H&M

Group.
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3.1. The Swedish Environmental Code

The Swedish Environmental Code (Miljdbalken,1998:808, the Code) serves as
the primary legal instrument for environmental protection in Sweden and applies to all
companies operating within Swedish jurisdiction.®® This includes multinational
corporations such as the H&M Group. This is stipulated in Chapter 2 Section 1 of the
Code which establishes that it applies to any person or entity conducting activities that
may impact the environment, without exemption for nationality or company size.%
Although most of H&M’s production occurs outside of Sweden, the Environmental
Code still applies to all the Group’s operations happening within Sweden. lts key
principles still apply to corporate strategy and internal-decision-making with regards to
environmental sustainability. %

Two key principles of the Code are found in Chapter 2:

First, the precautionary principle (Section 3) requires companies to take preventive
measures when there is a risk of environmental harm, even in the absence of full
scientific certainty.® This can be likened to the risk-management system central to the
CSDDD, as this too requires companies to assess possible risks, and not only
remediate factual adverse impacts.%”

Second, the product-choice principle (Section 6) obliges companies to avoid
using or selling hazardous chemical products when less harmful alternatives are
available. This requirement also applies to using or selling products that are treated

with hazardous chemical products or biotechnical organisms.®® This provision is
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particularly relevant to H&M'’s textile sourcing and production decisions, particularly
regarding the use of NPEs. As was discussed in the previous chapter, these
surfactants are considered dangerous to human health.®® Thus, pursuant to this article
the sale of clothes containing these chemicals would be prohibited under the Code.
The use of such chemicals is also banned under the CSDDD, but the Directive’s scope
is considerably larger, extending to the entirety of the company’s supply chain,
including its operations outside of Sweden.

Chapter 6 of the Code requires environmental impact assessments (EIAs) for
projects that may significantly affect the environment. As described in Section 3, the
purpose of an EIA is to consider and describe the possible environmental impact of a
planned activity.'% Section 6 explicitly addresses activities or measures that are likely
to have a significant environmental impact in another country. It requires the
responsible government authority to inform the competent authority in the affected
country of the potential impact and to allow that country and its citizens to participate
in a consultation procedure regarding the application and the environmental impact
assessment.'9! As the H&M Group’s production and sourcing practices have been
linked to large-scale deforestation in the Cerrado savannah, it may have been
appropriate for the Group to submit an environmental impact assessment to the
competent authority in Brazil.'> However, the use of subcontractors in these cases,
entities not headquartered in Sweden, mean that these activities do not fall under this
provision as they are not carried out directly by the H&M Group. It is apparent that the

environmental protections described in the Code are comprehensive in preventing
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environmental damage within Sweden.'% However, its transnational provisions appear
to be limited to the activities of Swedish companies and do not extend to economic
activities carried out by subcontractors or business partners in other countries. Large-
scale environmental damage caused by one of the H&M Group’s business partners
outside of Sweden would, therefore, be unlikely to result in legal consequences under

the Swedish Environmental Code.%4

3.2. The Annual Accounts Act (AAA)

The Swedish Annual Accounts Act (Arsredovisningslagen, ARL, the Act, AAA)
governs the preparation and publication of annual financial and non-financial reports
by companies operating in Sweden.% It establishes requirements for how companies
present their annual accounts, including financial statements, management reports
and sustainability reports.'%6 As is established in Chapter 1 Section 1, The ARL applies
to companies as described in Chapter 6, Section 1 of the Swedish Accounting Act
(Bokféringslagen).'%” This includes companies, economic associations, foundations,
and other entities that exceed certain conditions during the last two financial years.1%8
This means that the H&M Group falls within the scope of the Act, given its number of
employees, yearly reported revenue, and being headquartered in Stockholm,

Sweden.'® As such, the company is legally required to prepare and submit an annual
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report, including a sustainability report, in accordance with the provisions set out in the
Act.’0 These reporting obligations, dictate how the H&M Group monitors, evaluates,
and communicates its performance in environmental, social, and governance (ESG)
areas, established in the Act.”"" The ARL also applies to branches of foreign
companies operating in Sweden, meaning that a wide range of organizations are
legally required to prepare and submit annual accounts.!’? The aim of the Act is to
establish a legal mechanism that increases transparency and consistency in corporate
disclosures.3
Chapter 6 of the ARL, particularly Sections 10 to 14, outlines the obligations for
sustainability reporting.114 These provisions require companies falling in the scope of
the Act to disclose information on environmental matters, social and employee-related
issues, respect for human rights, anti-corruption and bribery, and relevant policies.'®
Companies must also describe their business model, the risks associated with these
areas, the policies implemented to address them, and the outcomes of those policies.
The report must include non-financial performance indicators that are relevant
to the business which serve to illustrate how the company’s operations affect, and are
affected by, environmental, social, and governance (ESG) factors.’® The H&M Group
is subject to the Annual Accounts Act and thus required to publish an annual
sustainability report in line with the requirements set out in Chapter 6.117 For the Group,

this means it must produce an annual report detailing the organization’s finances,
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revenue streams, and other financial parameters detailed in the Act. On top of this, the
report needs to cover specific areas with regards to the group’s performance on
metrics, including greenhouse gas emissions, energy use, waste management, gender
equality, human rights policies, and anti-corruption initiatives across its operations.''®

The scope of these reports requires the H&M Group to enact systems that
monitor these areas across their operations. Additionally, by requiring transparency,
the Act ensures that stakeholders, including consumers, investors, and regulators, can
assess the H&M Group’s commitment to sustainability. The purpose including these
areas is to provide stakeholders with an understanding of the company’s sustainability
performance, beyond what is reflected in financial data.'? In this way, the AAA requires
companies, including the H&M Group to present a factual representation of what their
sustainability policies do and do not accomplish across their operations, possibly
motivating the organization to intensify its efforts in these fields.

The Act requires companies to focus their sustainability reporting on the most
significant risks associated with their operations. It is designed to make companies
actively assess their own processes and be able to address risks before any real
adverse impacts occur.'20

By requiring transparency, the Act establishes legal requirements for companies
like the H&M Group to report on the environmental impact of their operations. This
requirement for transparency can increase public pressure on companies to improve

sustainability standards throughout their supply chains.12!
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3.2.1. Amendments to the AAA incorporating the NFRD and CSRD

The Swedish Annual Accounts Act was amended in 2016 to incorporate the
requirements of the EU Non-Financial Reporting Directive (NFRD), introducing
mandatory sustainability reporting for large companies.’® This amendment, most
notably, added provisions 10 to 14 in Chapter 6, which requires companies to disclose
information on their environmental, social and employee-related matters, respect for
human rights, and anti-corruption and bribery issues.’?® Before this amendment the
Act primarily focused on financial disclosures.'?* In 2024, the Act was further amended
to transpose the Corporate Sustainability Reporting Directive (CSRD) into Swedish
Law.™ This expanded the scope of reporting requirements to a larger group of
companies, introduced more detailed reporting standards, and incorporated
mandatory verification by independent parties.'?® These amendments have changed
the Annual Accounts Act from a strictly financial reporting instrument into a more
comprehensive framework for corporate transparency for financial and sustainability

matters throughout their operations.'?”

3.3. CSDDD and Swedish Environmental Law

The Corporate Sustainability Due Diligence Directive (CSDDD) expands upon
the existing frameworks established by the Swedish Annual Accounts Act and the

Environmental Code by introducing legal obligations pertaining to Swedish companies’
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entire global supply chains, including their operations outside of Sweden.'?8 While the
Environmental Code formulates a framework for environmental protection within
Sweden, its jurisdictional reach is limited. Although Section 6 of the Code includes
provisions for transboundary environmental impacts, these apply only to activities
directly undertaken by Swedish companies. These provisions do not extend liability to
the actions of subcontractors or third-party entities operating on behalf of Swedish
companies abroad.'® For a multinational corporation such as the H&M Group, which
outsources much of its production and sourcing to external suppliers in third countries,
the Environmental Code has limited legal effect in regulating the Group’s overseas
operations.'3° This supply chain structure increases the risk of adverse environmental
impacts because of a lack of oversight by the Group into their business partners’
activities. 3

Similarly, the Swedish Annual Accounts Act, particularly following its
amendments to implement the Non-Financial Reporting Directive (NFRD) and the
Corporate Sustainability Reporting Directive (CSRD), focuses primarily on the
disclosure of sustainability-related impacts.’3 Companies like the H&M Group are
legally obligated to publish reports that include information on environmental, social,
and governance (ESG) matters. However, the Act does not require the Group to take
concrete action to prevent or mitigate the negative impacts identified in these

reports.’33 As a result, while the H&M Group is required to report on the environmental
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impact of its operations, it is under no legal obligation under the Annual Accounts Act
to make changes in its operations in response to those findings.

In contrast, the CSDDD goes beyond the limited scope of the Environmental
Code and the of the disclosure mechanism of the AAA by introducing legally binding
due diligence standards. It requires companies to actively identify, prevent, mitigate,
and, where necessary, remediate adverse impacts across their supply chains,
including those caused by subsidiaries and business partners operating in third
countries.'®* For the H&M Group, this means that once the CSDDD comes into force,
the company will no longer be able to rely on subcontracting arrangements to evade
responsibility for adverse environmental impacts. Instead, it will be required to
implement and maintain a risk management system, integrate due diligence into its
corporate governance, and bear responsibility throughout its entire supply chain.

The Directive expands the legal obligations for companies, particularly large
multinationals, by extending their accountability beyond national borders to their global
supply chains. Therefore, it builds on what had already been established in Swedish
domestic Law but strengthens it by introducing enforceable mechanisms, intended to
change companies’ operations, rather than require transparency in reporting. To
conclude, for the H&M Group, headquartered in Sweden, and thus subject to both

Swedish and EU Law, the CSDDD will establish an increase in legal accountability.3°
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Chapter 4.

The CSDDD and Related EU Green Deal Instruments

In this chapter, the analysis will focus on understanding how the CSDDD is
designed to function within its larger legislative framework, the European Green

Deal.'® To this end the following sub-question will be examined:

“How does the risk management system established in the CSDDD complement the
CSRD and the Taxonomy Regulation as part of the broader framework of the European

Green Deal?”

The analysis outlines the contents of the European Green Deal and its
objectives and will examine how the framework’s various legal instruments are
intended to work together to achieve the EU’s climate and sustainability goals.
Emphasis will be placed on the interrelation between its three key legislative pillars:
the Corporate Sustainability Reporting Directive (CSRD), the EU Taxonomy
Regulation, and the Corporate Sustainability Due Diligence Directive (CSDDD). 37

The chapter will continue by assessing the relevance of the EGD for the H&M
Group. As the EGD is a vast legislative framework spanning several sectors, it will be
important to ascertain how the overarching framework would impact an organisation
like the H&M Group. It will be considered how the different key pillars of the EGD each

govern the Group’s operations respectively and the overall impact of the EGD.
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Finally, the European Commission’s recent proposal to consolidate the CSRD,
CSDDD, and Taxonomy Regulation into a single omnibus Law will be analysed.'® This
proposal has the potential to impact the structure and implementation timeline of the
CSDDD significantly, with possible implications for its efficacy.'3® By analysing these
developments, the chapter aims to provide a current analysis of the Directive’s position

within the EU legal landscape and its practical impact on the H&M Group.

4.1. The European Green Deal

The European Green Deal (EGD) is the European Union’s strategic framework
to achieve climate neutrality by 2050.'4° It is designed to stimulate economic growth
without the exhaustion of natural resources while simultaneously improving quality of
life.’*' The EGD consists of a plethora of policies and legal instruments intended to
work towards this overarching goal. Key elements include climate action, particularly
the goal to achieve net-zero emissions for the entire Union by 2050, as stipulated in the
European Climate Law.' The EGD also includes policies aimed at creating a circular
economy and promoting cleaner technologies. 43

Different elements of the EGD pertain to stimulating transportation, developing
resilient food systems and protections for biodiversity; but its main legal mechanisms

are found in the CSRD, CSDDD and the EU Taxonomy regulation.'#* Together they
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form an cohesive legal framework, designed to fulfil the goals of the European Green

Deal.145

4.1.1. CSRD and Taxonomy Regulation as part of the EGD

The Corporate Sustainability Reporting Directive and the EU Taxonomy
Regulation are key components of the European Green Deal, working in tandem with
the CSDDD to form a legal sustainability framework.'4¢ The CSRD focuses on
transparency through sustainability reporting by requiring companies to disclose
detailed information on their environmental, social, and governance (ESG) impacts.!4”
The Directive incorporates the double materiality principle, which means that
companies have to report on how sustainability issues will impact an undertaking
financially, but also on how their operations impact people and the environment.*® In
addition, Articles 19a and 29a of the CSRD establish obligations for large undertakings
and parent companies, ensuring that reports are accessible to investors, regulators,
and the public.14°

The Taxonomy Regulation establishes a classification system that defines what
constitutes an environmentally sustainable economic activity.'0 It sets out technical
screening criteria across six environmental objectives, including climate change

mitigation and adaptation, and introduces the ‘do no significant harm’ principle.!®"
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Companies subject to the CSRD are required, under Article 8 of the Taxonomy
Regulation, to report the extent to which their business activities align with the
taxonomy, thus enabling investors to identify genuinely sustainable investments and
reduce greenwashing. %2

Together, the CSRD, the Taxonomy Regulation, and the CSDDD work in
concert to create a framework where companies are required not only to report on their
sustainability performance but also to take measures to identify and combat adverse
impacts throughout their operations. This interrelation is intended to stimulate
corporate accountability and sustainable investment and align the private sector with

the goals of the EGD.'%3

4.1.2. The CSDDD as part of the EGD

The CSDDD is one of the core legal instruments of the EGD, contributing to the
goal of achieving climate neutrality by 2050.1%* The EGD uses legal procedures to
operationalise its goals, as it works towards enacting a socio-environmental change'®®
The CSDDD does this by creating legally binding obligations for companies to manage
and reduce adverse impacts throughout their global supply chains.1%6

In contrast to other EGD instruments that focus on classification, such as the
Taxonomy Regulation, or standardised sustainability reporting in the CSRD, the
CSDDD is focused on action.'®” It requires companies to implement risk-based due

diligence structures that let them identify, prevent, mitigate, and, where necessary,
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remediate negative impacts resulting from their operations, and those of their
subsidiaries and business partners.'%8 This includes not only direct operations but also
business relationships, including subcontractors and suppliers located in third
countries.™ Consequently, the Directive shifts the concept of sustainability from a
matter of transparency into one of responsibility, requiring business practices to align
with the environmental and social goals of the EGD.6°

By imposing these obligations, the CSDDD supports some of the core elements
of the EGD, by requiring sustainable business practices from firms, across their
international operations, reducing environmental pollution, and by upholding
environmental protections and biodiversity.'®! Its risk management system requires
companies to integrate due diligence into their corporate governance and promotes
changes in business practises rather than only reporting on business practises. 62

Additionally, the CSDDD compliments and expands on the CSRD and the
Taxonomy Regulation by ensuring that the sustainability information disclosed by
companies reflects not only how they define and measure sustainability, but also the
actions they are taking to implement those standards across their operations.63

In this way, the CSDDD contributes to the Green Deal’s goal of enshrining
sustainability into economic activity within the European Union.'®* It underlines the

transition from voluntary due diligence standards to mandatory due diligence

158 Arts. 7-12 Directive (EU) 2024/1760 (CSDDD).

159 Recital 26 Directive (EU) 2024/1760 (CSDDD).
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requirements, thereby expanding sustainable corporate operations to both the

European and global level.'6®

4.2. Relevance of the EGD for the H&M Group

The European Green Deal significantly impacts companies like the H&M Group.
This is because several of the EGD’s instruments create legally binding obligations for
companies falling in its scope, which the Group does.’ The Taxonomy Regulation
introduces a unified classification system that stipulates how certain economic
activities can or cannot be deemed sustainable.'®” The Regulation standardises
environmental terminology to prevent greenwashing. Under Article 8 of the Taxonomy
Regulation, companies subject to the CSRD must disclose to what extent their
business activities are aligned with the Taxonomy Regulation’s sustainability
parameters.’® The CSRD, another key pillar of the EGD, imposes sustainability
reporting requirements on the H&M Group. These reports need to detail how
environmental, social, and governance (ESG) issues affect the Group’s finances and
how their own operations impact society and the environment, as established by the
principle of double materiality.'®® For a fast-fashion retailer like the H&M Group, this
creates binding obligations to report on the environmental footprint of their supply
chains, from material sourcing to end-of-life processing.”® The introduction of these
legal instruments requires sustainability to not be a voluntary initiative but a legally

required standard central to the Group’s corporate governance. The EGD therefore

165 Recitals 14-16 COM(2022) 71 final (Proposal for CSDDD).
166 Art. 2(1)(a) Directive (EU) 2024/1760 (CSDDD).

167 Art. 8(1) Regulation (EU) 2020/852 (Taxonomy Regulation).
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169 Arts. 19a and 29a Directive (EU) 2022/2464 (CSRD).
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mandates companies, like the H&M Group, to assess their supply chains, investment

decisions, and risk management processes to ensure overall compliance.”!

4.3. Proposal for Omnibus Law

On 8 November 2024, the president of the European Commission Ursula von
der Leyen, announced her intention to consolidate the three legislative pillars of the
European Green Deal: The Taxonomy Regulation, CSRD and CSDDD, into a single
Omnibus Law.'”2 The intended goal would be to alleviate the regulatory burden on
European businesses, increase the competitiveness of European Businesses and
harmonise sustainability legislation.”3

The proposal, presented on 16 February 2025, outlines a reform to the original
legal instruments, introducing changes across the three frameworks. The objective of
the proposed changes is for EU sustainability Laws to be more proportionate and
easier to implement for small and medium-sized companies.'’#

Though civil society groups argue that the consolidation risks weakening the
efficacy of each legislative instrument by narrowing legal scope, lowering enforcement
requirements, and removing protections originally included in the individual
frameworks.!”® There are concerns that the integration will diminish the potential of the

European Green Deal by prioritising competitiveness over sustainability.!76
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4.3.1. Proposed Changes to CSDDD

As part of the European Commission’s efforts to streamline environmental and
sustainability legislation, the Commission has been proposed the CSDDD would be
consolidated into an Omnibus Law together with the CSRD and the Taxonomy
Regulation.’” The Commission’s intention is to align sustainability reporting and due
diligence obligations, reduce administrative burden, and streamline EU sustainability
policies.

The proposal revises Articles 8, 10 and 11 of the CSDDD, removing the
requirement for companies falling under the scope of the Directive to perform due
diligence assessments of indirect business partners, unless there is plausible
information indicating potential or actual adverse impacts.!8 Article 4 is also revised,
extending maximum harmonisation to additional due diligence provisions, specifically
the duty to identify and address adverse impacts. This means that Member States will
not be allowed to deviate from the Directive’s requirements regarding how companies
are to identify, prevent, and mitigate adverse impacts in their supply chains.'”® The
Omnibus package also amends Article 15 of the CSDDD, lengthening the mandatory
monitoring cycle from annually to every five years. Articles 10(6) and 11(7)are
amended to remove the obligation to terminate business relationships as a last resort
measure.'® These measures mean that companies can reduce the frequency with
which they assess their supply chains, and if any adverse impacts are found in a
business partner’s activities, it is no longer legally required to terminate a contract with

said partner. In addition, the Omnibus package amends Article 29 of the CSDDD to

177 European Commission, IP/25/614 (press release 26 February 2025).
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remove the harmonised rules on civil liability, instead leaving it to each Member State
to determine how companies will be held accountable in cases of non-compliance. This
means that each Member State will be able to decide who has standing to bring a
claim, what proof will be required, and what remedies will be available.8!

The proposed changes to the CSDDD have taken the form of a Directive, which
must be adopted by the European Parliament and the Council, after which it must be
transposed into national legislation by Member States.'® The changes include a one-
year postponement of the transposition deadline, from July 2026 to July 2027, as well

as a delay in the first phase of implementation, from July 2027 to July 2028.183

4.3.2. Impact on CSDDD Efficacy

The proposed amendments to the CSDDD are aimed at reducing the
administrative burden on companies to comply with the Directive.'® However, civil
society groups have warned that the proposed changes would weaken its efficacy.'8®

Firstly: The proposed extension of the transposition deadline and the first wave
of applicability by one year delays the point at which due diligence obligations would
become legally binding, this means that the Directive will not apply to the H&M Group
for another year, and any adverse impacts currently occurring in their supply chains
will continue.

Furthermore, the removal of the obligation to assess indirect business partners

undermines one of the core aims of the Directive: the requirement to proactively assess

181 SWD(2025) 3.2.1.u. 80 final (Impact Assessment accompanying COM(2025) 80 and COM(2025) 81).
182 Art. 1 COM(2025) 80 final.

183 Art. 2 COM(2025) 80 final.

184 European Commission 2025.

185 Sherpa 2025.



risks in complex supply chains and to maintain oversight even when business activities
are conducted outside the EU.'8 By narrowing the scope to direct relationships only,
the Directive risks becoming a reactive rather than a preventative tool. This means that
adverse impacts will only be addressed after they have been found to take place in a
supply chain. Under the original Directive, the responsibility lay with companies to take
measures to prevent possible adverse impacts before they occur, including with
business partners outside the EU.187

For the H&M Group, this would mean that the company would only be required
to investigate an indirect business partner for potential adverse impacts a result of their
operations, if there is plausible information of such an impact occuring.

The extension of maximum harmonisation to the duty to identify and address
adverse impacts and obligations related to complaints and notification mechanisms, is
designed to prevent divergent rules among Member States. In practice, however, this
means that Member States that might want to adopt higher standards, or separate
standards for specific sectors can no longer do so. This can limit the possibility for
Member States to impose specific due diligence obligations on sectors that are
especially problematic within their economies, potentially reducing the efficacy of the
Directive.'88

Under the proposal, also, it is no longer required to terminate business
relationships with partners found to be in violation of the Directive. This risks weakening
the deterrent effect, as business partners may feel less inclined to comply, knowing

that EU companies are under no legal obligation to end relations with them in the event

186 Art. 4 COM(2025) 81 final.
187 Art. 6 Directive (EU) 2024/1760 (CSDDD).
188 Article 4 and Recital 6. COM(2025) 81 final



of non-compliance.’® For the H&M Group, this would mean that if a breach is
persistently identified with a particular business partner, that the Group is under no
obligation to end their contract with that business partner.

Finally, the removal of harmonised civil liability provisions threatens weakening
equal access to justice for victims of adverse impacts. By shifting from Union-wide civil
liability to national legal systems, the Directive risks being enforced differently across
Member States, resulting in the ability to hold companies accountable varying widely
between jurisdictions. %0

Taken together, these proposed changes weaken several of the Directive’s key
provisions and its overall efficacy. Firstly, by pushing the transposition deadline further
into the future, but especially by weakening requirements for companies to ensure
compliance by their business partners and fragmenting enforcement across Member

States. 91

4.3.3. Initial procedural development

On 3 April 2025, the European Parliament formally voted to adopt Directive
2025/794.1°2 On 14 April 2025, the Directive, commonly referred to as the “stop-the-
clock Directive”, was published in the Official Journal of the European Union and

entered into force on 17 April.'93
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The Directive, which is part of the omnibus package makes initial changes to
the CSRD and CSDDD by amending the original texts.’®* For the CSDDD, the
transposition deadline, which was originally on 26 July 2026, has been moved with one
year to 26 July 2027. This means the Directive will apply to the first wave of companies
on 26 July 2028.1% This first wave of companies consists of the largest companies,
those with more than 5000 employees and 1.5 billion EUR turnover in the EU.% The
H&M Group, which employs 140,000 people worldwide and generated a turnover of
20 billion euros, falls into this group and is thus part of the first wave of companies to
which the CSDDD will apply.1°”

On 1 April 2025, the European Parliament voted to handle the stop-the-clock
Directive, using its urgent procedure.'®® The vote was called by the European People’s
Party Group, one of the political groups in the European Parliament.’®® After the
request was approved by the parliament, the Parliament adopted the proposal on 3
April 2025, with 531 Members voting in the affirmative and 69 Members rejecting the
proposal.2

The reforms affect the transposition deadlines and entry into force of the CSRD
and CSDDD, although the rest of the Omnibus package is still under review by the
European parliament and European Council.?°' The more substantive elements of the
Omnibus proposal, like the extension of maximum harmonization on due diligence

obligations, the lengthening of the monitoring cycle and the requirement to terminate
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business relationships with business partners found to be in violation of the Directive
will be handled in a later legislative procedure.?®> The EP is expected to take its
negotiating position in October 2025, the Council is expected to take its negotiating
position in June 2025; trilogues, negotiations between the EC, EP and Council, are

subsequently expected to start towards the end of 2025.203

Chapter 5. Conclusion

This research aimed to examine how the Corporate Sustainability Due Diligence
Directive (CSDDD) will impact the H&M Group’s production and sourcing operations

outside the European Union, based on the following research question:

“How will the Corporate Sustainability and Due Diligence Directive’s risk
management system create legal obligations affecting the H&M Group’s production

and sourcing operations outside the EU?”

The analysis was guided by three sub-questions each designed to investigate a
different element of the topic. The first sub-question examined the Directive’s risk
management system, its main legal mechanism for addressing adverse impacts. The
second sub-question explored how two Swedish sustainability Laws relate to the
Directive. The third sub-question evaluated the Directive’s alignment with the two other
pillars of the European green deal, the Corporate Sustainability Reporting Directive
(CSRD) and the EU Taxonomy regulation, with special focus on the proposed changes

to this legal framework.

202 Art. 4(3), (5), (6) and (8) COM(2025) 81 final; De Brauw 2025.
203 Feijao and Voskoboinikova 2025.



5.1. Risk Management System and Case Studies

The first sub-question examined how articles 7 to 12 of the CSDDD establish a
risk management system that imposes legal requirements on companies falling within
its scope. These provisions establish a due diligence framework which requires
companies, including the H&M Group, to identify, prevent, mitigate and remediate
adverse environmental impacts in their global supply chains.?%* By using two cases of
adverse impacts occurring in the H&M Group’s supply chains, cases of large-scale
deforestation in Brazil and the use of banned chemicals in textile production, this thesis
found that these cases constitute a violation of the Directive’s provisions concerning
its risk management system.2%® Would such reports be published after the Directive
comes into effect, this would have legal implications for the Group. It was therefore
concluded that the CSDDD is likely to have an impact on the H&M Group’s production
and sourcing operations outside the EU, especially in areas where supply chain risks

are high, and traceability is limited.

5.2. Sustainability Legislation in Sweden

The second sub-question focused on how the CSDDD’s sustainability
provisions interact with existing sustainability legislation in Sweden, where the Group
is headquartered. In particular, the analysis focused on the Annual Accounts Act
(Arsredovisningslagen) and the Swedish Environmental Code (Miljobalken).2%6 While
Swedish Law has already imposed legal obligations for sustainability transparency

through reporting and environmental protections, these measures primarily focus on

204 Arts. 7 — 12 Directive (EU) 2024/1760 (CSDDD).
205 Greenpeace International, 2012. Earthsight 2024.
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domestic business activities and transparency rather than imposing requirements for
operations.?%” The analysis concluded that the CSDDD effectively broadens the scope
of Swedish sustainability legislation, by requiring companies like the H&M Group to
identify, prevent, mitigate and remediate adverse impacts in their supply chains,
beyond Sweden’s borders, even if these operations are performed by other
companies. Although the implementation of the Directive into Swedish Law is still
pending, it is evident that the CSDDD will impose additional legal obligations on the
H&M Group, particularly in areas that extend beyond the current scope of Swedish

National Law.

5.3. CSDDD as Part of the European Green Deal and Proposed Changes

The third sub-question examined the relationship between the CSDDD, CSRD
and the EU Taxonomy Regulation within the context of the European Green Deal. The
CSDDD is positioned among these instruments through its action-based obligations,
rather than through reporting or classification duties. Nevertheless, the three
instruments are designed to work together: while the CSRD requires transparency in
sustainability disclosures and the Taxonomy Regulation defines sustainability
standards, the CSDDD requires companies to act on the information they disclose.?%8
Together, they form a legal framework built to integrate sustainability into EU business
practices and corporate governance. In this regard, this thesis also examined the
proposed amendments to the CSDDD and the European Commission’s proposal to

consolidate it with the CSRD and Taxonomy regulation, into an Omnibus Law.2% While

207 Miljébalken (SFS 1998:808), Ch. 6, Sec. 6.
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209 European Commission, IP/25/614 (press release 26 February 2025).



the CSDDD'’s scope has not been altered, the proposed removal of the obligation to
assess indirect business partners could weaken the Directive’s preventative potential.
However, given the Group’s business practices being heavily scrutinised, it is likely
that adverse impacts at the hands of indirect business partners would come to light,
like the reports by Greenpeace and Earthsight discussed in this research. Such reports
would, following the proposed changes to the Directive, trigger the obligation to perform
a due diligence assessment with that supplier. 210

Lastly, the removal of harmonised civil liability provisions weakens the
Directive’s enforceability at the EU level, but it remains possible that Member States
like Sweden choose to preserve civil liability through national legislation. While the
CSDDD underwent its initial changes in April 2025, its core obligations still signify a

notable shift towards enforceable corporate responsibility.

5.4. Policy Recommendation

Civil society organisations have already extensively voiced their concerns
regarding the proposed changes to the CSDDD, and this thesis will not attempt to
expand on those concerns.?'! Instead, it will consider possible changes to the original
Directive that could contribute to a more effective and efficient legal instrument. The
Directive employs broadly applicable language in the articles establishing its risk
management system. This is further specified in Annex Part Il, which bases its

sustainability rules on existing EU regulations and international treaties covering areas

210 Art. 8 Directive (EU) 2024/1760 (CSDDD); concerning the obligation to identify and assess adverse human
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such as chemical use in industry and biodiversity protection. This thesis deems it fitting
that these rules could be further developed by introducing sector-specific due diligence
standards. Much like the EU Taxonomy Regulation seeks to standardise sustainability
reporting by establishing specific parameters through which undertakings must report
on their activities, it may be most effective for the CSDDD to set specific due diligence
standards for particularly high-risk sectors, such as textiles, agriculture, mining, and
electronics. Although Article 19(2(c)) stipulates that the Commission will issue sector
specific guidelines, it would be more efficient to either develop sector specific
requirements or use existing legal frameworks to formulate sector-specific
standards.?® This would ensure that sector-specific risks are addressed without
imposing unnecessary burdens on other industries, improving the Directive’s efficacy
and proportionality. For the H&M Group, which is part of the textiles sector, this could
mean formulating specific standards pertaining to operations with a high risk of adverse
impacts. An example of this would be to enshrine the Organisation for Economic Co-
operation and Development’s “Due Diligence Guidance for Responsible Supply Chains
in the Garment and Footwear sector” as an enforceable standard.?'3 This voluntary
standard is already recognized in Recital 6 of the CSDDD and would be compatible
with the Directive’s risk management system.2'* An implication of enshrining this
guidance as an enforceable standard in the CSDDD on the H&M Group’s operation
would be, for example, that the Group is legally required to revise their purchasing
strategies, to accommodate for suppliers to being granted adequate time to fulfil

orders, to prevent subcontracting unauthorized suppliers. In summary, this thesis

212 Article 19(2(c)) Directive (EU) 2024/1760 (CSDDD).

213 OECD 2018.
214 OECD 2018, Chapter 2.1.



recommends drafting sector specific due diligence obligations, or enshrining existing
due diligence guidance as enforceable requirements, enhancing the Directive’s

efficacy and proportionality.

5.5. Conclusion

In conclusion, this thesis finds that the Corporate Sustainability Due Diligence
Directive’s risk management system is likely to have a significant impact on the H&M
Group’s production and sourcing practices outside the European Union.

The analysis focused on how the Directive establishes a risk management
system that requires companies falling within its scope to identify, prevent, mitigate,
bring to an end, and remediate adverse impacts in their supply chains. Annex Part Il
specifically delineates what impacts are considered adverse environmental impacts
and thus incompliant with the Directive.

The CSDDD’s obligations will apply both within Sweden and internationally,
however, they are likely to be most transformative outside Sweden, where the H&M
Group carries out most of its production and sourcing. The Directive would impose
legal standards requiring the Group to exercise greater oversight over its global supply
chains. The Directive’s binding due diligence framework would render certain ongoing
practices illegal, increasing corporate accountability for environmental impacts.

Although the final shape of the Directive may be altered, particularly considering
the proposed Omnibus Law and its transposition into Swedish Law, the Directive as it
currently stands introduces legal standards that would have a significant effect on how

the H&M Group conducts produces and sources outside of the European Union.
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