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Why Financial Sector Accountability

1s Key to a Fair Transition

Despite a series of progressive laws in Europe
under the European Green Deal, the exclusion

of financial actors from the scope of the

Corporate Sustainability Due Diligence Directive
(CSDDD) may allow for continued investments

in environmentally damaging activities. This
undermines the goals of the Directive, which
mandates companies to conduct appropriate
human rights and environmental due diligence
with respect to their operations, the operations

of their subsidiaries, and the operations of their
business partners. When it comes to mitigating the
effects of climate change, institutional investors

— from sovereign wealth funds through pension
funds to insurance and private funds — play a
significant role in allocating financial resources
towards decarbonisation. For the energy transition
to be inclusive and fair, institutional investors must
adopt a rights-based approach and integrate strong

human rights and environmental due diligence to
identify risks across the renewable energy value
chain. These risks may include forced labour and
hazardous work, inadequate implementation of
free, prior, and informed consent (FPIC) that
neglects Indigenous rights, displacement of
communities, loss of livelihoods and access to
land, and environmental degradation. Failure to
conduct strong human rights and environmental
due diligence can exacerbate adverse human

rights and environmental impacts, and result in
communities’ opposition to projects and loss of the
social license for companies to operate. Investors
should encourage investee companies to disclose
their due diligence process, findings and steps
towards mitigation in alignment with international
frameworks on business and human rights and

to ensure a fast but inclusive and fair energy
transition.
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Institutional investors should embrace a
rights-based approach to risk assessment,
and systematically integrate human rights
considerations throughout the renewable energy
value chain. This approach will not only help
identify and mitigate potential risks but also
ensure that investments promote and respect
human rights.

e To effectively assess and manage human
rights and environmental risks in alignment
with the United Nations Guiding Principles on
Business and Human Rights (UNGPs) and the
Organisation for Economic Co-operation and
Development Guidelines for Multinational
Enterprises on Responsible Business
Conduct (OECD Guidelines), institutional
investors should embed detailed, qualitative
assessments of investee companies’ adherence
to international business and human rights
norms into their responsible investment
strategies. This should complement existing
corporate strategies and annual sustainability
reporting mechanisms.

e Institutional investors should communicate
their due diligence and responsible investment
strategies to investee companies, both directly
and indirectly, via environment, social and
governance (ESG) data and proxy voting
service providers to strengthen due diligence
on human rights and the environment.

To ensure a rights-based approach in their
analysis, ESG service providers should
integrate human rights considerations
throughout their methodologies and align
analysis with international standards such as
the UNGPs and OECD Guidelines. ESG service
providers should enhance data collection and
reporting to include comprehensive information
obtained through engagement with rightsholders.

The European Union and its Member
States should enhance policy coherence
and align legislation on corporate
sustainability due diligence with the
financial sector. This includes passing

legislation on sustainable finance that specifically
brings financial actors within the scope of

the Corporate Sustainability Due Diligence
Directive (CSDDD). To safeguard the rights of
individuals affected by business activities across
the renewable energy value chain, state actors
should mandate that business actors, including
investors, adopt a rights-based approach. This
approach should be aligned with the UNGPs and
the OECD Guidelines.

Prior to investment

Adopt robust investment strategies and
policies prioritising human rights and
environmental impacts throughout the renewable

energy value chain.

Map and assess adverse human rights and
environmental risks and impacts across
the value chain. Further screen and profile
companies using a rights-based approach. This
involves aligning risk assessment practices with
international frameworks such as the UNGPs and
the OECD Guidelines.

During investment

Strengthen due diligence practices to

identify, monitor, and assess the severity
of human rights and environmental risks and
impacts throughout the value chain.

Clearly communicate expectations,

including disclosure of due diligence
practices, to service providers and investee
companies and establish clear mechanisms to
prevent, mitigate, and remediate human rights
and environmental risks in accordance with
international frameworks.



As part of monitoring, engage meaningfully

with stakeholders including business
affected rightsholders on a regular basis and use
collective leverage where possible to influence
investee companies’ due diligence practices.

Divestment and exclusion

As a last resort, consider divestment and

exclusion after repeated failed attempts by
investee companies to mitigate adverse human
rights and environmental impacts. The decisions
and efforts made should be communicated
clearly including press releases to enhance
accountability.

As temperatures and greenhouse gas emissions
(GHGs) continue to break records worldwide, the
devastating impacts of climate change are already
affecting people’s lives and the environment
across the globe. The Sixth Assessment Report
of the Intergovernmental Panel on Climate
Change (IPCC), as well as the Emissions Gap
Report 2023 of the United Nations Environment
Programme (UNEP), clearly underline the need
for urgent global action to secure a world that is
liveable and sustainable.! While climate action,
including swift energy transition, is urgently
needed to mitigate the impacts of climate
change, the energy transition cannot repeat the
injustices associated with the extractive industry
and large-scale infrastructure projects, such as
the displacement of local communities, forced
labour and environmental destruction.? On the
contrary, the energy transition should be seen

by duty bearers, including the state and business
actors, as an opportunity to address and redress
the legacy of injustices often associated with both
exploitative and exclusionary business practices.3

The paper aims to prompt discussions on the role
of investors as business actors and how they can
integrate a rights-based approach into corporate
due diligence and ensure an inclusive and fair
energy transition. It particularly highlights
shortfalls in recent policy initiatives to integrate
rights-based approaches to identify, assess and

remediate human rights and environmental
risks in renewable energy value chains. The
paper begins with a discussion on rights-based
approach and roles of duty bearers and business
actors followed by a brief overview of policy
initiatives on sustainable finance and corporate
due diligence in the European Union (EU) that
discusses critical gaps in current legislation

to implement rights-based approach across

the renewable energy value chain. This is then
followed by a mapping of relevant human rights
and environmental risks across the renewable
energy value chain, and discussions on the
importance of investors implementing due
diligence across the value chain.

The paper recommends that EU Member States
should bridge the critical gaps between inter-
related legislations and ensure that due diligence
practices performed by investors and investee
companies consistently respect and protect
human rights and the environment, in alignment
with authoritative frameworks on business and
human rights, including the UNGPs and OECD
Guidelines.# It also recommends that institutional
investors should adopt a rights-based approach
and integrate human rights and environmental
risk assessments across their investments in

the renewable energy value chain. This includes
applying measures to ensure that environment,
social and governance (ESG) data and proxy
voting service providers — as well as investee
companies — comply and implement due diligence
practices that incorporate a rights-based approach
to achieve inclusive and fair energy transition.

An inclusive and fair energy transition requires
duty bearers to adopt and integrate a rights-based
approach across the energy value chain. Such an
approach requires duty bearers to respect and
protect human rights and the environment in
alignment with globally authoritative business
and human rights frameworks such as the
UNGPs and OECD Guidelines mentioned above.
It also requires duty bearers to redress historic



inequities and power asymmetries that place a
disproportionate burden of human rights and
environmental risks upon disadvantaged and
vulnerable groups that have contributed the least
to climate change.

As primary duty bearers, state actors have the
obligation to protect human rights and the
environment, including through implementing
regulatory measures that effectively reduce GHGs
in alignment with the Paris Agreement without
any further delay.5 State actors must also ensure
a healthy environment for people at the forefront
of raw material extractions and land acquisitions
for energy infrastructures.® As part of their
obligations, they must also protect the rights of
business-affected people — including workers

and members of local communities — to seek,
receive and impart information and participate
meaningfully in decision making, as well as having
access to effective remedy in alignment with both
the UNGPs and OECD Guidelines.

Business actors also bear critical responsibilities
to respect human rights and ensure that business
operations do not harm human rights and
threaten planetary health or inhibit the right to

a healthy environment for current and future
generations.” In the context of an inclusive and
fair transition, such responsibilities do not

solely rest upon extractive industry and energy
companies, but also upon financial actors —
including institutional investors that allocate
financial resources through asset ownership and
management. In its stock taking efforts involving
a series of consultations with stakeholders and
rightsholders, the UN Working Group on Business
and Human Rights has repeatedly underlined the
responsibilities of institutional investors to respect
human rights according to the UNGPs.®

While it is essential for state and business actors
to adopt and implement rights-based approach

to safeguard inclusive and fair energy transition,
there are a number of legislative gaps. From
corporate sustainability reporting through to
sustainable finance to corporate sustainability due

diligence, as well as trade rules and regulations
focusing on forced labour and commodities trade,
regulation particularly in Europe is increasingly
geared towards strengthening corporate due
diligence and reporting practices under the
banner of the European Green Deal.? In terms of
corporate disclosure, EU Regulation 2019/2088
on sustainable finance disclosure and EU
Directive 2022/2464 on corporate sustainability
reporting both seek to strengthen reporting and
disclosure requirements for financial actors and
businesses respectively to incorporate impacts

on environmental sustainability.® Together with
EU Regulation 2020/852 (commonly referred

to as ‘taxonomy regulation’), which provides
EU-wide classification on environmentally
sustainable economic activities, EU Regulation
2019/2088 was devised to achieve transparency
on how investors integrate sustainability risks

in their financial reporting. Through reporting
and disclosure of sustainability risks in financial
products, EU Regulation 2019/2088 further seeks
to prevent financial actors from ‘greenwashing’, or
falsely claiming positive impacts on environmental
sustainability.

The latest legislation on sustainability — EU
Directive 2024/1760 on corporate sustainability
due diligence (CSDDD) — provides an added
legislative layer for companies to address human
rights and environmental risks and impacts,
including by adopting and implementing climate
transition plans. CSDDD is intricately linked to
the interdependent EU Regulation 2019/2088
and EU Directive 2022/2464, both entailing
reporting obligations. While the CSDDD applies
across key parts of the company value chain (also
referred to as the “chain of activities”), financial
market participants such as institutional investors
remain exempted from carrying out due diligence
on their downstream beneficiaries — so-called
“downstream due diligence”."* This omission can
be addressed by EU Member States as CSDDD
only sets out minimum requirements, and is being
transposed and applied in different jurisdictions
over the coming years in conjunction with other
regulations in the EU, including conflict minerals,
batteries and timber regulations, as well as the
recently adopted Forced Labour Ban, which seeks
to eradicate forced labour across global value
chains.®



One of the key concerns regarding the emerging
legislation includes a lack of alignment with
international frameworks on business and
human rights such as the UNGPs and the OECD
Guidelines. For example, while disclosure
requirements under both EU Regulation
2019/2088 and EU Directive 2022/2464
include human rights-related issues, they are
treated as a topical subsector within a range

of social factors. Furthermore, EU Regulation
2019/2088 falls short of requiring financial
actors to identify and assess adverse risks in

the value chain on an ongoing basis and to
implement actions to mitigate risks, including
meaningful engagement with stakeholders and
rightsholders. As such, there is a strong need

for coherence among legislations and reporting
mechanisms to ensure that business actors,
including investors, assess and mitigate adverse
human rights and environmental risks according
to the most progressive international standards.
This is particularly important in the context of an
inclusive and fair energy transition, as renewable
energy value chains involve a multitude of actors
that have long been associated with harmful
human rights and environmental impacts.

To further understand why a rights-based
approach is necessary to ensure inclusive and fair
energy transition, it is important to understand
the actors involved in renewable energy value
chain. These include different actors from mining
companies involved in extraction, processing

and trade of critical energy transition minerals
(or transition minerals), through manufacturers
that produce and trade key components and
equipment, as well as companies involved in

construction, operation and maintenance of power

generators and power transmission, and finally
to those involved in decommissioning of power
generators and disposal of components.

Adverse human rights and environmental risks
in this complex chain include forced labour
and hazardous working conditions. These

risks are particularly prominent in mining and
manufacturing, but also present throughout
other parts of the value chain.’s Other known
risks include displacement of communities
affected by development and expansion of
mining and energy infrastructures. As mines
and energy infrastructures often involve tracts of
land occupied and accessed by local population
including Indigenous Peoples, their exclusion
from land and other natural resources directly
affects their livelihoods.

There are also environmental impacts related

to mining and energy infrastructures, including
environmental disasters occurring from
mismanagement of mining waste and toxic spills,
to collapse of dams.* Mismanagement of mining
waste and tailing dam failures have frequently
exposed local communities to hazardous
chemicals including heavy metals that threaten
local ecology and the intergenerational health

of community members.! For example, soaring
global demand for transition minerals, such as
nickel, have accelerated the expansions of new
mining concessions across Indonesia, which is the
largest producer of nickel in the world.** Mining
expansions have also incurred deforestation

and loss of livelihoods for community members
that depend on access to forest resources.?” As
nickel production increases, disposal of mining
waste into the environment further threatens
local communities’ access to clean water and an
environment free from toxic chemicals.*®

Large-scale infrastructure such as hydropower
dams have also incurred irreversible changes to
major rivers across the globe. One such example is
a series of hydropower dams across international
rivers, such as the Mekong, where dams have
not only changed river morphologies but also
triggered deterioration of seasonally sensitive
local ecosystems and biodiversity of the river.
Such changes affect millions of people that depend
on fisheries and riverbank farming for food.*
Other impacts of large-scale hydropower dams
include displacement of riverine communities
that fracture social cohesions.>° Furthermore,
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catastrophic dam collapses have costed human
lives adding to the heavy toll of environmental
harms and disasters paid by local communities
that often receive little or no benefits from
renewable energy projects.*

Finally, across the renewable energy value chain,
human rights and environmental defenders face
severe oppression for claiming their rights.>
Business-affected communities and individuals
including Indigenous Peoples are frequently
disempowered, silenced and inhibited from
voicing their concerns, seeking and imparting
information, participating in decision making as
well as claiming remedy and justice.? According
to the Business and Human Rights Resource
Centre, close to 30 percent of the attacks against
human rights and environmental defenders
worldwide occur in extractive sector.?+ It is also
evident that growing numbers of business-related
conflicts stem from transition minerals extraction
and renewable energy infrastructures.>

Considering the range of known adverse risks
across the renewable energy value chain, it is also
in the best interest of investors to uphold their
commitments towards social and environmental
impacts to minimise reputational and long-term
financial risks.?® In their stock-taking efforts in
2021, the UN Working Group on Business and
Human Rights called for investors to speed up
and scale up their efforts to implement UNGPs

to inhibit the devastating impacts of business
activities on human rights and the environment.*”
The report by the UN Working Group on Business
and Human Rights submitted to the Human
Rights Council in May 2024 further emphasises
the importance of institutional investors to adopt
‘integrated and interconnected’ assessments on
human rights and sustainability criteria.2® With
combined assets estimated between US$120

and 170 trillion, institutional investors have the
power to influence companies through their asset
ownership and management practices.?® They
also have the power to collectively influence how

different industries are organised, as well as
how countries become integrated into the global
economic structure.3®

One example of collective influence is the UN-led
Principles for Responsible Investment (PRI).
Since its establishment in 2006, PRI has been
initiating efforts among investors to incorporate
societal and environmental risks into investment
risk assessments.3! The steady growth of PRI
signatories, especially since the adoption of the
Paris Agreement in 2015, demonstrates a growing
awareness among asset owners and managers
about non-financial risks, such as societal and
environmental risks that are often framed as ESG
risks. The growth of PRI signatories also mirrors
global regulatory trends, including EU regulations
that require businesses to disclose non-financial
information, especially on how the companies
identify and manage risks related to sustainability,
labour rights and human rights. Industry
alliances such as PRI encourage investors to

share good practices voluntarily among its

peers and to promote responsible investment
practices collectively through standardised annual
performance reports describing responsible
investment approaches and outcomes.

Some of the leading members of PRI, including
pension funds, are already communicating

their commitments towards environmental
sustainability and human rights as part of their
long-term investment strategies. For example,
Norges Bank Investment Management outlines
specific expectations for investees and others
regarding their efforts to integrate a double
materiality approach, meaning they not only
need to report on financial outcomes but also

on external impacts on both society and the
environment.3? The Council on Ethics of the
Swedish National Pension Funds also highlights
the stewardship role of investors, which includes
aligning investment practices in accordance with
the UNGPs.38 Demonstrated by institutional
investors, these efforts not only signal heightened
expectations towards investee companies, but also
encourage peers in the financial community to
follow good practices to respect human rights and
the environment.



At the same time, however, ESG approaches

in the financial sector have been criticised by
civil society organisations (CSOs) and experts
for relying on limited sources of information

to identify and assess human rights and
environmental risks. For instance, inputs from
CSOs and national human rights institutions

to the UN Working Group on Business and
Human Rights’ 2024 report on Investors, ESG
and Human Rights point to limited information
used by investors to benchmark companies’ ESG
practices.3* Similarly, the inputs highlighted
limited efforts made by investors to proactively
seek granular information on the adverse
human rights and environmental risks faced by
human rights and environmental defenders.
These shortfalls of ESG approaches in the
financial sector are underscored in the UN
Working Group of Business and Human Rights’
2024 report, which emphasises the need for
investors to embed rights-based approaches

at the organisational level and deliver on their
responsibilities in close alignment with both the
UNGPs and OECD Guidelines.°

It is, therefore, particularly important for asset
owners to allocate sufficient resources to seek
out information other than regulatory risks and
controversies, and to integrate human rights and
environmental risk assessments methodically in
their investment portfolio. This is particularly
essential for the renewable energy sector value
chain, considering the range of adverse risks
across the value chain. Some instances require
asset owners to develop effective engagement
strategies and holding dialogues with investees
as well as rightsholders affected by investment
activities. It is also important for asset owners
to proactively communicate with peer groups
and regulators and make demands to asset
managers to disclose information on companies
and carry out due diligence in alignment with
both the UNGPs and OECD Guidelines. Finally,
institutional investors also need to clearly
communicate their expectations to service
providers and investee companies, as well as
setting up clear mechanisms to prevent, mitigate
and remediate human rights and environmental
risks throughout the investment cycle.

While a fast energy transition is necessary,
efforts to power the economy with renewable
energy cannot continue to exacerbate and
expand the miseries of ‘sacrifice zones’, whereby
state and business actors are failing to fulfil
their obligations and responsibilities to protect
human rights, including the right to enjoy a
clean, healthy and sustainable environment.3” For
energy transitions to be inclusive and fair, state
actors such as EU Member States must continue
to develop coherent legislation that is aligned
with international frameworks on business

and human rights. While ESG integration is

an evolving practice, it needs to improve the
ways in which human rights and environmental
risks are assessed. It is essential that regulatory
frameworks in the financial sector are
strengthened, to ensure the respect for human
rights in investment decisions, and to prevent
investors and companies from falsely claiming
positive impacts on environmental sustainability.

It is also important for investors to recognise
that, while investing in renewable energy
infrastructure may contribute to partial reduction
of GHGs, it is not entirely exempt from human
rights and environmental risks.3® On the contrary,
extractive industry and energy infrastructures

are characterised by high levels of adverse
human rights and environmental risks. It is
therefore essential for investors to strengthen
their due diligence efforts continuously across
the renewable energy value chain and improve
current approaches to sustainability and

human rights, as well as clearly communicating
commitments across upstream service providers
and downstream investee companies.3 As
enablers of the energy transition, institutional
investors must also ensure that their assets do
not cause and contribute to or become linked

to environmental harm and human rights
violations.
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