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EXECUTIVE SUMMARY

Access to finance is crucial to catalysing the measures 
needed to achieve net zero targets. Banks and other 
institutions across the financial system are making their own 
commitments to net zero and are dedicating significant sums 
to accelerating the transition to a low-carbon global 
economy. The Paris Agreement and more recently the 
Glasgow Climate Pact emphasise the importance of 
delivering a just transition to net zero – putting people at its 
centre. This means that the transition – both, out of high 
carbon sectors and, into sustainable ones must be 
accompanied by a focus on workers – employment and 
livelihood impacts – as well as on communities and 
consumers. This offers an opportunity to ensure that the 
transition brings about a more inclusive economy. The 
challenge presented is how to ensure that transition activities 
and related financing not only tackle climate change but do 
so in a way that contributes to a just transition. 

The interviews conducted for this White Paper revealed that banks recognise the 
importance of achieving an equitable, inclusive and sustainable transition. Many of them 
have not yet adopted specific just transition policies or strategies and are considering 
how to deploy existing frameworks and tools to do so. This White Paper summarises 
the findings of our research and identifies how existing policies, principles, standards 
and bank practices regarding climate change, human rights and sustainability can 
support banks in developing a sound approach to the just transition. It also identifies 
the gaps to be bridged to ensure that financing for the transition coherently links up 
climate change and just transition goals. 

Key findings include
Just transition considerations are highly relevant to the provision of finance for 
transition activities. The pathway to net zero requires a wholesale transformation of 
the economy, which will touch a wide range of sectors, regions and communities that 
banks finance. Leadership and action are needed to integrate just transition 
considerations systematically into bank governance and strategy, management 
systems and client relationships and transactions. 
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A challenge for banks is the lack of clear policy direction from governments 
and regulators about the role of banks in securing a just transition and the 
principles and practices they should follow. Nevertheless, 2021 has seen a 
heightened focus on just transition at the international policy level and the crucial role of 
both public and private sector financing to support these major economic and social 
transformations. There are indications that banks will be increasingly expected to 
consider environmental and social issues both as external risk factors for their business, 
and from the perspective of the impacts on the environment and society that their 
provision of finance for particular activities may entail. 

Just transition represents both opportunity and risk for banks: certain 
commercial banks are starting to consider how to incorporate just transition 
dimensions into their businesses. There are no dedicated policy frameworks and 
tools designed to help banks address both the opportunity and risk sides of the just 
transition proposition (from the bank’s perspective) and both the positive outcomes 
versus the adverse impacts side of the equation (in terms of those affected by the 
clients and activities financed). At its most basic level, this requires considering how to 
align existing climate and sustainability policies, strategies and practices with the social 
and human rights imperatives of the just transition. The experience of Development 
Finance Institutions (DFIs”) in addressing just transition considerations is instructive  
for commercial banks and collaboration among DFIs and commercial banks can 
leverage this experience. 

Existing frameworks provide many of the foundational principles that can 
underpin just transition strategies, but further work is needed to identify 
bridges between these and any gaps to be addressed to identify appropriate 
pathways to address just transition in the provision of finance. Effective market 
practice warrants the development of bespoke common principles to assist banks to 
implement appropriate strategies, policies, governance and risk management across all 
areas of bank activity, taking account of all relevant stakeholders. Regulatory alignment 
is also key to ensuring a uniform and coherent approach to climate change and just 
transition issues in bank financing. Some current trends of innovation in regulation and 
financial products within sustainable finance can be adapted to incorporate a just 
transition lens but coherent approaches to this are crucial. Principled approaches will 
be key to meet just transition objectives effectively. 

Given the volume of financing required to transition to net zero, support from 
commercial banks is essential but not sufficient for a just transition to flourish. 
The private sector is key to financing a just transition but cannot do so alone. Success 
will involve not only the banks, but also other investors, governments and international, 
regional and domestic public financial institutions, as well as experts across a range of 
subject areas, including climate change, human rights, transition industries and 
economic development. 



INTRODUCTION
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I.	 INTRODUCTION
The Glasgow Climate Pact agreed at COP26 in November 2021 expresses alarm 
and utmost concern "about the impact of human activities on global warming and 
the impacts that are being felt in every region."1 The Pact underlines the 
"urgency of enhancing ambition and action in relation to mitigation, 
adaptation and finance in this critical decade." 

The pathway towards stabilising greenhouse gas concentrations "at a level that 
would prevent dangerous anthropogenic (human induced) interference with the 
climate system"2 requires a wholesale transition of the global economy, 
encompassing both a "transition out" of carbon-intensive activities and a 
"transition in" to new sectors, including renewable energy and green innovation 
and technology. These transitions – both "in" and "out" – will disrupt existing 
forms of economic activity and create new ones, with consequent impacts on 
people and jobs. 

Box 1:

Paris Agreement and the Just Transition

	 The Parties to this 
Agreement... [t]aking into 
account the imperatives 
of a just transition of 
the workforce and the 
creation of decent 
work and quality jobs 
in accordance with 
nationally defined 
development priorities...3
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The Glasgow Climate Pact – like the Paris Agreement before it – recognises the 
importance of "just transitions" that "promote sustainable development and 
eradication of poverty, and the creation of decent work and quality jobs." 

At its core, achieving a just transition is about putting people at the 
centre of the climate change transition.

Prioritising the achievement of a just transition is ultimately a political issue. 
Effective measures to combat climate change can only be achieved through 
co-ordinated international action based on agreed policy objectives such as those 
encapsulated in the Paris Agreement and the Glasgow Climate Pact. At both the 
international and domestic levels, governments play an essential role in steering 
people-centred transitions by providing clear strategic policy signals, an 
appropriate regulatory framework and public finance to ensure that transition 
outcomes are achieved in socially inclusive ways.

Alongside governments and public sector institutions, there is a vital role for 
private sector business and, of course, finance. The Global Financial Alliance for 
Net Zero ("GFANZ") has highlighted that achieving Paris Agreement goals requires 
a whole-of-economy transition – one in which "every company, bank, insurer and 
investor will have to adjust their business models, develop credible plans for the 
transition and implement them."4

Incentivised by government policy (and funding), the private sector can promote 
and participate in just transition activities that: focus on economic diversification in 
regions dependent on fossil fuels; create decent jobs in green industries; reskill or 
upskill workers; and improve infrastructure (such as transport, communication and 
education) to increase opportunities for communities in carbon-intensive regions 
to access areas of transition opportunity. 

All of this will require funding on a massive scale. When it comes to decarbonising 
the global economy, financial institutions have a vital role to play by supporting 
clients to shift (responsibly) out of carbon-intensive industries while also directing 
capital to clients engaged in developing and implementing low-carbon solutions. 
As an International Monetary Fund ("IMF") report puts it: [a] successful transition 
demands a deep economic transformation, requiring the mobilisation of private 
finance on a large scale. … The global financial sector can play a crucial role in 
catalysing private investment and accelerating the transition.”5
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During 2021, the financing of a just transition has been identified as a current 
major gap that needs to be addressed.6 The Glasgow Climate Pact calls for a 
continued increase in the scale and effectiveness of climate finance from all 
sources globally. The G20 Sustainable Finance Roadmap issued in October 2021, 
makes "scaling up finance to support a just and affordable climate transition, and 
further integrate other aspects of sustainability, including nature and biodiversity, 
and social issues such as energy access and poverty reduction," a core G20 
priority. The G20 Sustainable Finance Working Group will work with international 
organisations to develop high-level principles for a credible and consistent 
framework for financing a just transition, including mitigating negative economic 
and social impacts of the energy transition on local communities and SMEs. While 
some attention has been paid to investment approaches that support a just 
transition, relatively little specific consideration has yet been paid to the role of 
banks operating in the debt finance markets. This White Paper aims to explore 
some of the opportunities and challenges for commercial banks in  
this area. 

The purpose of this White Paper is three-fold: (1) to explore the key reasons why 
just transition is relevant to commercial banks; (2) to map the state of play in the 
banking sector in addressing the social and human rights dimensions of climate 
action in their financing activities; and (3) to offer suggestions for how banks can 
incorporate just transition considerations into their internal structures and systems, 
as well as across their relationships with clients and their transactions. While just 
transition considerations are relevant across the full span of the banking sector’s 
activities, this Paper focuses specifically on the relevance of just transition to bank 
financing, and how banks can marry climate and just transition goals in providing 
finance linked to the transition. The Paper concludes that it would be useful to 
undertake further work to identify a framework set of principles to guide banks in 
enabling a just transition lens to be integrated into banking practices. 

This White Paper is based on desk-top research, contributors’ practical 
experience and interviews with representatives of eleven banks who offered 
insights on their emerging approaches. Banks represented in the survey include 
three (national and multilateral) Development Finance Institutions and the UK, 
European or African offices of eight commercial banks, many of which lend to  
and / or invest in entities across or in different regions of the globe. All of the 
banks interviewed have committed to net zero-emissions and recognise the 
importance of achieving an inclusive and sustainable transition. 



WHAT IS MEANT 
BY A JUST TRANSITION?
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II.	 WHAT IS MEANT BY A JUST TRANSITION?
A.	 The Just Transition Concept

Central to the just transition is the achievement of effective climate action by 
transitioning away from emissions-intensive activities and towards a 
sustainable global economy, by means that fairly and inclusively share the 
benefits of the transition while supporting those who will be negatively 
impacted by it. The concept highlights the imperative to ensure that the shift 
to net zero is fair, and seen to be fair, across regions, sectors, the socio-
economic spectrum and generations. In the words of the UN Sustainable 
Development Goals ("SDGs"), it is about ensuring that no-one is left behind.7

At its heart, the just transition concept conveys the message that the 
imperative of addressing climate-related risks to the planet is inextricably 
linked with addressing risks to people and their human rights, and doing so in 
a way that gives meaning to the "just" in just transition. Set within the wider 
context of climate justice, just transition marries the broader conceptual 
concerns for those vulnerable to climate change impacts with concrete 
actions to provide outcomes and opportunities for workers and communities.

Box 2:

Just Transition as a Vital Connector

	 The just transition is 

rising to the top of the 

agenda as the connective 

tissue that binds 

together climate goals 

with social outcomes.8 
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Concerns about the employment impacts of the transition out of high-emitting 
sectors such as coal were critical to establishing just transition as part of 
policy debate and actions. Alongside growing recognition that assets in high-
emitting sectors may become stranded, the transition may also result in 
stranded workers and stranded communities, absent a socially-inclusive 
decarbonisation and regeneration process. The Paris Agreement and, more 
recently, the Glasgow Climate Pact, recognise that it is essential to achieve a 
just transition of the workforce and to create decent work and quality jobs,9 
objectives that have been championed by the International Labour 
Organization ("ILO").10 Indeed, the ILO’s 2015 Guidelines for a Just Transition 
Towards Environmentally Sustainable Economies and Societies for All are 
credited with having established a global understanding for the term  
‘just transition’.”11 

The message was reinforced at COP26 in Glasgow in a Declaration agreed 
among 15 governments and the European Union on Supporting the 
Conditions for a Just Transition Internationally.12 The Declaration recognises 
the signatories’ "role in working to ensure that no one is left behind in the 
transition to a net zero and climate resilient future" and that "the transition 
towards net zero will affect, most acutely, those in workforces in sectors, 
cities and regions relying on carbon-intensive industries and production."13 It 
also establishes a set of principles to be implemented across international 
financial and technical assistance programmes when supporting developing 
and emerging economies, which include providing support for workers in the 
transition to new jobs and the creation of "local, inclusive, and decent work." 

Box 3

ILO Leadership on Just Transition

The ILO laid the early groundwork for the just transition with its 2015 Guidelines for a Just Transition Towards 
Environmentally Sustainable Economies and Societies for All. The guidelines are based on the premise that, managed 
well, transitions to environmentally and socially sustainable economies can become a strong driver of job creation, job 
upgrading, social justice and poverty eradication. The guidelines outline principles and nine concrete policy areas for 
government action to promote and manage a just transition.

The Climate Action for Jobs ("CA4J") initiative is a multi-stakeholder partnership managed by the ILO to develop 
national just transition policies and measures, and to create decent, green jobs while pursuing ambitious climate 
action and advancing social justice.

In addition to the need to take concrete steps to protect and create more and 
better jobs as part of the transition, it has been acknowledged that it is 
important to include in the debate those communities, workers and 
consumers most affected.14 Some commentators argue that attention to social 
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concerns may lead to a drag on the need for urgent climate action;15 or 
provide an excuse for reducing climate ambition or delaying it.16 But without 
buy-in from workers and communities affected by transition strategies, 
especially vulnerable ones, the political impetus to bring about necessary 
climate action is likely to falter.17 

Importantly, as the Grantham Research Institute on Climate Change and the 
Environment notes: not only is there a principled need to connect climate 
action with questions of social justice, but there is also a powerful economic 
case. ... The prize is a more resilient economy, one that is fairer and more 
capable of withstanding shocks.”18 

B. IMPACTS AND RESPONSES
In the transition that is required to achieve net zero economies, workers and 
jobs will be significantly affected. (See Box 4 below).

Box 4

Key Transition-related Impacts on Global Employment 

The ILO has done extensive work on the employment dimensions of just transition, highlighting the  
following dimensions:19

Job elimination 
The energy transition will lead to the loss of approximately 
6 million jobs and the elimination or shrinking of certain 
industries, in particular, the extractive industries and 
energy sector, with potentially greater impact in low-
income countries.

Job transformation 
Many existing jobs will not be replaced, but will require 
workers to upskill to adapt. The lack of necessary skills 
among workers may pose challenges for job 
transformation in low-income countries.

Job creation 
An estimated 24 million new jobs will be created, including 
in sectors such as renewable energy, low carbon-intensive 
manufacturing, infrastructure projects and environmental 
goods and services.

Job substitution 
Some jobs will be substituted with similar roles that require 
updated or new skills relevant to energy transition and 
decarbonisation. For example, workers in the automotive 
sector may require retraining to work on electric vehicles 
for existing employers. 
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There is growing recognition that, beyond the world of work, the shift to a net 
zero economy will have substantial impacts on communities more broadly, 
including consumers. (See Box 5 below). Transition activities may affect not 
only local workers and communities, but may also potentially have direct and 
indirect impacts on workers and communities located in other regions or 
countries, including through supply chains.

Box 5

Examples of Other Transition-related Impacts

Transition – in activities can have human rights and social impacts  
The renewable energy sector can have similar impacts as traditional extractive industries with respect, 
e.g., to land access and use, requiring consultation and negotiation with local communities. The sharp 
increase in demand for raw minerals may have profound environmental, social and human rights 
impacts on local communities. (See Annex A).

Transitions may price out low-income consumers 
Low-income households and small and medium-sized enterprises ("SMEs") may not be able to access 
the upfront capital required to invest in transition products – electric vehicles, energy efficient home 
conversions, higher green energy costs – thereby effectively pricing them out of the transition unless 
support is available.

Pressure on land and other resources will increase  
Climate change mitigation approaches could increase competition for land and exacerbate land 
conversion, thereby disrupting communities and livelihoods.20 



WHY IS THE 
JUST TRANSITION RELEVANT
TO COMMERCIAL BANKS?
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III.	 WHY IS THE JUST TRANSITION RELEVANT TO 
	 COMMERCIAL BANKS?

Private sector investment and finance is key to mobilising the trillions of dollars 
necessary to transition to a net zero economy.21 Analysis commissioned by the 
United Nations High-Level Champions for Climate Action finds that the private 
sector could deliver 70% of total investments to meet net zero goals.22 

But what is the rationale for commercial banks to embrace just transition elements 
into their lending practices? This section identifies three key motivations for banks 
to apply a just transition lens to their climate transition-related lending activities: (i) 
the bank’s own commitments alongside stakeholder expectations; (ii) the risks of 
not doing so, especially regulatory drivers and litigation exposure; and (iii) business 
opportunity.

A.	 Just Transition Considerations are Inherent in Expectations of 
Banks and The Commitments They Make
This section proposes that applying a just transition lens to their provision of 
finance is consistent with existing expectations on banks and, in many cases, 
their own commitments to: (i) address climate change; (ii) promote sustainable 
development goals; and (iii) avoid adverse impacts on people. 

1.	Banks are Expected to Align With or are Publicly Committed to 
Relevant Internationally Recognised Principles and Standards
International sustainability, climate and human rights standards set 
expectations for both the public and private sectors. Many banks have 
made express commitments to align their business with the Paris 
Agreement, as well as to support the SDGs. All businesses, including 
banks, have a responsibility to respect human rights and many already 
reference the UN Guiding Principles on Business and Human Rights 
(UNGPs”) and the OECD Guidelines for Multinational Enterprises (OECD 
Guidelines”). Combined, these standards provide a platform to integrate 
just transition elements into their business operations and relationships.

a.	The Paris Agreement 
The core aim of the Paris Agreement is to bolster the global response to 
climate change through substantial reductions in greenhouse gas 
emissions with the goal of limiting global temperature increase this 
century to 2 degrees Celsius above pre-industrial levels and to pursue 
efforts to limit it even further to 1.5 degrees Celsius. The Glasgow 
Climate Pact includes a stronger commitment to the 1.5 degrees Celsius 
target. The Intergovernmental Panel on Climate Change has concluded 
that – to remain consistent with 1.5 degrees Celsius – [g]lobal net 
human-caused emissions of carbon dioxide (CO2) would need to fall by 
about 45 percent from 2010 levels by 2030, reaching ‘net zero’ around 
2050.”23 This science is expressly recognised in the Glasgow  
Climate Pact. 
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Achieving this goal demands a whole of economy transition and 
importantly requires that finance flows be made consistent with a net 
zero and climate-resilient pathway. Many financial institutions have 
committed to align their businesses – including their lending – with net 
zero goals through initiatives, such as the GFANZ and the UN-convened 
Net Zero Banking Alliance.24 

b.	Sustainable Development Goals
The SDGs focus on key global challenges and represent a call for action 
to end poverty and to promote policies that create economic prosperity, 
while protecting the planet and tackling social needs. Although countries 
are chiefly responsible for developing strategies for fulfilling the SDGs, 
the private sector is recognised as a vital partner in achieving their goals. 

The objectives of the Paris Agreement and the SDGs are mutually 
reinforcing and co-dependent.25 The just transition concept interlinks with 
several of the SDGs, bringing together, in particular, SDG 13 
(climate action), SDG 8 (decent work and economic growth), SDG 10 
(reduced inequalities) and SDG 7 (affordable and clean energy). 

For banks, a just transition objective provides opportunities to pursue 
climate change activities aligned with multiple goals of the SDGs. 
Instead of treating climate action and the SDGs as two separate 
agendas to grapple with, just transition concepts can serve as a bridge. 
Conversely, when thinking about how to address just transition 
considerations, the SDGs provide a framework for linking together 
climate and social considerations. 

c.	Human Rights
Climate change and climate action directly impact a wide range of 
substantive human rights (e.g., the right to life, health and food) and 
implicate procedural rights that are a pillar of sound environmental 
governance (including the right to information, participation and to a 
remedy, originally set out in the Rio Declaration).26 The Paris Agreement 
(reaffirmed by the Glasgow Climate Pact) explicitly acknowledges the 
importance of states considering their human rights obligations when 
addressing climate change. Indeed, the just transition concept is 
underpinned by international human rights principles. 



December 2021 21JUST TRANSACTIONS A WHITE PAPER ON JUST TRANSITION AND THE BANKING SECTOR

Banks, like other businesses, have a responsibility to respect human 
rights. There has been an increasing acceptance among bank regulators, 
and banks themselves, that banks should "know and show" that they do 
so within their financing operations.27 

The UNGPs are based on a "do no harm" concept that is 
operationalised through human rights due diligence processes  
to identify and address (avoid or mitigate), and account for, adverse 
human rights impacts of financing and the client activities that financing 
supports. The OECD Guidelines incorporate the UNGP due diligence 
approach across a broad range of responsible business areas that 
includes human rights and the environment. 

Although the UNGPs and OECD Guidelines do not provide a 
comprehensive framework for banks to incorporate just transition 
dimensions into their practices, they serve as a key foundational pillar. 
Through implementing these standards, and making due diligence in 
respect of climate-related lending transactions a key element of a human 
rights approach to climate change, banks can address the adverse 
impacts of these activities on people and their rights. (See Sections IV(A)
(6) and IV(C)(3) below on due diligence). New sustainable finance 
regulation reinforces the importance of these approaches. (See Section 
III(B)(1)(a) below).

2.	Banks are Committing to Initiatives Relevant to the 
Just Transition
Several initiatives explicitly explore the role of the banking sector in the just 
transition. These are developing important concepts, guidance, tools and 
case studies that provide guidance to banks and highlight opportunities for 
further work in the sector (see Box 6 on Just Transition Initiatives). 
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Box 6

Initiatives in or for the Banking Sector

Grantham Institute – Financing a Just Transition Alliance
This initiative explores a banks' role in achieving a just transition in the UK. Although place-based, it usefully draws 
out principled approaches that may be applied more widely. The Just Zero: 2021 report of the UK Financing a Just 
Transition Alliance emphasises that financial institutions can play a significant role in a just transition by fully integrating 
the environmental and social dimensions of the transition into their policies and decision-making.28 

CDC Group, et al
The CDC Group, Grantham Institute, Harvard Kennedy School, Trade & Industrial Policy Strategies (TIPS”), European 
Marketing Federation and individual contributors have developed Just Transition Finance Roadmaps in India and 
South Africa to identify "priority actions that can be taken by financial institutions to support climate action that also 
delivers positive results in terms of livelihoods and sustainable development."

ILO Social Finance Programme
Building on the ILO Just Transition Guidelines, the ILO Social Finance Programme and Green Jobs team are  
working on developing practical tools with, and for, the financial sector, particularly banks and investors, to align  
their strategies and operations with just transition objectives, and help them to optimise the impacts on people  
and communities.

Business for Inclusive Growth (B4IG”)29

This partnership between the OECD and major corporations from across the globe is not finance-specific,  
but has a Finance Forum that has chosen work on a just transition as a priority theme for action for its financial  
sector members.

UN Global Compact Think Lab on Just Transition30 
The UN Global Compact has announced the launch in 2022 of the Think Lab on Just Transition to "shape and define 
business leadership on critical issues such as the inequalities deepened by climate change and potential 
opportunities. It will engage with companies on resilience, health, and a just transition; social dialogue, good jobs and 
social implications for workers", and seek to identify key business challenges and good practice across sectors and 
regions. Although not finance-specific, bank participants in the UN Global Compact may have the opportunity to 
engage in this initiative.

Several broader sustainability and climate change initiatives in the banking 
sector do not (yet) specifically address transition impacts on people; 
however, some do lay relevant groundwork. For example, the United 
Nations Environment Programme Finance Initiative ("UNEP FI") Net Zero 
Banking Alliance Commitment includes a commitment that, in taking action 
to transition emissions from lending and investment portfolios to align with 
net zero by 2050 (or sooner), banks will "give consideration to associated 
social impacts."31 UNEP FI’s Principles for Positive Impact Finance require 
an assessment of negative social impacts when pursuing economic or 
environmental goals.32 

B. Regulatory Drivers and Litigation Risks Related to the  
Just Transition
The focus of climate risk management in the banking sector to date has been 
squarely on the risks to banks and to the financial system. This section briefly 
considers regulatory developments that support or require banks to take into 
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account and address the social dimensions of climate change, and risk that 
may emerge from litigation in this area.

1.	Regulatory Drivers
Regulatory drivers play a crucial role in fighting climate change, particularly 
as recognition grows that the free market alone will not address the issue.33 
A recent survey of banks found that the most important external  
drivers of climate risk management are climate-related regulatory and 
supervisory requirements.34 

Private sector financial institutions have called for international alignment on 
climate-related regulation35 and in doing so have invoked references to just 
transition in the context of a number of policy goals.36 The Institute of 
International Finance ("IIF") Board of Directors’ 2021 Statement on Climate 
Finance emphasised that: "[t]o support this transition to a sustainable, 
low carbon economy, it is essential to promote consensus and seek 
international alignment in sustainable finance policy and regulation."37 
The IIF’s Statement identified that: "[a] ‘just transition’ to a low-carbon 
and ultimately net zero economy will require policies that aim to reduce 
GHG emissions while promoting economic growth and job creation. 

At COP26, multiple central banks, financial regulators and supervisors from 
around the globe committed to address climate-related risks and to 
integrate climate issues into their decision-making processes. Additionally, 
the creation of an International Sustainability Standards Board ("ISSB") was 
announced,38 to develop global sustainability disclosure standards, 
including climate-related financial disclosures. These standards may evolve 
to embrace the social dimensions of the transition to net zero. 

a.	Bank Regulation and Supervision
Central Bank supervisory expectations around climate risk focus on risks 
to the banks and the financial system as a whole, rather than on 
impacts of bank financing activities on people or the planet. 
An increasing number of Central Banks recognise the financial stability 
implications of climate change. The Network of Central Banks and 
Supervisors for Greening the Financial System ("NGFS") is working on 
integrating climate-related risks into bank management supervision and 
financial stability monitoring.39 Some Central Banks have launched 
climate or green stress tests to assess how financial institutions are 
exposed to climate change.40 

In November 2021, the Basel Committee on Banking Supervision 
published a public consultation on 18 principles for the effective 
management and supervision of climate-related financial risks. 
These have a focus on assessing the materiality of climate-related 
financial risks to banks. They do not address just transition, social 
impacts or human rights or, indeed, the concept of double materiality 
(discussed at Section III(B)(1)(c) below).
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The European Central Bank ("ECB") recently indicated a shift in its 
supervisory approach that begins to lay the groundwork for a more 
inclusive assessment of risks. (See Box 7 below on ECB). At least one 
regulatory authority – The European Banking Authority ("EBA") – has 
signalled that the social dimensions of the transition are on its radar.  
In August 2021, the EBA noted that [w]hilst the EBA gives particular 
prominence to climate and environmental risks in the development of the 
ESG risk-related banking regulatory framework, it is nonetheless 
essential that institutions also take measures to advance their 
identification and management processes for social and governance 
risks, in light of their potential significant impact.”41 

Box 7

European Central Bank Expectations
Requiring Banks to Address Outward Facing Impacts on Climate and the Environment as part of 
Due Diligence

The ECB’s Guide on Climate-Related and Environmental Risks includes 13 supervisory expectations for banks for 
managing and disclosing such risks. Banks were asked to submit action plans detailing how they would bring their 
practices into line with the Guide. Most of the 13 expectations focus on risks to the banks, but Expectation 7.5 
signals an important shift: 

Institutions are expected to conduct a proper climate-related and environmental due diligence, both at the 
inception of a client relationship and on an ongoing basis. This should be understood to include the collection of 
the information and data needed to assess the vulnerabilities of exposures and investments to climate-related and 
environmental risks, notably at their inception. … Institutions are expected to be aware of their clients' impact on 
and vulnerability to climate-related and environmental aspects and of their approach to managing this impact and 
risk. Moreover, proper environmental due diligence, when appropriately acted upon, is likely to reduce reputational 
and liability risks. ... Institutions are advised to ensure compliance with the OECD Guidelines for Multinational 
Enterprises, for example. Any findings from due diligence assessments are expected to be considered in the 
decision on whether and how to engage, or continue to engage, with a client.” (internal citations omitted)

The ECB's approach incorporates several important innovations that 
other Central Banks could potentially embrace:

•	 	First, banks are expected to assess and manage risks relating to 
their clients’ impact on climate-related and environmental aspects”, 
evidencing an expansion of supervisory perspectives beyond financial 
risk to banks. This begins to align with the double materiality 
approach that is important to the just transition. 

•	 Second, the new supervisory expectation specifically references 
compliance with the OECD Guidelines and its due diligence approach, 
laying the regulatory groundwork to prompt banks to also consider the 
human rights and social impacts of the activities that they finance, to 
the extent they do not already do so.

b.	Sustainable Classification Systems / Taxonomies 
Steering capital flows towards sustainable investments is an important 
objective of sustainable finance. Governments and other initiatives 
around the world are developing classification systems – "taxonomies" – 
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to define what is sustainable and by implication, what is not. Separating 
investments that provide genuine contributions to sustainability from 
those that only claim to do so (often referred to as "greenwashing").42 
Taxonomies set performance thresholds for economic activities  
across a wide range of industries that must be met to be  
considered "sustainable." 

The EU has led the way with the EU Taxonomy for sustainable 
activities.43 Under the EU Taxonomy Regulation, to qualify as 
"environmentally sustainable", an economic activity must make a 
substantial contribution” to at least one of six environmental objectives, 
while ensuring that the activity will do no significant harm” to any of the 
five other objectives and meeting certain "minimum safeguards." (Art. 3) 

The EU's Taxonomy approach is relevant to the evolution of just 
transition policies and practices for several reasons, including: 

•	 	First, the minimum safeguards that an economic activity must meet to 
qualify as environmentally sustainable” include alignment with specified 
international human rights standards, including the OECD Guidelines, 
the UNGPs, core international human rights treaties and ILO 
Conventions (Arts. 3(c) and 18). This sets the important precedent 
that, to qualify as sustainable, any human rights impacts related to the 
activity must be identified and addressed. By linking the Regulation’s 
environmental objectives to human rights and responsible business 
conduct standards, the Taxonomy presents an approach that can be 
drawn on when implementing transition policies that take account of 
social impacts.44 

•	 Second, in summer 2021, the EU launched a consultation on 
developing a social taxonomy”45, which explicitly refers to the need for 
investment in a just transition. Notably, qualifying investments under 
the social taxonomy could support activities relevant to the just 
transition (e.g., providing training and development opportunities and 
economic infrastructure for regions affected by transitions out, etc.).46 

•	 Third, there is an increasing focus on ensuring that taxonomies are 
"transition enabled".47 The EU launched a consultation in summer 
2021 on extending the taxonomy to cover transitions, in order to 
counter the perception of some that its existing taxonomy creates a 
binary system (in or out), that could limit the availability of finance for 
non-green but important transition activities.48 The goal is to make 
financing more available to support businesses that are transitioning 
towards a more sustainable business model, but whose activities fail 
to meet the current test of "significant contribution" to environmental 
objectives and, consequently, may now experience restricted access 
to capital. The idea is to make transition finance more widely available, 
whilst not diluting incentives to "go green". The very purpose of this 
more nuanced approach and the effect of taking these considerations 
into account should be to extend access to finance to a much  
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wider range of businesses whose activities may directly support a  
just transition.

c.	Double Materiality is of Emerging Importance 
The EBA addresses double materiality in its Report on Environmental, 
Social and Governance ("ESG") risks management and supervision, 
which focusses on the resilience of institutions to the potential financial 
impact of ESG risks across different time horizons.”49 

Box 8:

What is Double Materiality? 

"Financial materiality (outside-

in) – which may arise from the 

impact of ESG factors on a 

company’s [or bank’s] economic 

and financial activities throughout 

their entire value chain (both 

upstream and downstream), 

affecting the value (returns) of such 

activities; and

Environmental and social 

materiality (inside-out) –  

which may arise from the impact of a 

company's [or bank's] economic and 

financial activities on ESG factors, 

which could in turn become 

financially material when this impact 

affects the value (returns) of the 

company's activities." (emphasis 

added)50 

The EU guidance on climate-related disclosure addresses both financial materiality and environmental and social 
materiality and states that: "[t]hese two risk perspectives already overlap in some cases and are increasingly likely 
to do so in the future. As markets and public policies evolve in response to climate change, the positive and/or 
negative impacts of a company on the climate will increasingly translate into business opportunities and/or risks 
that are financially material."51 

Double materiality disclosure is becoming a reality. For example, France 
introduced a law in 2016 requiring institutional investors, but not banks, 
to report annually on both their climate related exposure and climate 
change mitigation policy.52 Switzerland has announced that it will adopt 
mandatory climate disclosure rules with a double materiality approach.53 
The European Commission initially introduced the double materiality 
concept as part of the Non-Binding Guidelines on Non-Financial  
Reporting Update to its Non-Financial Reporting Directive.54 More 
recently, the EU Sustainable Finance Disclosure Regulation ("SFDR") 
and proposed draft Corporate Sustainability Reporting Directive 
("CSRD") that will revise the existing Non-Financial Reporting Directive 
requirements that focus on non-financial as well as financial data and 
outward-facing issues important to scrutinise the sustainability of 
business models.55 

These current and proposed laws are important for just  
transition discussions: 

•	 First, double materiality requirements are an important complement – 
or counterpoint – to the more limited disclosure requirements under 

Double 
materiality 
captures 

both
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the Financial Stability Board Task Force on Climate-related Financial 
Disclosures ("TCFD") Framework and several of the other emerging 
climate or sustainability disclosure frameworks that focus solely on 
financial materiality.56 As a just transition involves addressing the 
impacts of climate change measures on people, the double-materiality 
approach is crucial.

•	 Second, they mandate disclosure on how businesses are handling 
climate change and social matters, including human rights. This lays 
the groundwork for businesses to manage and report on impacts that 
are central to worker and community rights in an integrated and 
coherent way.57

d.	Mandatory Human Rights and Environmental Due Diligence
Mandatory human rights and environmental due diligence requirements 
are becoming a key feature of the regulatory landscape when it comes 
to identifying and addressing human rights and climate-related risks. 
Crucially, these requirements aim to give binding effect to core aspects 
of the responsibility to respect human rights reflected in the UNGPs, 
and the OECD Guidelines’ expectations of human rights and 
environmental due diligence. Due diligence undertaken in accordance 
with these frameworks – whether as a reflection of banks’ existing 
commitments and stakeholder expectations or in anticipation of 
mandatory measures – should support policies on just transition.

Several jurisdictions, including Belgium, France, Germany, the 
Netherlands, Norway and Switzerland have adopted, proposed or are 
considering mandatory human rights and environmental due diligence 
laws.58 Importantly, the EU is expected to issue draft legislation in 
February 2022 mandating human rights and environmental due diligence 
throughout a company's value chain.59 It is expected that the legislation 
will apply to all large undertakings governed by EU law or established in 
the European Union, and to non-EU entities providing goods or services 
into the EU market, including those that provide financial services.60 While 
it may not take effect for some years, banks within scope may be 
expected to start adapting their processes now to ensure that they are 
compliance-ready. 

These legislative measures are significant: 

•	 they provide important regulatory underpinnings for a just transition by 
requiring attention to both the environment and human rights; 

•	 	they also reinforce the importance of addressing impacts on the 
environment and people – the inside-out dimension of double 
materiality; and

•	 	they point businesses and banks towards due diligence as the tool for 
identifying, assessing and devising responses to climate transitions 
that are consistent with community and worker concerns. 
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Due diligence will not be the only approach banks will need to use, but 
it is an important one. 

It remains uncertain what the enforcement and liability consequences 
relating to the due diligence requirements under the new EU regime will be, 
but EU-wide mandatory human rights and environmental due diligence 
requirements that extend to banks will certainly affect both market practice 
and accountability around social and environmental risks associated with 
financial services, including those purporting to support a just transition. 

2.	Litigation Risk
Climate change litigation is increasing across many jurisdictions and raises 
the spectre of litigation (and even liability) risk for financial institutions and 
others.61 To date, there have been over 80 climate change-related claims 
against corporates worldwide, including about 10 claims against financial 
institutions.62 Corporations including financial institutions also face increasing 
human rights litigation risks.63 This trend is gaining momentum on the back 
of codification into hard law of previously "soft law" standards (e.g., the 
UNGPs and OECD Guidelines)64 (see Section III(B)(1)(d) above on due 
diligence) and some courts’ willingness to draw on these standards as a 
source to inform the existence, scope and nature of companies’ duties 
towards third parties who may be affected by their operations.65 It is now 
clear that climate change is a human rights issue, and these two strands of 
litigation risk are converging to create a two-pronged exposure for 
corporations, including banks. 

Litigation (and regulatory enforcement) risk may be associated with both 
failure to disclose or misrepresentation of climate change risk exposures or 
impacts. Greenwashing is emerging as a key focus of regulators and similar 
bases for scrutiny may well arise across areas of financial activity and 
product development. Social washing, transition washing and just transition 
washing may not lag far behind. NGOs and other civil society organisations 
and activists seek opportunities to use litigation as a lever to drive increased 
business accountability as well as more rapid regulatory change. 

To date, there has been limited reference to the concept of the just transition 
or its principles in climate change-related litigation. However, commentators 
suggest that this will become more prominent as action to meet climate 
targets under the Paris Agreement increasingly impacts workers and 
communities.66 There are clear intersections with broader scrutiny of the 
human rights impacts associated with renewable energy: just because a 
project is green does not imply broader sustainability, or that it contributes 
to positive social outcomes for some without human rights impacts on 
others.67 Such risks are important factors to consider when creating just 
transition frameworks and governance structures. Institutional policy 
coherence accompanied by effective due diligence practices that are 
consistent with stated commitments on both climate and human rights 
could serve as important mitigants.
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C.	 Just Transition Considerations are Central to New Business 
Opportunities and Banking Products
While the financial resources needed to fund the transition to net zero are 
enormous,68 it has also been called the greatest commercial opportunity of our 
age.”69 The market is beginning to recognise the scope of this opportunity. 
Demand is growing for green, social, sustainable and other forms of ESG 
financing; products carrying these labels are becoming important sources of 
capital for corporates and other borrowers.70 Their important role in supporting 
just transitions is discussed in Section V(B)(1). 

The need for "transition finance"– i.e., financing specifically designed to 
support companies in high-emitting, hard-to-abate sectors (e.g., aviation, 
shipping, cement and steel) in their transition towards net zero emissions – 
is also clear.71 It is important for these sectors to transition rapidly and 
effectively, and they need financial support to get there. Transition financing 
can provide a bridge as they take steps to become low carbon emitters. The 
EU Platform on Sustainable Finance has noted that it is critical that banks 
encourage their clients to undertake the necessary steps – including investing 
in upgrading their plants and assets – to transition to sustainable activities and 
voluntarily disclose these plans and increase their transparency to attract 
private investments.”72 (See Section V(B)(1)).

Other types of finance will also play a crucial role. Public sector funds, 
including those channelled through DFIs (see Section IV below), will be 
important to achieve just transition outcomes, as these will be required to 
address large-scale transformation of regions reliant on high-emitting 
industries. Products offered by investors, such as specific transition funds, 
that are now offered to the commercial market,73 and impact investing, are 
likely also to play a role in financing just transition activities in specific sectors  
and contexts.

For the banking sector, these developments offer an opening both to build on 
existing products designed to finance climate-related activities, and to develop 
new innovative just transition financial products that respond specifically to the 
social challenges and opportunities inherent in the transition towards net zero. 
Some emerging financial products and services that could support a just 
transition are set out in the table at Annex B. 
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IV. 	WHY ARE DEVELOPMENT FINANCE 
	 INSTITUTIONS IMPORTANT?

A.	 Mobilising Climate Finance and Championing the 
Just Transition Agenda
DFIs play a key role in driving capital flows and investment towards achieving 
net zero goals. DFIs’ mandates frequently direct them to promote sustainable 
and inclusive growth while protecting the environment, positioning them to 
champion integration of social considerations in financing and creating  
the potential for collaboration with commercial banks to achieve just  
transition goals. 

During 2021, DFIs were called on by governments to prioritise mobilising 
private capital towards supporting developing countries in the transition.74 
For example, the G20 Sustainable Finance Roadmap in October 2021 
called on DFIs to support "just climate transition of their clients" and to 
mobilise private finance.75

DFIs themselves are embracing their role in contributing to a just transition.  
In 2020, 450 public development banks have pledged to "take into account 
the imperative of a just, inclusive and rights-based transition" as part of their 
strategy to build back better from COVID-19.76 The European Development 
Finance Institution's ("EDFI") Statement on Climate and Energy Finance 
commits to "invest strategically and provide assistance to our clients to 
support the development of Paris-aligned projects, and to promote green 
growth, climate adaptation and resilience, nature-based solutions, access to 
green energy, and a just transition to a low-carbon economy."77 At COP26, 
several multilateral DFIs took the commitment an important step further, 
issuing a more specific set of MDB Just Transition High-Level Principles” that 
articulate how they will support a just transition.78 

B.	 Leading by Example Through Developing Programmes and 
Strategies Around a Just Transition
Some DFIs have started to develop specific strategies and programmes 
around a just transition. Given the dependence of many countries in the wider 
European region on high-carbon energy production and energy-intensive 
industries, it is not surprising that both the European Bank for Reconstruction 
and Development ("EBRD") (see Box 9) and the European Investment Bank 
("EIB") have among the most advanced, publicised approaches.

Box 9

EBRD’s Just Transition Initiative Aligns With its Green Economy Transition Approach and Economic 
Inclusion Strategy

The EBRD works with clients with high-carbon assets to transition to a low-carbon economy, including through 
targeting the reconversion of high-carbon assets, as well as on remediation and rehabilitation of land, and green 
investments that create opportunities for employment. It also supports workers affected by the transition process 
through reskilling and enhancing entrepreneurship, as well as regional economic development.
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The EIB is integrating social dimensions into its ambitious plan to become the 
EU’s climate bank. The EIB Group’s Climate Roadmap establishes a 
framework for supporting transitions, including through the EU Just Transition 
Mechanism for countries inside the EU (Box 10). For countries outside the EU, 
its Climate Roadmap envisages, the EIB investing in projects that simultaneously 
support the transition and improve socio-economic development.

Box 10

EIB’s Integration of Just Transition Factors into its Climate Roadmap79 

The EIB is undertaking a comprehensive review of its Environmental, Climate and Social Framework including revising its 
Environmental and Social Policy and its Environmental and Social Standards, which outline requirements that a promoter 
must meet in developing and implementing EIB-financed projects. Alignment with the "Do No Significant Harm" and 
"Minimum Social Safeguards" principles of the EU Taxonomy Regulation will be an integral part of this revision.

Another prominent example is the United Kingdom’s CDC Group which made 
just transition one of the three pillars of its climate change strategy and is 
integrating this approach into its investment processes. CDC has committed 
to direct 30% of its investments towards climate finance, and to take action 
towards a just transition by ensuring gender diversity, skills development, 
social inclusion and respect for workers’ rights and promoting the creation of 
new jobs.80 (See Box 11).

Box 11

CDC’s Just Transition Initiatives

In early 2021, CDC and its partners launched the Just Transition Finance Roadmap ("JTFR") in South Africa and India 
with the goal to mobilise capital aligned to the just transition in South Africa and India by signalling where future 
investment and financing is needed (e.g. coal-dependent regions) and how these investments and financing should be 
undertaken to maximise social and economic benefits.” (See Box 6 above) 

As an example of its approach, CDC's $230m total equity investment in Ayana Renewable Power, a green energy 
infrastructure company in India, included funding for training and skills development for local women and youth to upskill 
them for jobs in renewable power plants in Rajasthan at Ayana and other local green energy projects.

C.	 DFI Collaboration with Commercial Banks Presents Opportunities 
for Learning and Access to Funds
While appreciating the different status and role of DFIs (which are mandated 
to achieve specific purposes with either multilateral, bi-lateral or single 
government backing), commercial banks may be able to benefit from, and 
draw on both, funding and best practices developed by these institutions to 
address just transition issues. 

1.	DFI Approaches and Tools to Address a Just Transition May 
Contain Useful Examples for Commercial Banks 
DFIs are pursuing various practical approaches to promote a just transition, 
including: developing just transition roadmaps that address both transitions 
out and transitions in; providing technical assistance to governments on 
financial inclusion, decent work and employment creation; and developing 
tools and approaches that take account of transition-related social impacts. 
Where documentation is available to commercial banks, DFI approaches 
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can set examples for commercial banks or generate information that 
commercial banks could use when building their own just transition 
strategies and initiatives. 

DFI Assessments, Analyses and Roadmaps. DFIs have developed 
specific country-based diagnostics and plans that can provide an important 
starting point for banks operating in the markets covered. As a baseline, 
they can establish the just transition approach in client countries and 
identify financing needs.81 (See Box 12 below on Just Transition Diagnostics 
and Financing Roadmaps). 

One strength of DFI just transition plans and roadmaps is that they are 
typically developed through multi-stakeholder approaches so that the 
analysis of trade-offs and findings have been tested with those most likely 
to be impacted, providing legitimacy to suggested approaches. 

Box 12:

Just Transition Diagnostics and Financing Roadmaps

The EBRD’s Just Transition Diagnostic requires a regional assessment involving:

Screening to identify 
vulnerable sectors, 
assets and groups

Assessment 
of the potential 

for green economy 
transition, supporting 
affected workers and 

economic 
development

An assessment of 
existing plans

The Diagnostic also comprises a Just Transition Action Plan setting out policy and investment activities to address 
transition challenges, disaggregated between those that the EBRD can lead and those for other actors. 

DFI Due Diligence Standards and Risk Management Tools. Many DFIs 
have environmental and social policies ("E&S Policies") and accompanying 
risk management systems ("E&S Risk Management Systems") that cover 
environmental and social due diligence of clients, and typically a set of 
environmental and social ("E&S") performance standards and requirements 
for clients. Some DFIs have implemented due diligence and other tools to 
assess environmental, social and human rights risks and impacts that may 
be a useful reference point for commercial banks in appropriate contexts. 

Launched in 2003, the Equator Principles are intended to serve as a 
common baseline for private sector financial institutions to identify, 
assess and manage environmental and social risks when financing 
defined projects.82 The Equator Principles drew on the IFC’s Performance 
Standards on Environmental and Social Sustainability and recently were 
revised to align more closely with the UNGP with respect to human rights 
issues. While neither the IFC Performance Standards or the Equator 
Principles specifically address a just transition, they provide certain tools for 
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addressing social issues at a project level that may inform banks’ 
development of bespoke just transition approaches to finance in relevant 
contexts.

2.	There are Opportunities for Commercial Banks to Access Public 
Funds and Invest Alongside DFIs 
Funding needs will vary significantly depending on the geographic scale, 
sector, timeline and scope of transition changes needed. More significant 
programmes and projects are likely to require public sector financing, 
together with the use of blended finance models. DFI participation is 
important because:

•	 DFIs can draw upon a wide range of financial instruments and 
tools, many of which commercial banks can benefit from in 
blended finance models. These include guarantees, political risk 
insurance, partial credit guarantees to mitigate investment risks, 
concessional risk-sharing through extended tenors, grace periods and / 
or below-market interest rates, necessary credit enhancement or first 
loss support against a fee, equity investment, policy-based lending and 
intermediated finance to deliver scaled finance through tailored 
instruments. The particular purpose and structure of DFIs permits new, 
higher-risk approaches for just transition-related funding. For example, 
DFIs can leverage grants to improve the commercial viability of projects 
that demonstrate potential for positive social impact that would not 
otherwise be commercially viable. 

•	 DFIs are developing innovative financing structures. DFIs are 
developing new approaches to fund transition-related activities, while 
taking into account their social impacts. There may be opportunities for 
commercial banks to participate through commercial and concessional 
finance. (See Box 13).

Box 13

Example of DFI Innovative Funding Structures

The Asian Development Bank is reported to be joining with a number of financial institutions in a 
public-private partnership to speed the closure of Asia’s coal-fired power plants in order to lower 
the biggest source of carbon emissions. Thomson Reuters reports that "the group plans to create 
public-private partnerships to buy out the plants and wind them down within 15 years, far sooner 
than their usual life, giving workers time to retire or find new jobs and allowing countries to shift to 
renewable energy sources."83 

The proposed scheme will comprise a mix of equity, debt and concessional finance, using 
blended finance for the carbon reduction facility that "would buy and operate coal-fired power 
plants, at a lower cost of capital than is available to commercial plants, allowing them to run at a 
wider margin but for less time in order to generate similar returns. The cash flow would repay debt 
and investors." Another facility would focus on renewables and storage to take over the energy 
load from the coal plants.



December 2021 35JUST TRANSACTIONS A WHITE PAPER ON JUST TRANSITION AND THE BANKING SECTOR

•	 DFIs can access other sources of public finance, including 
dedicated pools of transition funding. The EU’s Just Transition 
Mechanism was created to provide targeted support from 2021-27 in the 
EU regions most affected by the transition. The EIB will distribute funds 
through several different financing vehicles.84 (See Box 14).

Box 14

EU’s Just Transition Mechanism 

The EU's Just Transition Mechanism will provide support to EU Member States, focussed on regions that are the 
most carbon-intensive or with the most people working in fossil fuels. The mechanism is based on three pillars, with 
some of the funding made available through the EIB. 

Pillar 1 Pillar 2 Pillar 3

A new Just 
Transition Fund will 
support the 
economic 
diversification and 
conversion of 
affected regions.

Within the existing 
InvestEU 
programme, a Just 
Transition scheme 
will provide 
budgetary 
guarantees to 
mobilise EUR 10-15 
bn in mostly private 
sector investments. 

A new Public 
Sector Loan 
Facility will combine 
EUR 1.5 bn in grants 
financed from the EU 
budget with EUR  
10 bn of loans from 
the EIB.

Under Pillar 2, budgetary guarantees are implemented by "Implementing Partners" (such as the EIB) which provide 
direct or intermediated financing to the final beneficiaries. Commercial banks can participate as Financial 
Intermediaries, who will be selected by Implementing Partners when they need to implement the budget under 
intermediated financing. 

•	 DFIs can channel multilateral climate funds. Some DFIs can access 
certain climate funds and potentially co-finance with the private sector in 
making climate investments that are consistent with a just transition. 
For example, the Climate Investment Funds, which disburse funds 
through the multilateral development banks (MDB”s), have an active just 
transition programme.85
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V.	 WHAT MEASURES CAN COMMERCIAL BANKS 
	 IMPLEMENT TO TAKE ACCOUNT OF A JUST 
	 TRANSITION IN THEIR FINANCING?

Just transition has recently emerged on the banking agenda, with COP26 
providing important impetus. Setting just transition strategies will require banks to 
identify what they will finance, what they will not finance, and what conditions they 
will impose on clients in different sectors who are transitioning out of or 
transitioning into specific activities. This is where the "rubber will hit the road" 
when it comes to integrating commitments designed to facilitate the transition to 
sustainable net zero economies, while minimising the potential adverse social and 
human rights-related impacts of that transition. Banks will need to consider 
carefully the articulation of their just transition strategies and how they will be 
operationalised within the bank’s policies, governance and business activities. In 
the context of increased transparency expectations, disclosure requirements and 
stakeholder pressure, banks will have to be able to articulate the basis for their 
strategy, their approach to meeting it and to ensure that practice reflects rhetoric. 

In this moment of conceptual construction, banks are taking different starting 
points or lenses to inform the evolution of their just transition approaches.  
Some lenses that need to converge around just transition include the following:

Climate change – should just transition be added to existing 
climate finance approaches and how will it fit into broader climate 
risk management?

Risk management – how should just transition be made an 
additional dimension to consider within E&S risk management 
frameworks, which are relatively well embedded in many banks? In 
a just transition context, they need to be well coordinated with other 
processes within the diligence of financing proposals.

Human rights – how should human rights policies be adapted or 
supplemented to account for just transition and how will this be 
carried through into specific transactional contexts (e.g., where 
issues such as land-use concerns in renewable energy projects 
arise)? Given the human rights impacts of climate change, how can 
institutions balance potentially competing impacts and rights within 
transition-related financing?

Fairness to customers – does the bank’s approach to this require 
adaptation, particularly with respect to vulnerable customers – an 
issue of particular importance for cooperative banks and those 
dealing with retail customers? 

To date, there is limited specific guidance for the financial sector on addressing 
just transition-related issues in their operations. The Grantham Institute’s report on 
"Financing climate action with positive social impact: How banking can support a 
just transition in the UK" highlights a series of recommendations for banks and the 
UK government on developing a purposeful and systematic approach. These 
principles should be broadly transferrable beyond the UK context. (See Box 15). 
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Box 15:

Grantham Research Institute on Climate Change and the Environment Consolidated Recommendations to 
Banks on Incorporating an Approach to the Just Transition86 

Leadership: Board and 
senior executive 
leadership commit to 
ensure that the just 
transition is incorporated 
into institutional strategy 
and culture, identifying 
roles for the Chair, 
Non-Executive Directors 
and the operation of 
board sub-committees.

Strategy: Outline a clear 
institutional action plan for 
how the bank plans to 
operationalise the just 
transition. This should 
cover culture, governance, 
risk, opportunity, 
compliance and the 
treatment of customers. 
The strategy should 
identify clear financial 
targets and be 
accompanied by training 
and awareness-raising 
among staff. Milestones 
and metrics can then link 
progress against targets 
to financially reward and 
remunerate bank 
employees, including 
senior executives.

Place: Work with key 
stakeholders in different 
geographical areas to 
respond to the diverse 
needs for achieving the 
just transition. Banks can 
play the role of anchor 
financial institutions; for 
example, by helping to 
finance place-based 
climate action in both rural 
and urban settings.

Partnership: Engage in 
dialogue with government, 
business, trade unions 
and civil society to listen 
to emerging needs and 
develop breakthrough 
partnerships: for example, 
to deliver blended 
finance solutions.

Purpose: Make the just 
transition central to the 
bank's core purpose and 
culture, embedded in 
strategic objectives and 
the business model.

Customers: Serve 
customers by developing 
a core portfolio of financial 
products and services 
that contribute to 
achieving net zero in a 
socially inclusive manner. 
Banks have the 
opportunity to serve 
customers by developing 
sector-specific and 
customer-specific 
expertise. This would 
enable them to become a 
trusted partner in the net 
zero future to retail 
customers and 
households, small 
businesses, corporations 
and investors as well as 
the public sector.

Policy: Engage actively 
with policymakers to 
encourage the right 
enabling environment for 
the just transition and 
promote system-wide 
innovation, including 
through economy-wide 
policies, financial 
regulation and public 
finance initiatives.

Accountability: Report 
on progress against just 
transition goals in the 
Strategic Report in the 
firm's Annual Report and 
Accounts and include the 
social dimension in its 
climate-related financial 
disclosures.

The Climate Safe Lending Network has developed guidance for banks on creating 
effective climate transition plans – the guidance indicates that taking account of 
just transition is an integral element of a bank transition plan.87
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A.	 Operationalising the Just Transition in Banks’ Internal Governance 
and Systems
Effective action within commercial banking in support of a just transition 
self-evidently requires leadership from the top, coherent strategies, policies 
that articulate how the bank will convert strategy into practice, and the right 
people, systems and tools to deliver implementation into financial 
transactions. These collectively will support robust practices as well as 
compliance with emerging regulatory imperatives, including around due 
diligence and disclosures. 

1.	The Right People
a.	Leadership From the Top 

Climate change has numerous implications for board governance, 
including the need to assign formal board oversight, appoint climate 
competent directors and ensure that sufficient, qualitative data is 
available to allow directors to make informed decisions. A focus on the 
social dimensions of climate change may require some recalibration to 
ensure appropriate board attention to the full sweep of potential impacts 
of the climate transition and to craft a coherent strategy towards 
achieving the bank’s just transition-related objectives. It is now vitally 
important to link up the E, S and G dimensions to anticipate and 
address the range of future risks and opportunities. 

b.	Assigning Responsibility at a Senior Level Across 
Relevant Functions
Implementation of just transition objectives will require clear allocation of 
responsibilities for identifying, assessing and pursuing opportunities while 
effectively managing risks. To date, it is not clear that systematically 
integrated approaches operate within many banks to marry climate 
change action with, for example, human rights risk mitigation. Just 
transition ambitions may accelerate the need for new multidisciplinary, 
cross-functional teams. Connectivity across functions and within 
decision-making is essential to addressing just transition considerations. 

c.	Ensuring Employees Have the Necessary Skills 
At the operational level, banks will need staff with expertise and new skill 
sets to pursue just transition objectives. The Green Finance Institute has 
launched an initiative to address the climate skills needed in finance,88 
and some banks are actively working to build leadership and staff 
capacity. Just transition of this nature poses particular challenges and 
dilemmas that personnel will be called upon to navigate. Some banks 
may find that there is a lack of available technical and financial expertise 
around understanding the potential risks to, and impacts on, people that 
might arise from transition-related financing, especially given how 
specific these considerations can be to industries, activities and regions. 
Training opportunities will be needed to equip bank staff with skills to 
support products and services that are inclusive and build resilience, as 
well as on the green dimensions of the transition. Identifying resource 
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and expertise gaps early and ensuring that these are filled will be 
important in building competence. 

2.	The Right Strategies 
a.	Bank Climate Strategies Can Account for Social Impacts 

A 2020 benchmark survey of 20 European banks found that "[t]he idea 
of ensuring a just transition is generally not yet reflected in banks’ 
climate strategies."89 Encouragingly, the survey found that "55% of banks 
state that their climate strategy considers the human and labour rights 
impacts of climate change, in line with a just transition." Additionally, the 
survey indicates that 20% of banks are planning to integrate just 
transition considerations into their strategies. A few banks refer to the 
shift from climate threats to opportunities that bring benefits to people 
and planet and acknowledge that transition-related measures need to 
respect the human rights of those directly affected. 

Climate change strategies must be specific to be effective – setting, 
disclosing and implementing precise strategic objectives. To develop 
those objectives, banks need to consider highly technical climate 
change scenarios and projections (see also Section V(A)(5) below on 
tools). In order for just transition strategies to be successful, they should 
also take account of the long-term socio-economic and social 
implications of just transitions. Different approaches and imperatives may 
emerge across a bank’s portfolio of clients and products depending on 
factors such as the nature and location of clients, the mix of investment 
banking, corporate and retail clients and the regulatory regime to which 
the institution is subject. 

Box 16 sets out some of the strategic choices that banks face in their 
transition financing decisions and a selection of the social and human 
rights considerations and related implications that these raise. 

Box 16:

Strategic Financing Choices and Just Transition Implications

Strategic Financing Choices Just Transition Considerations / Implications

Projects / sectors that support the transition into low-
carbon and zero-carbon investments: Numerous banks 
are making specific financial commitments to support the 
transition with new green products; through financing 
renewables investments, natural capital projects, green jobs 
creation, disruptive technological innovation for climate 
solutions; and addressing economic and social inequalities.

The ILO's Green Jobs Programme highlights the myriad 
opportunities for developing green and decent jobs as part of 
transitions, both at a policy level and through detailed country 
assessments. However, the development of sectors necessary 
for the transition in may be accompanied by negative 
environmental and social impacts. Banks should ensure that 
they are equipped to identify these (e.g., through human rights 
due diligence) and consider appropriate ways to address the 
potential harm to people and communities that may be inherent 
in some transition in sectors.
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Box 16:

Strategic Financing Choices and Just Transition Implications

Strategic Financing Choices Just Transition Considerations / Implications

Transition out – exclusion of projects / sectors from 
future financing: Many banks have "exclusion lists" or 
policies – identifying sectors and activities they will not finance. 
These often are driven by a combination of international laws, 
principles and standards and stakeholder pressure. 
Commercial bank exclusion lists increasingly cover climate 
change exclusions, particularly coal; it is expected that these 
lists may expand as knowledge and awareness of harmful 
activities and their impacts deepen. 

Specific attention should be paid to the impacts of exclusion 
policies on workers and communities in sectors from which 
finance will be withdrawn. Some DFIs, like CDC, combine 
decisions to exclude fossil fuel investments going forward with 
exceptions for providing support to impacted workers and 
communities in those sectors. While commercial banks and DFIs 
have differing roles, responsibilities and leverage, banks will 
need to consider how their financing policies can match their 
just transition commitments.

Divestment from projects / sectors: Divestment from 
emissions heavy industries without related efforts to reduce 
production can lead to assets simply being moved around, 
potentially to less transparent parts of the financial sector. 

•	 Responsible exit strategies are needed to avoid unintended 
environmental and social impacts from climate-related 
divestments, and to support workers and communities. 

•	 A bank financing an exit or closure should seek to identify 
associated adverse human rights impacts (including, for 
example, job losses) and consider appropriate steps to 
address those (including requesting impact mitigation plans 
from clients).

Projects / Sectors that will be supported subject to 
specific conditions: Business clients across sectors will 
need to improve their energy efficiency, shift fuel resources, 
adopt new technologies, adapt new resilience techniques, etc. 
with hard-to-abate sectors a priority. Banks are developing 
specific conditions and criteria for clients to continue to 
access finance, consistent with climate action strategies. 
Transition plans – setting out a company's targets and 
planning for the energy transition – may become a 
requirement in certain jurisdictions for certain corporates, 
including banks.90 

A good transition plan should set out a client's plans both to 
address operational changes necessary to reduce emissions, 
but also how it will prepare its workforce and address impacts 
on local communities. Some DFIs are conditioning financing on 
just transition criteria (see Section IV(B)) and other initiatives are 
developing guidance on "good" transition plans. For example, in 
October 2021, the TCFD released a new guidance document 
on climate-related metrics, targets and transition plans.91 The 
guidance discusses the features of an effective transition plan, 
including that it should be aligned with the organisation's 
strategy, anchored in quantitative elements, including climate-
related targets and metrics, subject to effective governance 
processes, articulate specific initiatives, credible and reported 
annually to stakeholders, and anchored in quantifiable and 
measured data. The guidance also sets out a table with 
elements appropriate to include in a transition plan. These 
elements do not cover any social dimensions.

Projects / Sectors requiring clients to build resilience: 
Depending on the type of bank, clients may need support to 
build resilience to climate change. For example, agricultural 
banks, building societies and mortgage lenders will need to 
work alongside clients to support their emissions mitigation 
and climate adaptation measures.

For building societies and other mortgage lenders, many of their 
clients will need energy efficiency retrofits or appropriate flood 
insurance. These banks will face the challenge of creating new 
financing products and approaches to ensure that low-income 
customers are not excluded, since this would be contrary to the 
goals of a just transition and would also undermine a bank's 
client base, potentially threatening its own viability. 
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b.	Strategies Should Cover the Full Scope of Products and Activity
Although this paper focuses on debt finance, bank commitments to net 
zero (which include scope 3 plus financed emissions”) envisage that 
bank climate policies encompass the full scope of their strategies and 
financing activities – e.g., arranging, lending, underwriting and investing 
– rather than limiting these to certain aspects of their portfolios. Equally, 
the increased focus on a just transition is likely to create expectations 
that a portfolio-wide approach will be replicated within strategies and 
policies to address the social dimensions of climate change as well. 

3.	The Right Policies 
Banks’ financing strategies that incorporate just transition considerations 
need to be embedded into policies that present a roadmap for integrating 
such considerations into decision-making processes, management systems 
and actions. 

a.	Banks Should Consider Adopting Just Transition Policies
Banks’ climate change commitments frequently require them to adopt 
policies concerning the types of clients and projects to which the bank 
will and will not lend, and the conditions for doing so. Many banks have 
related policies on the ways in which their financing activities should 
support the SDGs. Increasingly, banks also accept that their 
responsibility to respect human rights involves them adopting specific 
policies in this area.92 This Paper has highlighted the imperative for 
coherence between these policies and their potential to coalesce in 
areas of new policy commitment, such as just transition. 

Adopting a commitment to the just transition as part of banks’ policy 
commitments would send a clear signal that the bank recognises and 
intends to address interlinked climate and human rights impacts in an 
integrated fashion. The full scope of what a "good" policy looks like in 
this respect is a work in progress. It will also depend upon the nature of 
the bank’s business and customer base: different considerations will 
apply to investment banks, lending arms of commercial banks, 
cooperative banks and social purpose banks, for example. However, it is 
possible to identify several core goals for a meaningful just transition 
policy commitment (see Box 17 on Just Transition Policies). 
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Box 17:

What Should a Good” Just Transition Policy Do? 

Recognise that a just transition is an essential element of transitioning to net zero.01

Be coherent and integrated with the bank’s climate change, environmental, human rights, 
and sustainability-related policies. (See Box 18).02

Describe the bank's commitment to support a just transition and integrate social considerations into its 
climate-related financing.03

Confirm that the bank, when providing transition-related financing, will consider – and expect its clients to 
consider – the social and human rights impacts of funded activities, thus going beyond the TCFD 
framework (see Section V(A)(6) below).

04

Identify those within the bank to whom the policies apply and allocate areas of responsibility for 
implementation across the spectrum of client relationships, products and services covered.05

Require that clients’ transition plans consider impacts on workers, and other relevant groups, such as 
communities and customers.06

Identify the bank’s approach to assessing and measuring the outcomes of implementation of its policy 
including identification and action on risks.07

Be developed with input from relevant stakeholders (experts and potentially impacted groups).08

Commit to developing new products that specifically support positive social opportunities around the 
just transition.09

b.	Just Transition Policies Can be Aligned and Integrated with Other 
Bank Policies
It is of particular importance that banks: (i) align their climate and human 
rights policies, and integrate them into, other relevant bank policies 
(such as those listed in Box 18); (ii) build synergies among policies and 
the teams that support them; and (iii) run a "coherence check" to ensure 
that other policies do not undermine just transition objectives  
and commitments. 
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Box 18:

Integrating Just Transition Considerations into Other Bank Policies

Related Bank Policies Basis for Integrating Just Transition Considerations

Sustainability Policy A Sustainability Policy or specific SDG Policy might provide a broad framework for linking 
the social dimensions of the transition to the environmental aspects.

Sectoral policies Specific sectoral policies that address, e.g., carbon-intensive industries or the renewable 
energy sector, provide opportunities to address specific just transition impacts in a 
sector-specific manner. 

E&S Policy Just transition considerations should be factored into E&S policies and risk management 
steps the bank will take to identify and address E&S risks. Transactions raising just 
transition considerations may involve countervailing E&S benefits and impacts.

Human Rights Policy It is key to integrating just transition concepts into practice that banks have human rights 
policies that implement the UNGP, reflecting their responsibility to respect human rights 
including through due diligence that focuses on identifying and addressing (including in 
transactions) impacts on people. 

Labour Rights Policy Decent work and social protection are core dimensions of a just transition. To the extent 
not covered by a human rights policy, policies on labour rights will be relevant to consider 
client plans on retrenchment, retraining, and social protection contributions and providing 
decent work will be important just transition elements to integrate into labour policies. 

Biodiversity Policy There is growing awareness of the linkages between climate change and biodiversity loss 
and the need for these issues to be addressed together. Bank policies can integrate 
biodiversity concerns and risks, including the social impacts of biodiversity loss, and take 
these into account at the client and transaction levels. 

4.	The Right Risk Management Systems 
Some banks are in the process of integrating climate risks into their 
enterprise risk management systems.93 Banks are taking different 
approaches to this, ranging from the development of specialised systems 
for assessing climate risks; integrating climate risks into existing risk 
systems; and developing specialised transition risk frameworks (sometimes 
with a focus on specific sectors to provide a better understanding of 
exposure to the highest transition risk sectors). While the focus for many 
banks in Europe is on the risks that climate change poses to the banks, 
many banks in Latin America and the Caribbean focus on climate impacts 
on clients.94 

It is unclear whether and how banks are integrating the consideration of 
social risks of specific transition in or transition out related strategies and 
transactions. For some, it may be that this occurs as part of their due 
diligence processes and other policies, including those relating to  
human rights.

a.	 Integrating Just Transition Considerations Across Risk Categories
Climate change risk manifests across various risk categories – including 
credit, market, liquidity, compliance, operational, strategic and 
reputational risk. As banks put in place systems to address climate risks, 
they can use the opportunity to ensure that just transition considerations 
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are also recognised. Where a bank makes active commitments in 
respect of a just transition, it should be careful to check that one aspect 
of its risk management system does not unintentionally undermine 
another, or the commitments made. 

•	 E&S risk management systems may be the most natural "home" 
for just transition issues within the risk management architecture, 
provided that they specifically consider the impacts of a client's 
business on the environment and on people, and not simply the risks 
the environment and people create for the bank. Where banks have 
separate policies and teams addressing climate change and human 
rights risks, it is important that they collaborate to ensure that  
both the climate change impacts and impacts on people are  
properly considered. 

•	 Credit risk systems look at the creditworthiness of customers and 
may prompt-challenging trade-offs. Do banks downgrade or exclude 
entire groups of customers (corporate or retail) who may have a higher 
risk of exposure to climate change? For example, a narrow focus on 
assessing and reducing exposure to physical risks could inadvertently 
make banks "[a]gents of precipitating not only stranded assets... 
but also stranded workers and communities”, in what the Grantham 
Institute has referred to as "greenlining" (to analogise it with a similar 
exclusionary and now prohibited bank practice of "redlining" whole 
communities to exclude them from financing). An approach that is 
inclusive of different socio-economic groups and reflects their needs 
would require coherence between a bank's commitment to a just 
transition and a credit risk system that may push in the  
opposite direction. 

•	 Reputational risk systems look at sources of risks to the bank's 
reputation. Since social inclusion is now squarely on the climate 
change agenda, banks whose lending activity is viewed as giving rise 
to stranded workers and stranded communities may be at risk of 
being targeted by campaigns. Equally, banks that demonstrate that 
they take social issues into account in climate-related decision-making 
may be more likely to build trust with customers and local 
communities. Banks also have to be prepared to justify, on a rational, 
sustainability-focused basis, their continued provision of finance to 
hard-to-abate sectors that could otherwise be criticised on pure 
climate grounds but meet just transition criteria. 

•	 Legal and compliance risk includes regulatory and litigation risk. 
See Section III(B) above.
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b.	Integrating Just Transition Considerations Across Portfolio 
Risk Management
At the portfolio level, different approaches are being developed to 
address climate risks that also have the potential to address the social 
impacts of the transition. For example: 

•	 Heat maps are being used to identify the sectors or regions that are 
exposed to climate change risks.95 These can be adapted to look at 
different dimensions of climate risk, including, for example, transition 
risk. This could involve highlighting sectors or regions most exposed 
to potential job losses and livelihood impacts due to the transition, 
and highlight where financial support may be needed most when exits 
or repositioning towards greener activities occur.

•	 Portfolio screening aggregates the results of climate risk screening 
tools for counterparts.96 Some banks are developing portfolio 
screening for the SDGs that could potentially be adapted to address 
some dimensions of the just transition. 

•	 Stress tests are being used by regulators to identify parts of bank 
portfolios that may be particularly exposed to climate risks. Certain 
banks run their own stress tests to pilot different climate scenarios on 
customers and their own infrastructure. The EBA expects banks to 
develop methodologies to test their resilience to ESG risks, potentially 
laying the groundwork for stress testing that can link up environmental 
and social impacts.97 While these tests are in their early days, the 
assumptions and models could be adapted to run different scenarios 
reflecting different levels of social impacts (e.g., varying levels of job 
losses).

•	 Customer sustainability classification systems are being 
developed to assess customers on their climate impact, but not yet on 
the related social dimensions.98

5.	The Right Tools 
There has been a significant increase in available tools and approaches that 
assist financial institutions in dealing with climate change considerations, 
assess their exposure from lending and other activities and classify client 
risk: from target setting99 to scenario analysis,100 to testing alignment with 
Paris Agreement goals, such as the Paris Agreement Capital Transition 
Assessment ("PACTA") tool,101 the Partnership for Carbon Accounting 
Financials ("PCAF") standard102 and more. Some banks are using Integrated 
Assessment Models ("IAMs"), which are useful tools for financial institutions 
to identify, assess and manage transition risks; however, these and other 
dedicated climate-related tools typically do not account for social or other 
impacts relevant to a just transition.103 

There are various initiatives underway by regulators, the UN and NGOs to 
develop guidance for financial institutions on addressing climate-related 
social issues.104 (See Box 6 above). Importantly, existing business and 
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human rights good practice, including human rights due diligence, already 
presents practical tools that can be built on to address social dimensions of 
the transition. (See Section V(C)(3) below). 

There is room for innovative thinking among banks and their advisers about 
how to integrate potential social impacts of the transition, whether by 
adapting existing climate tools or developing new bespoke tools that are 
better suited to drawing out relevant social implications.105 Measuring what 
companies are – or are not – doing is one extremely pertinent focus. 

Box 19

World Benchmarking Alliance Just Transition Assessment

The World Benchmarking Alliance has developed a set of indicators for assessing and benchmarking companies on 
their just transition actions. These cover: 

•	 social dialogue and stakeholder engagement; 

•	 just transition planning; 

•	 creating and providing or supporting access to green and decent jobs; 

•	 retaining and reskilling workers; 

•	 social protection and social impact management; and 

•	 advocacy for relevant policies and regulation.

6.	The Right Disclosure
It is through disclosure that banks' stakeholders understand qualitatively 
and quantitatively where they stand on addressing climate change and  
the transition. 

Many banks use the TCFD Framework for disclosure.106 While the 
Framework has brought important rigour and standardisation to climate 
disclosure, banks and their stakeholders should be aware of the purpose 
and limitation of these and other reporting requirements that focus only on 
financially material impacts of climate change on the business. 

New EU reporting requirements (SFDR107 and the forthcoming CSRD108) that 
take a double materiality approach may be a significant impetus for a shift 
in focus.109 Banks can report under the TCFD Framework about how they 
are managing social issues, but the Framework currently does not require 
them to do so.110 There are also other reporting frameworks specifically 
designed to address outward impacts on environment and on society, such 
as the Global Reporting Initiative (GRI")'s revised Universal Standards (going 
into effect on 1 January, 2023) that are aligned with the UNGPs and the 
OECD Guidelines.111 
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B.	 Operationalising the Just Transition Through Financial Products 
and Services
As noted in Section III(C) above, there is an opportunity for banks to adapt 
existing products and develop new products and services for clients to 
support them in transitioning to net zero in ways that are aligned with  
their responsibilities under applicable human rights and labour standards  
(see Annex B). Two areas of bank financing are emerging as particularly 
relevant to a just transition.

1.	Transition Finance
There is no agreed definition of what constitutes "transition finance".112 
However, it is generally accepted that the objective of transition finance is to 
provide financing for companies in high-emitting, hard-to-abate sectors — 
e.g., aviation, shipping, cement and steel — to support their transition to 
net zero. Transition financing can provide a bridge as they transform and 
take steps to become low-carbon emitters. Some banks have set up 
specific transitional finance lines of business, seeing new business 
opportunities and recognising that the markets and sectors that require the 
most financing to transition to low-carbon business models cannot access 
green finance.113 

It has been suggested that most of the finance for the transition will be 
channelled through general purpose lending.114 Banks may wish to consider 
whether their general purpose lending policies, client and mandate due 
diligence and transaction conditionality provide sufficient assurances to 
count these existing products and arrangements as a component of their 
just transition strategy. 

Banks are increasingly requiring borrowers – especially in high-emitting 
sectors – to develop credible transition plans, backed by strategies 
including key performance indicators ("KPIs") and modalities to achieve 
targets as a condition of accessing finance.115 The COP26 Private Finance 
Initiative notes that there is further scope for improving banks’ engagement 
on companies’ transition plans.116 

Just transition is not yet an integral element of transition finance117;  
however, certain finance initiatives are starting to incorporate relevant 
considerations118 and policy initiatives at the intergovernmental level may 
facilitate an environment in which private sector actors are incentivised to 
develop their transition finance products to include just transition 
elements.119 For example, the G20 Sustainable Finance Roadmap urges 
financial regulators to "account … for the effects of the transition on local 
communities and SMEs and to address potential adverse effects such as 
unemployment", indicating that this may become an important dimension of 
sustainable finance.120 These influences and considerations are important 
steps towards developing best practice and standards on the just 
transition, as indicated in recent guidance on "good" transition plans.121
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2.	Green, Social, Sustainability, Sustainability-linked Bonds and 
Equivalent Loan Products 
The rise of green, social, sustainability and sustainability-linked bonds has 
been remarkable. The market in these products is predicted to exceed 
US$1 trillion by the end of 2021.122 Blue bonds are also expected to grow in 
number. These bonds can take the form of public sector bonds (issued, 
for example, by countries, states, municipalities, development banks) or 
private sector bonds (issued by banks or corporates). Sustainable lending 
has also seen tremendous growth, through the issuance of green, social 
and sustainability-linked loans having similar objectives and features to the 
parallel bond products. A summary table of some salient features of 
relevant products is at Annex C.

Evidence suggests that these products play an important signalling role, 
even if they are not the leading tool to shift capital to a sustainable 
economy.123 Green and sustainability bonds and loans are used 
predominantly to support transition in purposes, but also transition out 
projects. Social bonds and loans support projects with a social purpose, 
such as construction of schools or social housing or funding of healthcare 
infrastructure, and support SDG objectives. Importantly, some of these 
products have the potential to be used or adapted to finance investments, 
projects and other activities with just transition dimensions. Many of these 
products incorporate disclosure and reporting expectations that support 
stakeholder scrutiny of their sustainability credentials. 

a.	Bond Principles, Guidelines and Standards
The standards according to which bonds are classified as "green", 
"social" or "sustainability", etc., are largely self-regulated, with market 
participants adhering to voluntary standards and principles. The ICMA 
Green Bond Principles, Social Bond Principles, Sustainability Bond 
Guidelines and Sustainability-Linked Bond Principles are the most 
adopted sustainability finance principles. The Climate Bond Initiative’s 
Climate Bond Standard and Certification Scheme is a labelling scheme 
for bonds that has converted the ICMA principles into a set of 
requirements and actions which can be assessed, assured and 
certified.124 ICMA hosts a Sustainable Bonds Database,125 tracking green, 
social, sustainability and sustainability-linked bonds; other organisations 
maintain similar tracking systems.126 ICMA has also issued the Climate 
Transition Finance Handbook providing additional guidance for issuers 
seeking to issue green bonds, sustainability bonds or sustainability-
linked bonds towards the achievement of their climate transition 
strategy,127 as well as the Handbook – Harmonised Framework for 
Impact Reporting, which outlines general core principles and 
recommendations for reporting to guide issuers develop their own 
reporting.128 

In the cases of green, social and sustainability bonds, proceeds of the 
bond issuance must be used for an eligible green, social or sustainability 
purpose, with sustainability bonds being used for a hybrid of green and 



December 202150 JUST TRANSACTIONS A WHITE PAPER ON JUST TRANSITION AND THE BANKING SECTOR

social purposes. Sustainability-linked bonds, in contrast, do not include 
a "use of proceeds" element but instead focus on the issuer meeting 
ESG-relevant targets or KPIs. 

Recognising the need for massive private finance to contribute to the 
climate finance needs of the climate change crisis, governments, stock 
exchanges and regional organisations are considering the role of bonds 
in the transition and whether new rules and standards might be required 
for these.129 For example, in July 2021, the EU issued a proposed 
regulation to establish a European green bond standard,130 responding to 
the concern that definitions of what constitutes a "green" project or 
activity are insufficiently standardised, rigorous or comprehensive. It sets 
out a common framework for high-quality green bonds by specifically 
anchoring the EU Green Bond Standard to the EU Taxonomy.131 

b.	Loan Principles and Guidance
A grouping of industry loan associations – the Loan Syndications and 
Trading Association ("LSTA"), together with the Loan Markets 
Association ("LMA") and the Asia Pacific Loan Markets Association 
("APLMA") – has published voluntary recommended principles for green 
loans, social loans and sustainability-linked loans to promote 
consistency across financial markets.132 The Green Loan Principles and 
Social Loan Principles apply to loan instruments where the proceeds are 
used towards eligible green and social projects. 

The Sustainability Linked Loan Principles133 can be used where loans are 
available for general corporate purposes or for any other purposes 
because, importantly, there is no use of proceeds requirement. 
The interest provisions in such loans include a discount or a premium, 
depending on whether the borrower meets certain pre-agreed 
sustainability performance targets as measured by pre-defined KPIs. 
Such indicators often include environmental targets but also social and 
governance targets.

c.	 Implications for a Just Transition Approach
First, although none of these standards specifically addresses a just 
transition, they go some way towards factoring in relevant considerations 
and principles and could be adapted to meet just transition 
expectations. For example: 

•	 The ICMA Climate Transition Finance Handbook provides guidance for 
issuers seeking to use the Green Bond, Social Bond and 
Sustainability-Linked Bond Principles and the Sustainability Bond 
Guidelines.134 The Handbook recommends that the social impacts of 
any use of proceeds be identified, addressed and evaluated, thus 
reinforcing the idea that green and social impacts should be 
considered together.135 Similarly, the Green Loan Principles require 
borrowers to identify any exclusion criteria or any other process 
applied to identify and manage potentially material social risks 
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associated with the proposed green projects. Notably, the 2021 
edition of accompanying Guidance on Green Loan Principles provides 
guidance on identifying mitigants to known material risks of negative 
social impacts of a proposed green project.136 

•	 The Sustainability Bond Guidelines address issuances of bonds that 
finance a hybrid of the green and social projects contemplated by the 
Green Bond Principles and the Social Bond Principles, and the 
Sustainability-Linked Bond Principles envisage a contribution to 
sustainability (from an environmental and / or social and / or 
governance perspective) by way of achieving related KPIs. The 
Sustainability Linked Loan Principles also allow for a mix of 
environmental, social and governance objectives, enabling relevant 
financial instruments to be employed to support just transition 
objectives. 

•	 ICMA Social Bond Principles and ASEAN Social Bond Standards,137 
respectively, envisage that bonds can be used to fund activities of 
types that would be relevant to a just transition, such as education 
and vocational training, affordable housing, employment generation 
and socio-economic advancement.138 This is similarly the case under 
the Social Loan Principles.

Second, there are no existing principles for just transition bonds or loans 
or taxonomies relating to just transition issues, leaving market players to 
develop new products consistent with just transition strategies. 
Useful principles may be gleaned from the Grantham Institute’s 
proposal for sovereign-backed just transition bonds to support the 
social dimension of transitions, including workplace and community 
initiatives in areas that have already seen or will experience a decline 
in high-carbon sectors.139 

The Impact Investing Institute, Green Finance Institute and Grantham 
Research Institute jointly published a proposal for a "Green+ Gilt”, which 
describes its novel feature as being that financed projects would 
consciously deliver social co-benefits in addition to environmental 
outcomes, thereby contributing to a 'just transition'"140. The United 
Kingdom has issued two Green Gilts under the UK Government Green 
Financing Framework published in June 2021, which expressly 
recognises that "the UK is committed to honouring its commitments 
within the Paris Agreement to recognise the imperatives of a just 
transition of the workforce and the creation of decent work and quality 
jobs in accordance with nationally defined development priorities." HM 
Treasury intends to report on the social co-benefits of the eligible green 
expenditures described in the framework, in addition to their 
environmental impacts. 

Third, while the draft EU green bond standard does not address just 
transition considerations explicitly, it does draw attention to the EU 
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Taxonomy’s requirement that projects classified as "green" under the 
Taxonomy must meet social minimum safeguards.141 The European 
Commission has announced that it will now turn to working on transition 
and sustainability-linked bond standards142 and, as noted in Section III(B)
(1)(b), intends to develop a social taxonomy that will likely inform the 
bond standards, as with the EU Taxonomy. Mobilising finance through 
the specialty bond markets in accordance with agreed just transition 
principles or a taxonomy could support new investment and finance 
specifically focused on just transition objectives. 

Fourth, the 2020 Sustainability-Linked Bond Principles and 2021 
Sustainability Linked Loan Principles require KPIs that are material to 
the issuer’s or borrower’s core sustainability and business strategy, 
presenting opportunities to take just transition considerations into 
account as part of setting those KPIs. 

C.	 Operationalising at the Transactional Level – Engaging with Clients 
on the Just Transition
The discussion below addresses how banks can engage with clients on just 
transition issues at the relationship and transactional level. 

1.	Preparatory Activities
a.	Understanding the Context

Country-specific government plans, just transition roadmaps and 
diagnostics by DFIs and others can support commercial banks in 
analysing risks and, importantly, opportunities that banks can use to 
build their own just transition strategies in relevant markets. These plans 
can provide information about transitional economy contexts and 
financing requirements, and may be beyond the capacity of individual 
banks to develop themselves. The plans can also highlight a wider range 
of issues drawing on cross-disciplinary input that banks may find it 
difficult to marshal without investing heavily in relevant in-house expertise 
or external consultancies. 

b.	Identifying Additional Funding Sources
As discussed at Section IV(C)(2) above, funding needs for just transition-
related activities will vary significantly depending on the geographic 
scale, sector, timeline and scope of changes to be financed. Successful 
transitions will require significant investment by both the public and 
private sectors in just transition initiatives. Commercial banks will have 
commercial imperatives that differ from their public sector counterparts 
and will have to justify strategies to stakeholders. Commercial banks can 
support their clients to access appropriate sources of funding by: 

•	 developing expertise in identifying and accessing public and other 
funds to support just transition initiatives; 
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•	 assisting with structuring of innovative blended finance approaches; 
and 

•	 building collaborative connections with relevant actors, including those 
with expertise on social impacts, who can advise on approaches 
effective at achieving a just transition.

c.	Preparing Clients to Address Just Transition Considerations
Banks often provide advisory services to clients to assist with a wide 
range of issues. These could be expanded to cover just transition 
considerations, including:

•	 developing financing scenarios for operational reductions, 
decommissioning and divestment activities;

•	 advising clients on opportunities to collaborate with local, regional and 
national government authorities on mitigating transition impacts on 
local communities, for example through entrepreneur incubator hubs, 
training centres, regional sustainable infrastructure, SME support, 
micro enterprise support, etc;

•	 providing advice and support on funding mechanisms including public 
sector funds, blended finance structures and dedicated climate and / 
or just transition finance funds; and

•	 ensuring that advice on structuring green, blue, social, sustainable and 
sustainability-linked bonds and loans consider any potentially negative 
social impacts of "transition in" projects. 

2.	Client and Transaction Screening
Banks will have differing opportunities to address just transition issues with 
clients, depending on whether the source of finance sought is a general 
purpose or specific purpose financing, project or asset-based finance. 
Syndicated lending and underwriting arrangements raise questions of the 
role of the various banks involved. The context of the bank’s role will 
determine the timing of and its ability to conduct due diligence or influence 
use of proceeds and other terms. 

Loan origination and bond underwriting linked due diligence are crucial 
phases for collecting information about different elements of a transaction 
and the relevant product objectives, as well as for communicating the 
bank's expectations.143 Banks that currently focus their client and 
transaction screening around ESG considerations, without a dedicated just 
transition-related dimension, could consider whether and how their 
screening already incorporates aspects of just transition issues and what 
gaps may exist. 

In certain jurisdictions, transition plans are already, or are likely to become, 
a minimum requirement for certain businesses – including in high-emitting 
sectors – to access finance. See Section V(B)(1) above. Companies that do 
not disclose their climate profiles or transition plans may find themselves 
with limited access to finance.144 As practice matures, banks may find 
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opportunities to develop more specific criteria on the just transition 
dimensions of transition plans and guidance on such plans is starting  
to appear.145 

3.	Just Transition Due Diligence 
As noted in Section IV(C)(1) above, DFIs and an increasing number of 
commercial banks have E&S Policies and E&S Risk Management Systems 
that guide their due diligence of the E&S impacts of client operations. This 
is the most obvious "home" for examining a client's approach to issues 
around the just transition. Whatever approach is adopted, frameworks 
familiar to the banks such as the UNGPs or the OECD Guidelines – fleshed 
out by more detailed frameworks such as the OECD Due Diligence for 
Responsible Corporate Lending and Securities Underwriting: Key 
considerations for banks implementing the OECD Guidelines for 
Multinational Enterprises – provide for human rights due diligence that will 
be a core foundation of a just transition approach. Banks will increasingly 
be required to have integrated policies and processes and to conduct these 
forms of due diligence routinely as mandatory human rights and 
environmental due diligence requirements come into effect (see Section 
III(B) above on regulatory requirements).

Box 20

Two Case Studies – Transition Out & Transition In – Issues to Consider in Just Transition-related 
Due Diligence 

A "transition out" project – closing a coal mine 
(Case Study 1). There is a concerted global push to end all 
coal mining (and its financing) and to wind up coal production. 
While a commercial bank would not be expected to fund the 
full sweep of activities covered in the transition out case 
study, commercial banks might engage in funding some 
closure activities that include social impact mitigation features, 
and to assist clients with negotiating any additional funding 
needed from public sources. 

Two case 
studies are 

presented in Annex A to 
stimulate thinking about the 

kinds of issues that should be 
considered within a just transition 
approach to financing. While both 
focus on large-scale mining, they 
give an idea of the complex set of 

social issues and human rights 
that could and should be 

considered at a 
transactional level. 

A "transition in" project – financing a new copper mine 
(Case Study 2). There is a growing demand for copper as a 
transition mineral for renewable energy and other green 
technologies. The rising demand for copper presents issues 
relevant to local communities and the environment that need 
to be considered as part of due diligence when financing the 
development of copper mining and the exploitation of other 
transition minerals. Similar issues apply across the transition-
in” landscape.
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a.	What Does Just Transition Due Diligence Look Like Through a 
Human Rights Lens?
As noted in Section III(A)(1)(c) above, the UNGPs and OECD Guidelines 
set out the steps that businesses are expected to take to implement the 
corporate responsibility to respect human rights, including through 
human rights due diligence. These frameworks can be adapted to 
include transition-related issues, recognising that there are synergies, 
but also limitations, in doing so.146 It is also possible to start with 
environmental frameworks and build human rights considerations into 
environmental approaches. 

Some advantages to a UNGPs / OECD Guidelines approach to 
assessing and addressing climate-related and transition impacts on 
workers, communities and consumers are:

•	 They start from the appropriate perspective of addressing impacts on 
people, rather than starting from considering climate risks to the 
business or the bank (and thus fulfil the second dimension of the 
double-materiality approach) (see Box 8 above).

•	 They are based on the appropriate normative framework for 
addressing impacts on people – one that frames consideration of 
impacts in terms of their internationally recognised rights (labour rights, 
rights to life and health, to participation, to social security, etc.).

•	 They integrate stakeholder engagement, such as social dialogue 
between workers and employers, and community consultation when 
appropriate, as an important requirement at each step of the process.

•	 They provide a known and increasingly accepted framework for 
businesses, including banks, to address impacts on people. Moreover, 
these standards inform the content of new due diligence laws and 
regulations as well as both mandatory and voluntary reporting and 
disclosure frameworks. 

It is important to recall that a key limitation of a UNGP / OECD 
Guidelines approach is that (i) the UNGPs provide a foundational 
approach to climate change impacts on human rights and expected 
action to address them but have limitations in that context;147 and (ii) 
these frameworks are not designed to help institutions evaluate the 
beneficial objectives of sustainable finance activities or to develop 
mechanisms to incorporate effective assessment and monitoring of 
these within transactions. The marrying of opportunity with risk 
management and of supporting positive outcomes with adverse impact 
mitigation are a key challenges for the development and implementation 
of just transition strategies. 

4.	Incorporating Just Transition Issues in Loan Documentation 
Due diligence processes typically result in a series of actions that need to 
be taken to address identified adverse impacts – prevention and mitigation 
measures that can be captured in an action plan and tracked. Although 
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there are currently no standardised market terms to address social and 
human rights issues within general lending practice, banks can include 
provisions such as general covenants in loan agreements regarding 
compliance with E&S requirements.148 Additionally, as experience with 
sustainability issues develops, and where the nature and scale of the 
transaction warrants it, specific requirements could potentially be 
addressed in comprehensive environmental and social action plans, which 
are already used in the DFI and project finance contexts.

Additionally, where banks condition financing on clients providing transition 
plans, these plans could also be required to include steps for clients to plan 
for and engage with workers and communities or address other social and 
human rights impacts identified. Consideration will also need to be given as 
to how such requirements may be included in deal documentation.

Developing more granular thinking on how to incorporate just transition 
elements into transactional practice might well be a useful focus of industry 
associations and sustainable finance initiatives in which banks are involved. 
In this area, stakeholder engagement is an imperative and specific expertise 
in climate mitigation, transition impacts, social policy and human rights will 
be of value. 



CONCLUSIONS AND 
NEXT STEPS
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VI.	 CONCLUSIONS AND NEXT STEPS
Key findings of the research for this White Paper are set out in the Executive 
Summary. Some conclusions and proposals for next steps are:

•	Just transition is an essential part of the transition to a net zero economy. 
The concept confirms the imperative of matching the growing climate ambitions 
of transition-related finance with efforts to address the potential social impacts. 
As a concept and international policy feature, it presents both risks and 
opportunities for banks and their clients — and it is essential that banks 
respond to these. 

•	Market and regulatory practice in the sustainable finance arena demonstrate the 
clear benefits of coherent and principled approaches to climate-related action. 
For banks that use ESG framing, just transition offers a prime example of an 
ESG issue that demands a holistic, rather than siloed, approach to linking the E 
to the S and the G. As an aspect of reorientation, the new concept of double 
materiality that already informs some regulatory innovation may provide useful 
focus for financiers called upon to examine the impacts of the transition and its 
consequences for people and the environment alongside financial materiality. 

•	Existing frameworks (policies, principles, standards, ongoing initiatives) to which 
banks already adhere can provide the foundations for just transition strategies 
and practice. Yet there are gaps in these when a just transition lens is applied. 
They do not yet, collectively, provide clear pathways towards effective 
incorporation of just transition concepts into commercial solutions that meet 
stakeholder expectations. There is a clear opportunity to refine existing tools 
and frameworks to take account of climate change, transitional imperatives, 
social issues and human rights and the distinct, cross-cutting aspects of just 
transition. Innovative approaches will be the order of the day.

•	As a concept that is new to the private sector, including banks, just transition 
requires clear conceptual as well as practical guidance. Industry level and 
broader multi-stakeholder collaborations will be important in continuing to 
contribute towards establishing meaningful and practical frameworks for the 
banking sector to follow in just transition financing strategies and their 
implementation in practice within policies, processes and operations. 

•	Since certain aspects of just transition may feel beyond the comfort zone and 
resources of some banks, access to key knowledge centres and relevant 
existing expertise will be key. Knowledge may be drawn from those already 
engaged on just transition issues, including in the investment and development 
finance fields. 

•	The unique cross-cutting characteristics of the just transition concept point 
towards the need to design a new framework of bespoke principles, practical 
tools and guidance for the banking sector, albeit rooted in existing established 
initiatives and approaches. Such principles would contribute to an effective 
market approach for banks that aim to achieve "just transactions" that support 
climate action and inclusive, equitable social outcomes. 
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ANNEX A: CASE STUDIES ON JUST TRANSITION 
CONSIDERATIONS IN TRANSITION OUT AND 
TRANSITION IN PROJECTS
A. Case Study 1: Transitioning Out of Coal – Impacts on Workers and Local 
Communities 
Coal is the single biggest contributor to anthropogenic climate change and, 
consequently, exiting coal-related activities and closing coal facilities are key to 
achieving net zero. Exit and closure will have significant benefits for the global 
community, but may also have significant adverse economic and social impacts on 
workers and communities linked to coal production and use. The just transition 
challenge is how to respond to the global imperative in a way that takes account of and 
mitigates any local adverse impacts. 

This summary of issues is about just transitioning away from coal mining and other 
fossil fuel industries,149 and highlights 12 factors relevant to workers and local 
communities. It is expected that a combination of public and private sector funding will 
be needed to support the closure of coal mines. Several interesting financing models 
are developing that bring together public sector and private sector financial institutions, 
including the Just Energy Transition Partnership to support South Africa’s 
decarbonisation efforts,150 and the Asian Development Bank’s Energy Transition 
Mechanism.151 Just transition approaches to financing the transition out of coal would 
involve a consideration of the social dimensions of such transition, and the appropriate 
way to address these may include the provision of additional financing dedicated to 
those aspects. 

Workforce and employment transitions
The economic effects of ending industrial scale coal mining are huge. When coal mining 
dominates a local economy, the loss of the principal economic engine can expose a 
location's narrow economic base. As mining moves towards closure, expectations 
around what the workforce and the local economy will transition towards, and how, can 
be contested by companies, governments and communities – particularly in terms of 
which of these parties is responsible for what. 

At the project level, workforce planning can hold talent in place during closure 
processes, while letting other staff go. A just transition strategy can go further by 
identifying retraining opportunities and transferable skills and liaising with other 
industries to understand redeployment possibilities in other non-coal operations or 
different industries. It is also important to match retraining to a transition strategy that 
can be useful for future employment. The approach will depend on whether the mine is 
a "fly-in, fly-out" or a residential operation, and the local economic context.

Services and infrastructure
Services and infrastructure are often a major focus when large-scale coal mines close. 
It is often at the point of closure that services and infrastructure are disrupted through 
withdrawal, sale or handover. There is a question of viability in cases where closure 
leads to significant outward migration, and where demand by other users falls below 
threshold levels. Determining what services and infrastructure will remain, and under 
what conditions, can lead to disputes among communities in the region, and with the 
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project owner and state agencies and authorities. Mine closures can mean that 
communities that were connected by company-supported services and infrastructure 
once again become isolated. 

Town normalisation
Coal towns that are run by the mine operations will need to consider processes of 
normalisation, where a local government authority takes responsibility for infrastructure, 
services and other municipal matters. However, the approach will depend on the 
degree to which a town depends on the mine, and whether it is viable after mine 
closure. For instance, if a mine runs the water or power infrastructure, a town will have 
to consider ongoing maintenance, and the extent to which services can run at a profit, 
or at least on a cost-neutral basis after mine closure.

Another aspect to town normalisation relates to population. If people move out of a 
coal mining area, this can impact thresholds for state-run services, such as for health 
and education. For example, if schools drop below certain attendance numbers, they 
may close or lose teachers. Not all transition processes lead to normalisation, however, 
and the absence of town transition plans remain commonplace.

Land use
This topic relates to what land is used for once mining ceases. It also relates to zoning, 
leases and the legal status of the land. In many jurisdictions, it is not easy to transition 
a mining lease to a pastoral lease, or a lease for another purpose, such as tourism – 
or to relinquish land to the Indigenous estate. Some jurisdictions have very tight (often 
outdated) regulations around the transfer of industrial use land to other purposes. 

Land agreements
In most mining jurisdictions, land use agreements do not address mine closure, or 
matters beyond the productive life of the mine. Most local-level land use agreements 
are focused on managing impacts and securing benefits during production. Many coal 
mining jurisdictions, such as Australia, have not delicensed a single mine with a Native 
Title Agreement. The issue of how to maintain land rehabilitation and support traditional 
owners' land stewardship responsibilities become very real at closure when land use 
and royalty payments cease. Companies may claim that identity and place connection 
is not their responsibility, but decisions made by companies can affect these matters in 
profound ways.

Culture, heritage, and spiritual transitions
There can often be complex considerations related to culture and cultural heritage at 
mine closure. In certain communities, land is the basis of identity and connection to 
place. For Indigenous and Tribal Peoples, connection to, and ownership of, land, 
waters and territories is directly tied to identity, which signals certain rights, entitlements 
and obligations. When large-scale coal mining disrupts and transforms landscapes, it 
also alters the way people interact with each other and with the land, which in turn has 
implications for identity and connection. There is a need to consider how different 
groups and peoples are able to reconcile landscapes altered by large-scale coal 
mining. This may entail specific ceremonies and other rituals, as well as understanding 
how to return (if possible) artefacts and heritage items which were removed to make 
way for mining. 
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Coal mining heritage is also important to many people – particularly when mining has 
taken place for generations. Certain characteristics of a person's identity will be fixed, 
whereas other dimensions will change as they engage different people, places and 
social systems. As closure approaches, identities can be disrupted, which can make 
transitioning a difficult process. 

Housing and accommodation
Housing and accommodation are often heavily affected by the closure of coal mines. 
With population decline, cheap accommodation can bring a different socio-
demographic mix, which may require different kinds of services and infrastructure to 
support the changing population. Understanding and studying future socio-
demographic change is an important aspect of closing any mine. While it can be 
difficult to predict future patterns of social change, carefully commissioned studies can 
help to pre-empt and plan for change. 

Local business and post-mining opportunities
When there is a decrease in population, particularly in a residential town, local 
businesses can experience a downturn. Sometimes, it is difficult for operators to 
communicate the closure timeframe in order to assist businesses with planning and 
preparation ahead of time. While it is important to explore opportunities for economic 
diversification, it is also important to be realistic about what is feasible for an area, well 
ahead of mine closure and consequent economic disruption.

Governance
Governance and oversight of mining activities is typically undertaken within the formal 
constraints of state regulation, and through self-regulation by companies. The most 
intensive period of engagement occurs at project start-up, where consultation and the 
identification of major social risks and impacts are presented to the state ahead of the 
granting of approvals and permits. Holding the various parties to account for meeting 
these commitments is often challenging given the innate volatility that surrounds mining 
investments – and increasingly of coal mining. Invoking strict closure conditions in the 
interests of responsible closure planning may limit the full economic potential of a 
mining project, but is important to avoid an uncontrolled closure brought about by 
market conditions. 

Impact assessment for closure
Social, environmental and human rights impact assessments for mine closure is an 
emerging area of research and practice. It is often difficult to determine when these 
studies are best undertaken, the extent to which other parties such as governments 
should be involved and what the focus of an impact assessment for closure should be. 
These studies are difficult to conduct when there is a lack of a comprehensive and 
reliable social knowledge base to work from. There is also the overlay of human rights 
due diligence, and the need to ensure that this lens is applied at closure. 

Disclosure and transparency
The issue of transparency can be difficult in terms of communicating when a coal mine 
closure might occur. Some coal mines are closing earlier than planned due to public 
pressure to reduce reliance on fossil fuel industries to address climate change. 
However, for most mines the exact mine closure date can be highly uncertain. 
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While some companies are divesting, others are purchasing coal mines. Some mines 
may be extended in the short term to maximise the resource even in the face of 
pressure to transition out of this industry. The practical problem this presents, however, 
is that without a clear time frame for closure, it can be difficult to engage key actors in 
a closure planning process.

Consultation and consent processes
Planning for mine closure should involve meaningful engagement with a range of 
stakeholders using a variety of mechanisms. Processes of consultation and consent are 
not particular to the closure of coal mines, and there are some common questions, 
including how to best engage communities when they are not interested in mine 
closure discussions, knowing the best processes and mechanisms to use, and how to 
effectively communicate the date when a mine closure might occur. Mine closure can 
be the last chance to address issues that need to be "set right". Due to this, mine 
closure can become a time of social conflict, which is often not anticipated. The 
potential for conflict must be an integral part of human rights due diligence – particularly 
given the level of contestation that is being expressed around the continuation of coal 
mining. Inclusive and collaborative engagement that aims to identify an agreed closure 
plan can help to ensure that opportunities for social adaptation, asset regeneration, 
repurposing and land transfer are not missed. 

Post-mining land use
There are increasingly innovative uses of post-mining landscapes – some of which are 
linked to a low-carbon economy, including pumped hydrogen and solar farms. Other 
innovations can be driven by location. For example, when a coal mine is closer to an 
urban centre there is a tendency for conversion to green spaces or a parkland. This is 
less common in remote locations. There are examples of conversions to forestry or 
agriculture, and even some conversions to tourism – although these initiatives often 
require the injection of public funds. In terms of landscape-level planning there is the 
opportunity to think beyond specific sites, and to consider the cumulative effects of 
decisions made about land use, including conservation priorities.

Conclusion
Mining developments can bring positive economic growth and change to regional 
locations. For remote regions, in both developed and less developed countries, this 
growth often represents a once-in-a-lifetime opportunity to improve living standards. 
When mining projects close, understanding the transition process requires foresight 
and planning. Mining companies cannot control many of the underlying conditions that 
would support a just transition, but there is a range of matters that sit within their 
control or influence, including those at the community interface. These matters should 
be carefully considered, and collaborative planning processes pursued to ensure 
that people who are most affected can participate in the change process. 
Financial institutions adopting a just transition lens to the proposed financing of coal 
mine closure will need to consider and address implications for workers and 
communities within their financing approaches.
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B. Case Study 2: Copper as an Energy Transition Mineral
Copper is essential to the transition to a low carbon future. This highly versatile metal is 
used in low-carbon energy technology from electric vehicles to wind turbines to solar 
panels, and across power generation, transmission and storage. 

This summary of issues is about the growing demand for copper as an energy 
transition mineral and factors relevant to local communities and the environment that 
need to be considered as part of due diligence by financial institutions of, and decisions 
whether or not to lend to, activities involving new copper exploration or production.152 

Global demand
Global copper production currently sits at around 20 million tonnes per year. This is 
expected to reach 60 million tonnes by 2050 – a 300% increase above current levels. 
Unlike other major metals, such as iron and aluminium, copper is less abundant in  
the earth's crust. The estimated known quantity of copper reserves and resources is 
2.7 billon tonnes. If projections are correct, the cumulative demand for copper in the 
years from 2020 to 2050 is expected to be an additional 1.2 billion tonnes. Accessing 
new and undeveloped copper orebodies is critical to meeting projected demand. 

Waste and mine footprints
Future copper mines are projected to be lower grade, deeper and more technically 
complex. The combination of lower grade ores (usually mined at greater depths) means 
that the world's future supply of copper is projected to move more earth, and generate 
more waste rock, more tailings and more deleterious elements, such as arsenic. If the 
projected demand for copper is to be met, between 2020 to 2050 the world will 
produce about nine times the amount of copper tailings produced in the last century. 
This will place enormous pressure on local land users, as waste rock dumps and 
tailings storage facilities comprise the greatest proportion of the mine’s footprint, 
covering between 26% and 81% of a site's area. 

Remote locations and ecologically sensitive areas
Many of the most prospective undeveloped copper orebodies are located in remote 
and difficult locations, such as the high Andes, the Arctic, and the deep sea. For 
instance, an estimated 8 million tonnes of copper sit in the Clarion-Clipperton deep sea 
zone. Almost half (47%) of underdeveloped copper ore reserves and resources also 
exist within, or close to, Indigenous peoples’ lands and territories, and 64% within or 
near proximity to biodiversity conservation areas. The social, environmental and 
technical challenges of projects in these locations will be greater than in previous 
mining projects. 

Political and social fragility
Almost half of the world's undeveloped copper reserves and resources are located in 
politically and socially fragile countries, and in jurisdictions characterised by high levels 
of corruption and low levels of human development, such as the Democratic Republic 
of Congo ("DRC"). Jurisdictions with the greatest complexity for copper include Chile, 
Peru, the DRC, Zambia, Indonesia and Mongolia. Zambia, for instance, has changed its 
mining royalty and tax regime ten times in 20 years and has been embroiled in disputes 
with several major mining corporations. Mongolia and Indonesia are advancing their 
efforts to nationalise their natural resource endowments, whereas the DRC continues to 
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grapple with corruption as it pushes forward a local beneficiation strategy. Mining 
projects that are developed in locations with pre-existing political and social 
vulnerabilities can exacerbate existing issues and raise human rights risks.

Land use and resource competition
Land use competition is not a new problem in mining, but it is set to be a more 
widespread challenge as energy transition ramps up. New projects, especially those 
that are brought on-line rapidly, will generate or exacerbate pressure on land and 
trigger increased competition, especially in rural and remote communities, and on the 
lands of Indigenous and First Nations Peoples. It is also likely that there will be 
competition for other resources, such as water. Many of the copper orebodies that 
have yet to be mined are located in places with high water risk. Too little water means 
miners will compete among other local water users and intensify water accessibility for 
local communities.

Public opposition
Many proposed copper projects already face stiff opposition. This includes major 
projects such as Resolution Copper and Pebble in the US, Tampakan in the Philippines, 
and Frieda River in Papua New Guinea. Public opposition towards these and other 
large-scale copper projects means they could face difficult legal battles before these 
projects are permitted to proceed. Projects with these kinds of characteristics are likely 
to stimulate concerns from stakeholder groups, leading to increased scrutiny at the 
regulatory approvals and project permitting phases of project development.

Copper mining legacies
Copper mines have left significant environmental and social legacies, such as at 
Bougainville and Ok Tedi in Papua New Guinea, Marcopper in the Philippines, and 
Grasberg in Indonesia. If large numbers of these undeveloped copper orebodies are 
rapidly brought into production, local impacts may intensify across multiple sites. 
Complex sets of impacts will be "baked in" to mining's future legacy – often without 
clarity about who takes responsibility for them over the long term. With the pace and 
scale of production that is expected with copper, mining would have to be done 
differently to give local people the confidence that social and environmental risks will be 
diligently assessed so that adverse impacts can be avoided or mitigated and managed.

Governance challenges
Mining activities alter the host environment and tend to exacerbate pre-existing 
vulnerabilities, especially in jurisdictions where governments are unable, or unwilling, to 
safeguard against severe social and environmental externalities. In resource endowed 
countries, state systems of law and regulation tend to lag. Regulating for cumulative 
impacts is already a challenge, and it is set to be an even bigger one in a copper 
"boom". Most states assess project merit purely on a project-by-project basis and 
approvals bodies rarely assess merit beyond the specific project presented. Most laws 
restrict the parameters of approvals processes in this way, and approvals bodies do 
not consider other projects coming on-line or going off-line, or what occurred before or 
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afterwards. There is also an over-reliance on voluntary schemes to test the extent to 
which companies manage their impacts on land, lives and livelihoods. 

Conclusion
The increasing demand for copper as an energy transition mineral poses serious 
challenges to environmental and social sustainability. Mining companies, governments 
and others, including financial institutions, will need to identify and address the social 
implications of copper extraction in particular contexts. The scaling up of copper 
demand and production highlights the challenges of achieving inclusive balancing of 
climate, environmental and social considerations. These will arise at global, national and 
local levels and, for banks adopting a just transition approach to financing copper-
related activities, will require consideration at a transactional level also.
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ANNEX B: EXAMPLES OF FINANCIAL PRODUCTS THAT 
CAN SUPPORT A JUST TRANSITION* 
*Certain of these financial products are emerging and not yet mainstream.

Product Key Purposes Key Features Requirements for Just 
Transition Alignment

Technical and 
Advisory 
Services 

•	 To assist clients with 
establishing net zero transition 
plans that address the social 
impacts of their activities. 
Representatives of the UK 
government and the ECB have 
indicated that net zero transition 
plans may become mandatory 
for big firms and financial 
institutions.

•	 To advise clients on 
governance, designing business 
strategies that align with a just 
transition, including 
understanding and budgeting 
for social impact. 

•	 Banks are starting to offer 
technical advice and advisory 
services in the transition 
financing sector to clients as a 
standalone or combination 
product. Others have broader 
ESG advisory services. 

•	 Allows banks to offer advice on 
a relationship basis to improve 
client access to finance 
(including access to public 
funding opportunities). 

•	 Allows banks to become 
informed about just transition 
challenges and opportunities.

•	 Banks need to develop their 
own requirements on a just 
transition to guide clients on 
aligning with these to 
access finance.

Blended Public 
and Private 
Financing 
Structures

•	 To bridge the public sector 
funding gap in a way that  
is aligned with a just  
transition including a social 
impact element. 

•	 State or MDB / DFI guarantees 
or credit enhancement, or other 
contributions or risk mitigants, 
reduce the credit risk of a 
financing for banks. 

•	 Public and Private Partnership 
("PPP") structures are an 
established funding structure. 

•	 Increases access to finance 
by state, banks and / or 
borrowers through public 
funds and guarantees. 

•	 A state can agree to guarantee 
any portion of the debt that is 
linked to the social and / or 
just transition dimension of 
the project.

•	 Partial credit guarantees / 
political risk insurance and 
other risk mitigants from  
MDBs / DFIs can crowd in 
private finance.

•	 Banks can utilise public funds 
to fund just transition-aligned 
needs for their clients and / or 
rely on the state to guarantee 
the repayment of the debt 
through public funds. 

•	 Banks need to be able to 
understand the repayment 
limitations from social impact 
investment and budget this into 
the wider project financing 
(e.g., costs associated with 
reskilling of workers).



December 2021 67JUST TRANSACTIONS A WHITE PAPER ON JUST TRANSITION AND THE BANKING SECTOR

Product Key Purposes Key Features Requirements for Just 
Transition Alignment

Climate and 
Transition 
Consumer 
Loans 

•	 To incentivise customers to 
support the transition by 
increasing access to affordable 
debt in retrofitting and 
"greening" their properties. 

•	 To create greater access to 
finance for vulnerable parts 
of society. 

•	 To make green technology and 
its benefits more accessible 
and affordable to consumers.

•	 Customers can access 
sustainability-related products. 
For example, by granting a 
discount on mortgage loans if 
energy conservation measures 
are taken.

•	 KPIs can be introduced into the 
debt pricing to incentivise 
sustainability-related measures. 

•	 Can be linked or paired with 
access to public subsidies 
and incentives to bring the price 
of the debt and the credit 
risk down.

•	 Create approved supplier lists 
to ensure that any 
developments are without 
social harm through the 
supply chain. 

•	 Provide technical guidance on 
the advantages of investment. 

•	 Provide access to finance to 
climate-vulnerable areas as well 
as other areas to increase 
energy efficiency of the 
buildings, e.g., through 
better insulation. 

Just Transition 
linked 
Corporate 
Loans

•	 To provide general corporate 
finance to apply towards 
alignment of the client’s 
business or portfolio with just 
transition considerations. 

•	 Creates access to finance 
for the client for defined 
social or just transition 
purpose investment.

•	 Loans specifically for alignment 
with a just transition, with 
repayment through the general 
income of the client. 

•	 Linked to the credit health of 
the borrower rather than to a 
specific project. 

•	 Where security is required, can 
be secured against the assets 
of the client. 

•	 Identify key KPIs that would 
trigger pricing incentives in the 
debt pricing. This could include 
longer repayment terms 
where just transition 
considerations have been fully 
considered and financed. 

•	 Any parameters defined must 
be reasonably agreed to be the 
responsibility of the private 
sector; this would ensure clear 
delineation of responsibility 
between the public sector 
and private sector 
social responsibilities. 

•	 Need to ensure that just 
transition-related obligations 
within the documents are fully 
enforceable, with clear 
processes for monitoring and 
reporting on compliance 
introduced; this includes for 
misapplication of funds, 
failure to meet KPIs and 
misrepresentations. 
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Product Key Purposes Key Features Requirements for Just 
Transition Alignment

Transition- 
targeted 
Funding

•	 To create greater access to 
finance to fund the transition of 
the client. 

•	 To incentivise more aggressive 
investment into achieving 
transition road maps. 

•	 Linked to the agreed Transition 
Plans and / or projects of 
the client.

•	 Can limit the application of 
funds (unlike general 
corporate lending). 

•	 Similar to Sustainability 
Linked Loans.

•	 To introduce just transition-
aligned targets in the Transition 
Plans which are measurable 
against agreed KPIs.

Transition 
linked Credit 
Lines

•	 To create access to finance for 
SMEs for larger capital 
expenditure to achieve their 
transition goals.

•	 Issued through local and 
regional banks to SMEs 

•	 Accompanied by advisory 
service (on a paid or non-paid 
basis) for small businesses 
in regions needing 
economic diversification. 

•	 Would need to consider 
flexibility on the credit risk and 
portfolio risk of the lender or 
issuer to extend debt to 
such entities. 

•	 Leverage lending relationship to 
set KPIs with the client and 
offer additional technical and / 
or advisory services to the client 
to bridge any gaps in 
their capabilities. 

Ownership and 
value transfer 
schemes

•	 To support vulnerable 
employees who might be 
impacted by the 
transition strategy.

•	 Provides for ownership 
transfers to employees or local 
communities when divesting or 
restructuring assets to ensure 
they capture some of any 
remaining value of divested or 
newly invested assets.

* Certain of these financial products are emerging and not yet mainstream.
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ANNEX C: GREEN, SOCIAL, SUSTAINABILITY AND 
SUSTAINABILITY-LINKED BOND & LOAN MARKET 
GUIDANCE AND OTHER OPPORTUNITIES FOR  
ALIGNMENT WITH JUST TRANSITION

Type of Bond Key Features Bond Purpose Opportunities for Just 
Transition Alignment

Green Bonds •	 Issuers show alignment with ICMA Green 
Bond Principles and similar standards. 

•	 Use of proceeds are earmarked for green 
projects. 

•	 Funds exclusively applied to finance or 
re-finance eligible projects contributing to 
environmental objectives.

•	 Reporting requirement to inform bondholders 
of allocation of funds to eligible projects and 
their expected impact.

•	 Funds can be used for 
investment supporting, 
e.g., climate change 
mitigation or adaptation, 
natural resource 
conservation, biodiversity 
conservation, resilience 
to rising sea-levels and 
pollution prevention 
and control. 

•	 No dedicated link to just 
transition. However, ICMA 
2021 Green Bond 
Principles update requires 
identification of steps to 
mitigate material risks of 
negative and / or 
environmental impacts. 
There is a corresponding 
benefit to communities 
vulnerable to 
climate impacts.

Social Bonds •	 Use of proceeds is limited to finance eligible 
Social Projects”, as defined in ICMA Social 
Bonds Principles, or projects eligible under 
the ASEAN Social Bonds Principles.

•	 Use of proceeds are earmarked for social 
projects. 

•	 Unlike Development and Social Impact 
Bonds (below), these bonds are not 
outcomes-focused and the success of the 
project does not impact on the repayment of 
the debt.

•	 Reporting requirement to inform bondholders 
of allocation of funds to eligible projects and 
their expected impact.

•	 Proceeds used to 
finance projects and 
activities with socio-
economic benefits.

•	 Examples of use of 
funds include affordable 
basic infrastructure 
access to essential 
services, affordable 
housing, employment 
generation, food 
security and sustainable 
food systems. 

•	 Social bonds could be 
used to cover just 
transition activities such 
as education, vocational 
training, affordable 
housing, employment 
generation. 

•	 Provide financing for 
social impact projects 
where neither private 
sector companies nor the 
existing local or regional 
budget could fund all just 
transition activities. 
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Type of Bond Key Features Bond Purpose Opportunities for Just 
Transition Alignment

Sustainability 
Bonds

•	 Use of proceeds is limited to financing or 
re-financing a combination of green and 
social projects that are aligned with four core 
components of ICMA’s Green Bond 
Principles and Social Bond Principles. 

•	 Reporting requirement to inform bondholders 
of allocation of funds to eligible projects and 
their expected impact.

•	 Proceeds used to 
finance projects and 
activities that bring 
environmental and 
socio-economic benefits. 

•	 Any project compatible 
with Green and Social 
Bond Principles would 
be covered by 
these bonds.

•	 No specific just transition 
lens is applied to  
these bonds.

•	 These bonds "join the 
dots" between green and 
social bonds and are 
well-suited to meeting 
just transition 
financing demands.

Sustainability-
Linked Bonds

•	 Alignment with the ICMA Sustainability-
Linked Bond Principles is recommended.

•	 Use of proceeds is primarily for general 
purposes of an issuer in pursuit of identified 
sustainability / ESG objectives that are: 
(i) measured through predefined KPIs; and 
(ii) assessed against Sustainability 
Performance Targets.

•	 KPIs should be material to an issuer’s 
business, measurable and externally verifiable 
and targets should be ambitious.

•	 Satisfaction or not of targets gives rise to a 
change in the bond characteristics; most 
commonly this will be a step up in the 
coupon. Alternative structures are emerging, 
e.g., coupon step downs or the issuer’s 
application of the coupon step up amount to 
purchase of carbon credits.

•	 Require external verification and reporting to 
inform bondholders of progress towards 
meeting targets.

•	 Use of proceeds is not 
restricted to particular 
activities and can be 
used at the issuer’s 
discretion to fund any 
part of its business. 
Funds may – but are not 
required to – be used to 
finance activities that are 
material to the issuer’s 
sustainability strategy in 
furtherance of achieving 
the targets.

•	 This general purpose 
financing could be used 
for just transition activities 
that can be measured 
through dedicated KPIs – 
e.g., percentage of 
retrained workers who 
found new employment. 
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Type of Bond Key Features Bond Purpose Opportunities for Just 
Transition Alignment

Blue Bonds •	 2021 UN Global Compact guide on blue 
bonds recommends aligning with ICMA 
Green Bond Principles and developing a blue 
framework to shape the ocean component.

•	 Funds exclusively applied to finance or 
re-finance projects linked to marine 
conservation and assets related to oceans, 
lakes and rivers. 

•	 Reporting requirement to inform bondholders 
of allocation of funds to eligible projects and 
their expected impact.

•	 Funds can be used for 
investment supporting, 
e.g., climate change 
mitigation or adaptation, 
natural resource 
conservation, biodiversity 
conservation, resilience 
to rising sea-levels and 
pollution prevention  
and control.

•	 No dedicated link to just 
transition. However, ICMA 
2021 Green Bond 
Principles update requires 
identification of steps to 
mitigate material risks of 
negative and / or 
environmental impacts. 
There is a corresponding 
benefit to communities 
vulnerable to  
climate impacts.

Transition 
Bonds

•	 Issuers pledge to use proceeds towards 
making the business more responsible and / 
or reducing its carbon output, accompanied 
by a plan to manage the transition to a low-
carbon economy.

•	 No specific, general set of principles in the 
market for "transition bonds", although 
ICMA’s Climate Transition Finance Handbook 
supports transition bond issuance. The 
Handbook guidance can be used to support 
bonds issued in accordance with the other 
ICMA Principles. 

•	 Climate Bonds Initiative developed a 
framework and "transition principles" for 
identifying credible, Paris-aligned transitions 
to support rapid growth of transition 
bond market. 

•	 Sustainability-Linked Bonds rather than use 
of proceeds bonds are often considered a 
more appropriate structure for issuing 
Transition Bonds.

•	 Creates opportunities to 
direct funding towards 
transition investments. 

•	 Opportunity to address 
social dimensions of 
transition by 
incorporating just 
transition considerations.

JT Bonds
(do not exist yet)

•	 The Grantham Institute has set out a 
proposal for sovereign-backed just transition 
bonds to support the human dimension of 
transitions, including workplace and 
community initiatives in areas that have 
already seen or will experience a decline in 
high-carbon sectors. 

•	 Provides financing to 
sovereign issuers to 
finance social and JT 
projects and activities. 

•	 Best suited for sovereign 
debt requirements to 
fund just transition 
activities and can be 
supported by banks. 
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Type of Bond Key Features Bond Purpose Opportunities for Just 
Transition Alignment

Development 
and Social 
Impact Bonds 
(or Pay for 
Success)

•	 These are more akin to equity investment as 
the repayment of the finance is attached to 
the success of social impact. If the social 
outcome is achieved (against pre-agreed 
KPIs) then donors and the government will 
repay the debt and the interest. However, if 
the objective is not achieved, all or part of 
the debt may not be repayable. 

•	 The proceeds are earmarked to be used 
exclusively for achieving the social objective 
of the bond.

•	 The use of proceeds and impact are 
independently monitored and verified. 

•	 Investors get a financial and a social return 
on their investment.

•	 To mobilise finance for a 
defined social or 
environmental purpose. 

•	 To allow greater risk-
sharing where the levels 
of financial risk may 
otherwise be too high. 

•	 To create opportunities 
to scale the investment 
and sustain the finance 
in the long run and with 
more focus.

•	 Where lending is 
approved for a transition 
project, a supporting 
Development Impact 
Bond and / or a Social 
Impact Bond may also be 
issued simultaneously to 
address social concerns 
presented by the project. 

•	 Where existing 
Development Impact 
Bonds and / or Social 
Impact Bonds exist, 
efforts to include those 
affected by the transition 
may be taken.

•	 Data accumulated 
through these bonds can 
be used to inform 
decisions on 
just transition.

Green Loans •	 Loan terms are often aligned with market 
guidance such as, in particular, the LMA /
APLMA / LSTA Green Loan Principles. 

•	 Use of proceeds must be used to finance or 
refinance eligible "Green Projects". 

•	 Green Projects should provide clear 
environmental benefits.

•	 Reporting requirement to inform lenders of 
allocation of funds to eligible projects and 
their expected impact.

•	 Funds can be used for 
investment supporting, 
e.g., climate change 
mitigation or adaptation, 
natural resource 
conservation, biodiversity 
conservation, resilience 
to rising sea-levels and 
pollution prevention 
and control. 

•	 The LMA / APLMA / 
LSTA Green Loan 
Principles envisage that a 
borrower, as part of its 
process for project 
evaluation and selection, 
should communicate to 
its lenders any process 
applied to identify and 
manage any potentially 
material social risks.
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Type of Bond Key Features Bond Purpose Opportunities for Just 
Transition Alignment

Social Loans •	 Loan terms are often aligned with market 
guidance such as, in particular, the LMA / 
APLMA / LSTA Social Loan Principles. 

•	 Use of proceeds must be used to finance or 
refinance eligible "Social Projects". 

•	 Social Projects should provide clear benefits 
of a social nature and directly aim to address 
or mitigate a specific social issue and / or 
seek to achieve positive social outcomes 
especially but not exclusively for a 
target population(s).

•	 Reporting required to inform lenders of 
allocation of funds to eligible projects and 
their expected impact.

•	 Proceeds used to 
finance projects and 
activities with socio-
economic benefits, 
without a requirement of 
environmental benefit.

•	 Examples of use of 
funds include affordable 
basic infrastructure, 
access to essential 
services, affordable 
housing, employment 
generation, food 
security and sustainable 
food systems. 

•	 Directed at achieving 
broad social outcomes 
but could be used to 
cover many areas of just 
transition such as 
education, vocational 
training, affordable 
housing and employment 
generation. 

•	 Provide financing for 
social impact projects 
where neither private 
sector companies nor the 
existing local or regional 
budget could fund all just 
transition activities.

Sustainability 
Linked Loans

•	 Loan terms are often aligned with market 
guidance such as, in particular, the LMA /
APLMA / LSTA Sustainability Linked 
Loan Principles. 

•	 Use of proceeds is not restricted and may be 
for general corporate purposes of a borrower.

•	 An economic outcome is linked to whether 
Sustainability Performance Targets which are 
measured against predefined KPIs are met 
(such as a reduction in the margin where the 
borrower meets its targets or vice versa).

•	 KPIs should be material to a borrower’s 
business, measurable and externally verifiable 
and targets should be ambitious.

•	 Borrowers are required to report to lenders 
on their performance against the targets. In 
2021 the Principles were amended to require 
external verification. 

•	 Use of proceeds is not 
restricted to specific 
green or social projects 
and, if for general 
corporate purposes, 
could be used at the 
borrower’s discretion 
to fund any part of 
its business. 

•	 To incentivise borrowers 
to improve their 
sustainability profile by 
meeting certain 
sustainability objectives. 

•	 This general purpose 
financing could be used 
for just transition activities 
that can be measured 
through dedicated KPIs – 
e.g., percentage of 
retrained workers who 
found new employment.
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