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Glossary

CSR:

DAC countries:

FPIC:

DNSH:

Green Bonds:

IFC:

OECD:
Paris
Agreement:

SDG:
SFB:

Social Bonds:

Corporate Social Responsibility

Countries receiving Official Development Assistance

Free, Prior and Informed Consent. According to the United
Nations Declaration on the Rights of Indigenous Peoples (UN-
DRIP), indigenous peoples have the right to give or withhold
consent to a project that may affect their lives

Do No Significant Harm criteria. Minimum environmental
requirements of the EU taxonomy

Bonds issued by governments, development banks, companies
or banks, the proceeds of which are specifically earmarked to
finance environmental projects

International Capital Market Association. An international
association of capital market participants such as asset manag-
ers and banks, under the auspices of which the »Green Bonds
Principles« and »Social Bonds Principles« were mapped out
International Finance Corporation (IFC), World Bank subsidi-
ary for private sector investment

Organisation for Economic Co-operation and Development

Atthe 2015 United Nations Climate Change Conference
(COP21) in December 2015, 195 countries unanimously adopt-
ed the world’s first comprehensive, legally binding, global
climate change agreement

Sustainable Development Goals of the United Nations

The Sustainable Finance Committee of the German Federal
Government

Bonds issued by governments, development banks and
companies or banks, the proceeds of which are specifically
earmarked to finance social projects

UN Guiding Principles on Business and Human Rights
Technical expert group on sustainable finance. A commission
of experts set up by the European Commission to assist itin
developing the EU taxonomy
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Executive Summary

The 2030 Agenda and UN Sustainable Development
Goals (SDGs) are only achievable if, in the remaining
decade, significant investment is channelled into the
restructuring of the economy in an environmentally
and socially sustainable manner. To steer the necessary
volume of capital towards sustainable economic activ-
ities, all financial market actors require guidance and
direction. To be able to redirect financial flows towards
sustainable investment, sufficient clarity isneeded over
what activities can be considered socially and environ-
mentally sustainable and under what circumstances.
The EU taxonomy for environmentally sustainable ac-
tivities (also known as the green taxonomy) provides
this very guidance. The green taxonomy will enter into
effect in 2021 and will apply to all investment funds in
the EU that are classified as sustainable. The share of a
given fund’s assets that is, according to the taxonomy
definition, »sustainably invested« must then be public-
ly disclosed.

The green taxonomy also takes social aspects into ac-
count. Thus, to comply with the taxonomy, activities
must not violate human rights or permit corruption.
However, unlike the environmental risks, these social
risks are not spelt out for the individual sectors, mean-
ing there is much still to clarify. One fundamental prob-
lem is that the green taxonomy relates to economic ac-
tivities. Social injustices, however, occur in economic
entities such as businesses or subsidiaries. The focus on
economic activities also fails to give due consideration
to the fact that severe human rights abuses can often be
found in supply chains. These are not systematically in-
cluded in the taxonomy criteria, however.

To provide a clearer picture
here, existing human rights
risks (as defined in the UN Guid-
ing Principles on Business and
Human Rights, UNGP) pertain-
ing to the economic activities
included in the green taxono-
my are listed at the end of the
first section of this study.

management.

The first part of the study thus serves as more of areview
of the EU taxonomy from a human rights perspective.
Part two of the study lays down a proposal for a social
taxonomy which in terms of structure is very similar
to the green taxonomy, including both social risk sec-
tors and those sectors that contribute to satisfying ba-
sic needs. The goals of this social taxonomy are geared
towards the UN Sustainable Development Goals (SDGs).
Respect for human rights plays a central role in the
implementation of these goals, not least in respect to
high-risk sectors where human rights are systematical-
ly violated. In these sectors, measures such as the pay-
ment of a living wage and living income, the establish-
ment of grievance mechanisms and respect for trade
union rights would improve the lives of billions of peo-
ple as envisaged in the SDGs. Investments in companies
which make successful efforts to implement these can
be considered socially sustainable.

Moreover, a social taxonomy also classifies products
and services that have a positive social impacts, such as
drinking water supply, healthcare, education or public
transport, although these activities can only be con-
sidered »social« if they are also accessible. Socially sus-
tainable investment in these areas must therefore also
involve providing, significantly improving or ensuring
permanent access to those products and services for
geographically marginalised or socially disadvantaged
groups.

Finally, peacebuilding measures through peaceful con-
flict management should also be considered a social
sector.

Activities can be characterised as being socially sus-
tainable either on account of broad respect for human
rights in sectors where human rights abuses are wide-
spread or on account of the fact that they improve

or maintain access to social products and services or
promote peacebuilding by means of peaceful conflict

Human Rights Are Investors’ Obligations
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This study Human Rights Are Investors® Obligations
pursues two objectives. First, it seeks to show, from a
civil society perspective, how the human rights due
diligence in the »green« EU taxonomy should be im-
plemented. Second, it sets out a proposal for a »social
taxonomye.

Both points are dealt with against the backdrop of the
greatlengths the EU has gone to since 2017 to steer pri-
vate capital towards sustainable economic activities,
putting together in the EU taxonomy a comprehen-
sive definition of environmental sustainability (»green
taxonomyzc) for the key sectors. This green taxonomy
already includes social factors by defining social mini-
mum safeguards alongside the environmental criteria.
However, it also alludes to the need for a definition of
socially sustainable activities (EU Taxonomy 2020: 51).
The Interim Report by the Sustainable Finance Com-
mittee of the German Federal Government (SFB) also
states that a separate definition of socially sustainable
economic activities (»social taxonomy«) that goes be-
yond the definition of the social minimum safequards
isneeded (SFB Interim Report 2020: 22).

The green taxonomy provides a useful definition of en-
vironmental sustainability that should be taken as the
basis for the development of a social taxonomy. At the
same time, there are a number of fundamental differ-
ences in the requirements underpinning environmen-
tal and social criteria, differences that must be taken
into consideration when integrating social issues into
the existing taxonomy and when creating a separate
social taxonomy.

To begin with, this study details exactly how the so-
cial minimum safeguards laid down in the taxonomy
should be integrated. In the second part of the study,
we explore which of the green taxonomy’s structural
features could be adopted for the social taxonomy and
which are not suitable. Finally, we present our proposal
for a social taxonomy.




1. A Human Rights Dimension
of the Green Taxonomy




In the Final Report presented in March 2020 by the EU
Technical Expert Group mandated to develop a green
taxonomy to define what »environmentally sustaina-
ble« means, compliance with the UN Guiding Principles
on Business and Human Rights (UNGP) and the OECD
Guidelines for Multinational Enterprises are set down
as minimum safeguards (EU Taxonomy 2020: 2). While
the environmental Do No Significant Harm (DNSH) cri-
teria in the taxonomy provide detailed information for
each economic activity on the conditions under which
an activity is considered environmentally sustainable,
the same level of detail is not furnished for the social
minimum safeguards. Apart from a general description
of the requirements of the UN Guiding Principles and
the OECD Guidelines and some examples of how these
are applied, thereport contains no specific information
on how the minimum safeguards relate to the individ-
ual economic activities defined in the green taxonomy.
The integration of social criteria into a set of environ-
mental criteria, however, is not self-explanatory. The
activities listed each have their own specific social risks,
which have to be tackled with dedicated measures.

1 A Human Rights Dimension of the Green Taxonomy

A question that remains unresolved is what role social
risks play in the supply chains of green activities. The
taxonomy is also ambiguous with regard to what ex-
actly the social minimum safeguards apply to: On the
one hand, the taxonomy emphasises that these risks,
too, relate to economic activity (EU Taxonomy 2020:
17). Yet, all the examples of how they are employed in
practice refer to entire businesses (EU Taxonomy 2020:
32f). This study devises answers to these questions and
recommends defining implementation of the social
minimum safeguards more precisely.

With this in mind, in sections 1.1-1.3, we will begin by
briefly outlining the three relevant systems: the EU tax-
onomy, the UN Guiding Principles on Business and Hu-
man Rights, and the OECD Guidelines for Multinational
Enterprises. We will go on to discuss the incorporation
of human rights issues in the EU taxonomy. The study
concludes with a list of all the sectors included in the
green taxonomy along with details of their respective
significant human rights risks.

1.1 The EU Taxonomy as Part of the Regulation of

EU Capital Markets

For more than a decade now, climate change mitiga-
tion and the financing of the measures required for this
have been inextricably linked. As part of the Kyoto Pro-
tocol that came into force in 2005, the EU developed a
»European climate strategy«. This provides for a 30 per
cent reduction in C02 emissions by 2030 over 1990 (EU
Commission 2007: 2). The European Investment Bank
(EIB) plays a key role in financing projects intended to
help meet this target. In particular, the EIB has devel-
oped instruments such as the new »Green Bonds« (is-
suing the world’s first Green Bond in 2007), whose pro-
ceeds are used exclusively to finance climate projects
such as the construction of wind farms and solar parks.
As a consequence of the 2008 global financial crisis, a
reform of Europe’s capital markets became necessary,
the aim of which was also to stimulate investment activ-
ity. The strategy proposed in 2016 for »accelerating re-
form« makes explicit reference to climate finance and
includes plans for a sustainable investment initiative
that seeks to make more capital available for sustain-
able economic activity (EU Commission 2016: 5). This
strategy document also announces the intention to
establish an expert group for sustainable investment.
This High-Level Expert Group (HLEG) began work in

A Proposal for a Social Taxonomy for Sustainable Investment

December 2016 and published its Final Report in Jan-
uary 2018. The vast majority of the recommendations
from the report were adopted in the EU Action Plan for
Financing Sustainable Growth.

The Action Plan has three objectives: redirecting cap-
ital flows towards sustainable economic activities,
mainstreaming sustainability in the risk management
of financial market actors, and fostering investment
transparency and long-termism. With regard to the
first objective, reorienting capital flows, the question
is what exactly constitutes these sustainable econom-
ic activities into which more investment is to be chan-
nelled in future. When it comes to sustainable invest-
ment, this question is particularly relevant, given the
multitude of definitions of sustainability found in dif-
ferent sets of criteria. This prevents capital flows from
being channelled effectively. The green taxonomy
presented by another Technical Expert Group (TEG) in
March 2020 seeks to answer this question by creating
a definition of environmentally sustainable economic
activities. Mainstreaming sustainability in the finance
sector is thus an essential element of the EU’s plan. The
green taxonomy is based on the following structure:



1 A Human Rights Dimension of the Green Taxonomy

1. Risksectorsand Enabling sectors

a. The taxonomy lists technologies that substantially
contribute to climate change mitigation by ena-
bling »green« economic activity—for example tech-
nologies for the production of electricity from wind
and solar power (»enabling sectors«).

b. Similarly, the taxonomy covers economic activities
that substantially contribute to greenhouse gas
emissions and are therefore required to undertake
significant efforts to reduce these emissions. These
include, for example, agriculture, steel manufac-
ture, transportation and the construction industry.
For these climate-relevant economic activities, the
EU taxonomy sets thresholds for CO2 emission in-
tensity (EU Taxonomy 2020: Annex).

2. Minimum safeguards

a. The green taxonomy also defines Do No Signifi-
cant Harm (DNSH) criteria for the following areas:
climate change adaptation; water and marine re-
sources; air pollution, groundwater and soil con-
tamination; circular economy and biodiversity.
These minimum requirements are in place to pre-
vent activities defined as green from causing harm
to these areas (EU Taxonomy 2020: 25).

b. In addition, these activities must comply with the
UN Guiding Principles on Business and Human
Rights and, albeit with some limitations, the OECD
Guidelines for Multinational Enterprises. These two
instruments comprise the social minimum safe-
guards of the taxonomy (EU Taxonomy 2020: 10).

This approach applies both to climate change mitiga-
tion activities and climate change adaptation activities,
for which separate performance criteria are defined.
Where possible and feasible, for the DNSH criteria, the
EU taxonomy draws on existing guidelines from EU cli-
mate directives or—in the global context—on the stand-
ards of the International Finance Corporation (IFC), the
World Bank subsidiary for private economy financing.

Based on the screening criteria mentioned in point 1
above, the taxonomy focuses on eight sectors in detail:

1. Forestry

2. Agriculture

3. Industrial production of steel, aluminium, certain
chemicals, cement, hydrogen and plastics

4. Production of electricity: gas, steam and air condi-
tioning supply

5. Water supply, wastewater treatment, separate
waste collection and waste management, carbon
capture

6. Transport

7. Information and communications technologies
(software)

8. Construction and real estate

The selected sectors cover are responsible for 93 per
cent of greenhouse gas emissions in the EU (EU Taxon-
omy 2020: 13).

Besides the text outlining structure and use, the taxon-
omy also comprises an Annex which lists the economic
activities by sector along with the corresponding crite-
ria. These criteria are very detailed and specific, as illus-
trated in the following example of the requirements in
the manufacture of iron and steel:

The production of steel from pig iron and of alloy steels
is considered taxonomy-aligned if the CO2 emissions
per tonne of product produced do not exceed the EU
limit for free emission allowances. These emissions are
free if the production process ranked among the top 10
per cent of the most efficient (in terms of CO2 intensity)
in Europe in 2007-2008. Steel production is also consid-
ered taxonomy-aligned if steel scrap is used in a mini-
mum of 90 per cent of production.

Atthe same time, it must also be ensured that emissions
of hazardous substances to water and air do not exceed
the relevant European limits and that environmental
impact assessments are duly conducted. For steel pro-
duced outside the EU, a biodiversity management plan
must be in place which is compliant with IFC Perfor-
mance Standard 1 »Assessment and Management of
Environmental and Social Risks and Impacts« and 6 »Bi-
odiversity Conservation and Sustainable Management
of Living Natural Resources«. In addition, in steel pro-
duction human rights must be respected in accordance
with the UN Guiding Principles and the OECD Guiding
Principles. For upstream supply chains, however, as a
general rule, neither environmental or social criteria
are defined. Accordingly, no criteria exist for metal ore
mining. (EU Taxonomy Annex 2020: 176-179).

Human Rights Are Investors’ Obligations



1 A Human Rights Dimension of the Green Taxonomy

1.2 UN Guiding Principles on Business and Human Rights

In 2011, the United Nations Human Rights Council es-
tablished the UN Guiding Principles on Business and
Human Rights. These principles were based on the Uni-
versal Declaration of Human Rights, UN documents on
the protection of civil, political, economic, social and
cultural human rights as well as the eight core conven-
tions of the International Labour Organization (ILO).
The Guiding Principles set out human rights responsi-
bilities for business enterprises and, on the basis of the
three pillars of the UN framework »protect, respect and
remedy«, define the role of states and the private econ-
omy as follows:

While states have the duty to protect against human
rights abuse, business enterprises must respect human
rights and are responsible for ensuring that these rights
are not violated within their sphere of influence. States
and business enterprises both have a duty to ensure
that those adversely impacted by human rights abuses
have access to effective judicial and non-judicial griev-
ance mechanisms with which it is possible to prevent
and remedy human rights violations.

The 31 UN Guiding Principles clarify the relationship
between the responsibility of the state and that of the
private sector, as well as specifying the duties of busi-
ness enterprises. While it is the responsibility of states
to provide a structure which allows and facilitates re-
spect for human rights in business activities, business
enterprises themselves must take independent meas-
ures to exercise adequate human rights due diligence
in all business areas. Specifically, this means that they
must avoid committing or contributing to human
rights abuses. Here, impacts related to the company’s
business activities, products or services must also be fac-
tored in. The extent of their duties varies depending on
the probability and severity of potential human rights
violations, the situation in the country in question, the
type of products and services, and the size and position
of the business in the supply chain. In addition, the
company should endeavour to prevent human rights
abuses committed by business partners along the value
chain.

Abusiness is deemed to be directly responsible for caus-
ing human rights abuses if these are committed within
itsown business operations, for instance if one of its sub-
sidiaries prevents the work of trade unions. A business is
seen as having contributed to a human rights violation
if it neglects to take into consideration an identifiable
risk, within its business relationships, of one or more of
its business partners committing human rights abuses.

A Proposal for a Social Taxonomy for Sustainable Investment

This risk must be prevented, for instance through the
structure and content of contracts and pricing policies.
In these cases, the company’s responsibility is to prohib-
it human rights violations and where appropriate also
provide for reparation. For instance, if a business enter-
prise categorically enters into supply contracts solely
with suppliers that are not unionised, this is classified as
contributing to a human rights violation. A company is
considered to be merely associated with a human rights
abuse if one of their business partners is responsible for
the violation but the company itself has no direct lev-
erage to prevent it. Even though, in cases like this, the
company does not bear direct responsibility, it should
try to leverage its business partner and endeavour to
prevent the human rights violation. This would be the
case, for example, if a business explicitly advocates and
supports trade union organisation in a supplier compa-
ny, but nevertheless the repression of trade unionists
continues to occur (see UN Human Rights 2012: 16).

The UN Guiding Principles also specify instruments
that a business enterprise should establish as part of the
implementation process to ensure that they exercise
human rights due diligence. For example, every com-
pany should draw up and publish a statement of policy
concerning respect for human rights. It should contin-
uously scrutinise, in consultation with the relevant civil
society organisations, the human rights risks and im-
pacts of its business operations and in the supply chain
as a whole; it should take effective countermeasures to
remedy abuses or provide for reparation; it should es-
tablish functioning and transparent grievance mecha-
nisms that are accessible to those affected; and finally,
it should establish a transparent communication struc-
ture that enables external actors to evaluate the effec-
tiveness of the countermeasures taken.

The human rights due diligence process should be un-
derpinned by internal and external expertise. For due
diligence tobe exercised, the partiesresponsiblein each
case must be given access to the relevant information
on human rights risks and must be in a position to take
action to prevent these human rights abuses. The griev-
ance mechanism is instrumental in the performance of
human rights due diligence and should enable those
affected to draw attention to human rights violations.
The mechanism must have the trust of those affected, it
should be accessible and transparent, and should also
serve as a source of continuous learning about how to
address and prevent human rights violations (UN Guid-
ing Principles 2015 I: 38-39). Finally, in the case of an
adverse impact that has already occurred, the business
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should ensure that those affected have access to effec-
tive remedy. This can be through a judicial or non-judi-
cial process (UN Guiding Principles 2015 I: 18).

In light of the manifold risks facing large businesses in
particular, these should prioritise actions to prevent
severe human rights abuses so that they are addressed
quickly, postponing the prevention of other abuses to a
later stage (UN Guiding Principles 2015 II: 49).

The UN Guiding Principles have a high level of inter-
national authority and have been adopted into key
reporting and regulatory systems including the ISO
26000 standard, the reporting framework of the Glob-
al Reporting Initiative (GRI) and the OECD Guidelines
(Deutsches Global Compact Netzwerk 2012: 19).

1.3 OECD Guidelines for Multinational Enterprises

In 2000, the Organisation for Economic Co-operation
and Development (OECD) published the Guidelines for
Multinational Enterprises. These Guidelines express
the expectations of the 36 member countries towards
the multinational enterprises located or operating in
their territories. The Guidelines apply expressly to all
operations of these businesses in any country (OECD
Guidelines 2011: 19). In 2011, the OECD published an
updated edition, which was incorporated into the UN
Guiding Principles on Business and Human Rights. The
Guidelines are based on the principle of voluntariness.
The National Contact Point established in each mem-
ber country will address any conflicts that arise and
should encourage adherence to the Guidelines. (OECD
Guidelines 2011: 21)

With the OECD Guidelines now part of the EU taxonomy
as minimum safeguards, economic activities have to
meet other social requirements alongside UNGP com-
pliance to be considered sustainable. The nine OECD
Guidelines name the following additional aspects that
are not already covered by the green taxonomy or the
UN Guiding Principles:

e Corruption: Enterprises should not bribe public of-
ficials or the employees of business partners, they
should publish adequate guidelines against bribery,
establish control measures and due diligence pro-
cesses, and promote employee awareness and con-
duct training on the issue (OECD Guidelines 2011:
55-56).

e Consumer interests: Business enterprises should pro-
vide consumers with fair information and refrain
from making unfair and misleading representations
or from engaging in deceptive marketing practices
(OECD Guidelines 2011: 60).

e Science and technology: Businesses should, where
practicable, contribute to the rapid transfer of new
knowledge and technologies. Development divi-

sions should also be established in host countries and
should be encouraged to collaborate with local uni-
versities (OECD Guidelines 2011: 65).

e Competition: Businesses should avoid entering into
anti-competitive agreements on prices, production
quotas or regional division of markets (OECD Guide-
lines 2011: 67).

e Taxation: Businesses should comply with the letter
and spirit of tax laws. Compliance with this princi-
ple is the responsibility of the company’s supervisory
board. The issue of transfer pricing is covered in de-
tail. In multinational enterprises, different entities
»sell« different goods and services in different juris-
dictions within one enterprise. Here, the corporate
group derives benefits if, through internal pricing,
the highest added value is achieved in those jurisdic-
tions with very low taxes. This practice is prohibited
according to the OECD Guidelines. Instead, business-
es should set their internal pricing according to the
arm’s length principle. Internal prices should thus be
calculated as though the goods were being bought
from an external provider (OECD Guidelines 2011:
71-72).

Thatsaid, the final report of the Technical Expert Group
makes it clear that the OECD Guidelines on consumer
protection, science and technology, competition and
taxation should not be prioritised when it comes to ver-
ifying compliance with the taxonomy because these is-
sues are difficult to trace back to a specific economic ac-
tivity (EU Taxonomy 2020: 17). The taxonomy therefore
prioritises four of the nine OECD Guidelines as mini-
mum safeguards in the green taxonomy. What remains
entirely unclear, however, is whether the remaining
five do not apply at all or are simply considered to be of
lesser importance.

Human Rights Are Investors’ Obligations



1 A Human Rights Dimension of the Green Taxonomy

1.4 The EU Taxonomy: Guidance on the Implementation
of Social Minimum Safeguards

The taxonomy provides, for each of the economic ac-
tivities identified, a very detailed and precise definition
of sustainability for the climate criteria and the DNSH
criteria in the five aforementioned, additional environ-
mental areas (climate change adaptation, water, cir-
cular economy, environmental pollution and ecosys-
tems). However, there is no such clarity with regard to
the social minimum safeguards.

The current taxonomy states only the following: As
with all the other criteria in the taxonomy, the min-
imum safeguards apply to the individual economic
activities and not to the business as a whole. However,
it is accepted that if a business as a whole recognises
and implements the UNGP, this shall also apply to all
of its activities (EU Taxonomy 2020: 17). That said, it is
expressly beyond the scope of the taxonomy to extend
the requirements of the UN Guiding Principles and the
OECD Guidelines to encompass every activity conduct-
ed by a business enterprise in which there is one sus-
tainability-oriented activity (EU Taxonomy 2020: 17).
This is not without good reason. For the sustainability
of one activity should not be called into question be-
cause another activity in a different business division of
the same company exhibits unaddressed human rights
risks: The production of wind power units, provided hu-
manrights are respected along the entire supply chain,
isno less sustainable simply because another division of
the company manufactures medical implants that have
resulted in permanent physical disability, for instance.
Itistherefore entirely plausible that there are situations
where a distinction at the level of business areas or sub-
sidiaries is expedient.

In its current form, however, the taxonomy does not
apply to business divisions, but to economic activities
only.

Another issue that is yet to be completely resolved is
the extent to which the EU taxonomy factors the sup-
ply chain of an activity into the equation. In terms of
the environmental aspects, the supply chain is cate-
gorically excluded (EU Taxonomy Annex: 36). In some
sectors, such as livestock production (EU Taxonomy An-
nex: 144) and construction (EU Taxonomy Annex: 376),
however, the value chain is explicitly included in the
DNSH criteria, presumably because this was deemed
strictly necessary in these areas. In terms of compli-
ance with the social minimum safeguards, there is no
clear indication of the significance of the value chain,
although here, too, it is also highly relevant. Crop pro-
duction for biofuels or bauxite and iron ore mining, for
example, both involve significant environmental and
human rights risks.

Thisrelevance is also acknowledged in those sections of
the taxonomy that describe the social minimum safe-
guards (EU Taxonomy 2020: 33, 34). Even so, when it
comes to minimum safeguards, the taxonomy lacks the
necessary guidance on which sectors should include
the supply chain and how.

According to the UN Guiding Principles, the company
purchasing the raw materials or primary product bears
this responsibility. This company should prioritise se-
vere human rights abuses and avoid sources of supply
with high human rights risks. In addition, purchasing
practices should enable the supplier to comply with
basic labour rights and health and safety regulations
as well as to pay a minimum wage. Channels through
which grievances can be reported should ensure that
those grievances also reach the purchasers. The UN
guiding principles which are the social minimum safe-
guards of the EU taxonomy thus encompass all aspects
of the value chain.

1.5 Social Aspects Integrated in the Green Taxonomy

Besides the aforementioned missing guidance on how
to implement the minimum safeguards, the green tax-
onomy already includes specific criteria for social per-
formance alongside the purely environmental criteria:
For three of the eight sectors, IFC Performance Stand-
ard 1 is regarded as the DNSH criteria outside Europe.
This provides for the identification and management of
social and environmental risks and impacts.

A Proposal for a Social Taxonomy for Sustainable Investment

This standard calls for the existence of an environmen-
tal and social management system, the identification
of social and environmental risks and impacts, involve-
ment of stakeholders, including disadvantaged and
vulnerable groups, as well as an appropriate reporting
system.

1
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Interestingly, IFCStandard 1isnotincluded in the DNSH
criteria for forest management, growing non-perenni-
al and perennial crops, transportation, communication
and construction, despite the fact that the agricultur-
al and construction sectors in particular present risks,
suggesting that the application of IFC Standard 1 would
in fact be beneficial. This leads to inconsistencies: For
the production of palm oil and sugarcane, for instance,
violations of land rights are mentioned if the raw ma-
terials are used to produce biofuel. This is not the case,
however, if they are used to produce foodstuffs.

On the other hand, in many sectors, the existing DNSH
criteria help mitigate the social risks. This applies in
particular to the forestry and agriculture sectors, where
forms of cultivation that allow for trees or crops that ab-
sorb large quantities of CO2 (land of high carbon stock)
to be replaced with those that absorb significantly low-
er quantities are not permissible (EU Taxonomy 2020:
Annex45, 103). Thisrules out forms of forestry and agri-
culture that transform primary forest into plantations.

If an activity implies the use of wood, as is the case in
the construction sector, this has to be certified. The FSC
is the proposed certification framework which at least
takes basic social criteria into account. All IFC social
standards apply to the hydroelectric power generation.
Where the DNSH criteria limit the use of pesticides, as
in the forestry, agriculture and biofuel sectors, there is
alowerrisk of endangering the health and safety of em-
ployees.

Thus, the existing criteria already help reduce the dis-
placement of local populations and adverse impacts on
their living standards. Health risks for forest and agri-
cultural workers have been similarly mitigated. How-
ever, what has not yet been taken into account is the
basic labour rights in the ILO’s core labour standards:
No child labour, no forced labour, no discrimination,
freedom of association and the right to collective bar-
gaining.

1.6 Environmental Criteria and Social Criteria:

Fundamental Differences

The inconsistences outlined above regarding the incor-
poration of social minimum safeguards in the green
taxonomy are largely rooted in a number of fundamen-
tal differences between the social and environmental
requirements for business conduct.

Firstly, the practice of offsetting was established in the
context of the fight against climate change but has
also been used to try to stop the loss of biodiversity.
Companies with high CO2 emissions can offset them
by purchasing certificates that enable the reduction
of CO2 emissions elsewhere. Similarly, damage to the
environment in one place can be compensated for
through environmental conservation in other areas.
This practice is also referred to in the DNSH criteria of
the green taxonomy. Compensatory practices such as
these, however, are not feasible for human rights. For
humanrights are universal and apply to each and every
one of us equally. A violation of human rights in a facto-
1y, for instance, cannot be compensated for by respect-
ing human rights in another factory (UN Human Rights
2012:15).

Secondly, the green taxonomy pertains, with good rea-
son, to individual economic activities. Capital should
not be redirected towards entire companies or pro-

duction sites but should strengthen specific environ-
mentally sustainable activities. Plausible though this
approach may be from a climate change mitigation
perspective, it is incredibly problematic when it comes
to exercising human rights due diligence.

There are key aspects of the UN Guiding Principles
that cannot be applied to economic activities but have
to be considered at the site or company level. On the
whole, respect for human and labour rights tends to be
linked less to specific economic activities and more to
an economic entity, site or factory, where regulations
governing the prohibition of child and forced labour,
non-discrimination, respect for trade union rights or
protection of the health of employees either do or do
not apply, irrespective of what the company produces.
Unlike the green taxonomy where it is entirely plausi-
ble for part of a production site to be manufacturing
taxonomye-aligned products and another part not, the
majority of human rights affect all of a company’s em-
ployees, regardless of what they produce. It is therefore
recommended that the assessment of compliance with
minimum safeguards in practice be tied not to econom-
ic activity but to sites, business areas or subsidiaries.

Human Rights Are Investors’ Obligations



Problems Inherent in the Quantification of Social Criteria

While, when it comes to climate risks, there are clear meas-
ures for greenhouse gas emissions, for instance, no such
indicator exists for the key aspects of human rights. Some
aspects such as the number of industrial accidents and fig-
ures on living wages can be described in quantitative terms.
For important areas such as risk analysis, trade union rights,
grievance mechanisms or remedies as well as measures for
monitoring effectiveness, however, this is extremely difficult
or outright impossible to do. Criteria for social sustainability
should therefore not be completely based on quantifiable in-
dicators, as this harbours the danger that important human
rights risks will be overlooked. Instead, the analysis of human
rights risks should include a wide range of qualitative crite-
ria.

The UN Guiding Principles therefore prioritise the system-
atic identification of severe and systematic human rights
abuses in any human rights due diligence processes above
any form of quantification. The principle of proportionality
applies here, i.e. businesses must take appropriate measures
depending on their size and the severity of the human rights
risk or risk of environmental damage. This process should
entail identifying those groups that are affected most by the
adverse impacts of severe human rights abuses on the part of
the company or its business partners. The severity of the vio-

1 A Human Rights Dimension of the Green Taxono

lation is measured by the number of individuals affected and
the possibility of remediation. Here, torture, forced labour
and child labour, in other words human rights abuses which
cause lifelong damage, are named as examples of a particu-
larly high level of severity (UN Guiding Principles 2015 II: 23-
24).1tis especially important to prioritise these cases because
these abuses are often the most evasive and conventional
grievance mechanisms, for example, often do not reach the
persons affected. The companies responsible for such viola-
tions have a duty to take remedial measures, provide repara-
tion and assess the effectiveness of their measures.

One example of how premature quantification can result in
distortions is the quantitative assessment of positive or nega-
tive feedback from stakeholders that have not been assigned
to the more vulnerable groups (see EU Taxonomy 2020: 35).
A textile trader, for instance, could conduct a survey among
employees with children at their headquarters about their
satisfaction with in-company childcare and might easily re-
ceive a high number of positive responses, while the situation
of thousands of seamstresses working for this company’s sup-
pliers and not receiving a living wage are completely disre-
garded.

1.7 Human Rights Risks in the Green EU Taxonomy: An Overview

The following list outlines the risks of human rights
abuses or corruption associated with the economic
activities covered by the green taxonomy. Here, it is
assumed that the responsibility for exercising human
rights due diligence lies with the individual business di-
vision or subsidiary and not at the level of the economic
activity and that the supply chain and subcontractors
are also included. The list focuses on severe human
rights abuses and risks of corruption, referring to coun-
tries where such human rights violations are reported
to occur. This information is based on reports from the
period 2015-2020.!

The table clearly shows that the majority of these risks
occur in the supply chains and predominantly in the
countries of the Global South. That said, severe human
rights abuses are also committed in the North and par-

ticularly in Europe, on the one hand in the food produc-
tion sector, which features prominently in the green
taxonomy with production of perennial and non-per-
ennial crops as well as livestock. Steering capital to-
wards the businesses in these sectors that adhere not
only to the environmental criteria of the taxonomy but
also to the social minimum safeguards could therefore
bring about social improvements, including in Europe.
On the other hand, the infrastructure sector, including
that in Europe, also suffers from social injustices related
to basic labour rights as well as corruption and money
laundering.

Based on the distinction drawn in the UN Guiding Prin-
ciples, the list also indicates whether a business enter-
prise is directly responsible for causing a human rights
abuse (red point), in other words the human rights

1 Country-specific human rights risks can be found on: https://www.amfori.org/news/country-risk-classification-2020-now-available
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1 A Human Rights Dimension of the Green Taxonomy

violation is in the direct field of responsibility of the
business, or whether the business contributes to that vi-
olation, i.e. it bears indirect responsibility for or is asso-
ciated with the violation (yellow point), in other words
has no direct responsibility but has a direct obligation
to rectify the abuses (see UN Human Rights 2012: 16).
Thelatter two categories (contribution and association)
are listed together because this distinction depends on
the relevant economic relationships, the structure of
which varies from case to case. The list also notes the

Icons for Human Rights Risks and their Meaning

20000

Forced Labour @

g

Child Labour Sexual Violence

Lack of Occupational
Health and Safety

Health Risks for

Communities lifestyles

Land Conflicts Facilitating Conflict

@
@)
(1)
@

Personal Rights

Rights

AGRICULTURE

Gender Discrimination

Threat to Food Safety

Impairment of traditional

Violating Indigenous

cases where the risk of human rights violations has al-
ready been reduced through the DNSH criteria in the
green taxonomy.

The table thus comprises an overview of the human
rights risks in the various economic activities of the
green taxonomy. It provides investors with specific ref-
erence pointsregarding the issues to which they should
pay particular attention for compliance with social
minimum safeguards.

Human Trafficking

Corruption

@S

o)
of

Money Laundering

Violation of Labour Rights like no
contract, excessive working hours,
denial or obstruction of the right to
organise a trade union, no living wage

0C

Responsibility

. Human rights violations are a direct responisblity
of the business

No direct responsibility, but a indirect obligation to
thwart human rights violations

Economic activity/

Product

Geographic focus
of risk

Type of risk

Responsibility

Growing of non-perennial crops

Sugarcane | Brazil, India,

Thailand,
Cambodia, Central

America —
declining

G

incomes

no living wages and

particularly Central
America: chronic
kidney disease
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1 A Human Rights Dimension of the Green Taxonomy

Soya | Latin America
o
Cotton | China, India,
Pakistan, @ o
Turkmenistan, f—D
Uzbekistan

AL

reduced risk as use

no living wages and

of pesticides already  incomes, unsuitable
addressed in DNSH accommodation
criteria
declining
Vegetable seed | India % unsuitable accommodation, no .
living wages and incomes
®®
Bananas | Central America,
Colombia, Ecuador = @ @' .
8 S 2O

reduced risk as use
of pesticides already

addressed in
DNSH criteria

Growing of perennial crops
Cocoa | West Africa no living wages PS
and incomes
Coffee | Brazil, Vietnam,
Colombia, ‘
Indonesia,

Honduras, Ethiopia

no living wages and
incomes, unsuitable
accommodation

Palm oil

Malaysia, Indonesia

5

J

¥

reduced risk as use
of pesticides already
addressed in DNSH

no living wages

=
®

&

criteria
Hazelnuts, cherries, | Turkey e
apricots =] accommodation, ®
SIIEY no living wage
Grapes | South Africa, EU

OO W

m

2
@

no living wages,
unsuitable accommodation

reduced risk as use
of pesticides already
addressed in DNSH criteria
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1 A Human Rights Dimension of the Green Taxonomy

Citrus fruit | Brazil
SIS,
no employment contract, reduced risk as use of
no living wages and incomes pesticides already addressed
in DNSH criteria
Diverse fruit and | EU InsuitEkE
vegetables =) accommodation,
SIS excessive working
hours, no living
wagtes, tno vzorl:.lng ’ reduced risk as use
F;n trf'atc « fetention o of pesticides already
ldentity addressed in DNSH
criteria
Rubber | Indonesia, Thailand,

Vietnam

no living wages

Livestock and fisheries

Livestock | BrBrazil, Argentina
Fisheries | Bangladesh,
Philippines,
Thailand,
West Africa
no living wages and ‘
incomes, retention of
identity, excessive
working hours coastal West Africa
Fish farming | Chile, Thailand

Forestry

Afforestation

Uganda, Turkey

reduced risk owing to the establishment and
operation of plantations not being permitted
under the DNSH criteria

Rehabilitation,
reforestation

no known social sustainability risks

Reforestation

no known social sustainability risks

Existing forest
management

no known social sustainability risks

Conservation forestry

no known social sustainability risks
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MANUFACTURING

1 A Human Rights Dimension of the Green Taxonomy

Economic activity/
Product

Geographic focus
of risk

Type of risk

Responsibility

Upstream
value chain
Manufacturing
of low-carbon
technologies

Congo

Cobalt: see production of electricity from wind power

Manufacture of
cement

Myanmar, Tunisia,
Laos

reduced risk as emissions and contamination
already addressed in DNSH criteria

Manufacture of aluminium

Upstream supply
chain
Bauxite mining

Brazil, Guinea,
Guyana, India

©

restricted access to
clean drinking water

Smelting

air pollution, reduced risk as emissions
already addressed in DNSH criteria

Manufacture of iron and steel

Upstream supply
chain
Ore mining

Bangladesh,
Brazil, India,
Mexico, Myanmar,
Philippines, South

Africa, Sierra Leone,

Liberia

Mexico @

restricted access to
clean drinking water,
health risks due to air
pollution, groundwater
and soil contamination

Steel scrap from
deep-sea vessels

India, Bangladesh

Z
@

no living wages

Chromium

Philippines,
Pakistan, Brazil

Manufacture of hydrogen

Upstream supply
chain

Extraction of crude
oil/natural gas

Angola, Azerbaijan,

Iran, Kazakhstan,
Congo, Myanmar,
Nigeria, Peru,
Russia, Southern
Sudan

Manufacture of
other inorganic
basic chemicals

Global South

reduced risk as already
addressed in DNSH criteria

D
©

Upstream supply
chain Crude Qill

see hydrogen production
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1 A Human Rights Dimension of the Green Taxonomy

Manufacture of
fertilisers and
nitrogen compounds

reduced risk as
already addressed
in DNSH criteria

Manufacture of plastics in primary form
Upstream supply chain

Palm oil see growing of perennial crops/palm oil
Sugar cain see non-perennial fruits/sugarcane
Crude oil see hydrogen

ELECTRICITY, GAS, STEAM AND AIR CONDITIONING SUPPLY

Economic activity/ | Geographic focus | Type of risk

Responsibility
Product of risk

Production of electricity from solar PV and concentrated solar power
Production of electricity from solar PV and concentrated solar power

Aluminium see manufacture of aluminium

Copper | Peru, Chile,
g\ ol
@ g

Columbia
Columbia

Production of electricity from wind power

Construction of wind | India, Mexico
parks

Upstream supply
chain:

Construction of wind
parks

Iron, steel, chromium see steel production

Cobalt, zinc | Congo

Nickel | Philippines, Papua
New Guinea

Production of electricity from ocean energy/hydropower

Construction of | Egypt, Angola, Brazil,

hydroelectric power | China, Guatemala,
plants | Honduras, Cambodia,

Malaysia, Myanmar,
Panama, Peru, Sudan,
Vietnam, Serbia,
Albania, Macedonia,
Bulgaria, Romania, DNSH criteria include EU Water Framework Directive and IFS Standards.
Montenegro, Turkey | Both include social criteria to mitigate human rights risks

no living wages .
% (Brazil)

18

Human Rights Are Investors’ Obligations



1 A Human Rights Dimension of the Green Taxonomy

Production of Kenya o
o e nqt systematic with ()
this technology
geothermal
Production of Upstream value chains gas extraction: see hydrogen production
electricity from
geothermal
Production of Upstream supply chain:
electricity from see production of electricity from biomass, biogas and biofuels
geothermal
Transmission and Upstream supply chain:
distribution of steel, copper: see manufacture of steel and production of solar power
electricity
Storage of electricity Upstream value chain copper: see solar power
(thermal energy,
hydropower)
Manufacture of Through the DNSH criteria (EU sustainability standards for biofuels) human rights risks are
biomass, biogas or | reduced but not eliminated completely. The EU Biofuels Directive refers to competition with
biofuels food cultivation and respect for land rights, but not to the rights of workers involved in growing
the crops. The risk of inadequate workplace health and safety due to pesticide use is reduced
through the DNSH criteria for the agricultural sector
Upstream value chain | Malaysia, Indonesia | see cultivation of perennial crops/ palm oil
Palm oil ®
Upstream value chain | Brazil, India, see annual crops/ sugar cane
Sugar cain | Thailand, ®
Cambodia,
Central America
Ethanol | Angola
’ O

p>

Retrofit of gas
transmission and
distribution networks
(operating for a
minimum of 5 years)

No known risks of human rights violations

Cogeneration of heat/
cool from renewable
sources

Upstream supply chain: steel, copper
Steel: see manufacture of iron and steel
Copper: see solar power

District heating

No known risks of human rights violations

Electric heat pumps

Upstream supply chain: steel, copper
Steel: see manufacture of iron and steel
Copper: see solar power

Cogeneration (CHP,
different sources)

No known risks of human rights violations

Production of heat/
cool and electricity
(different sources)

No known risks of human rights violations

A Proposal for a Social Taxonomy for Sustainable Investment
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1 A Human Rights Dimension of the Green Taxonomy

WATER, SEWERAGE, WASTE AND REMEDIATION

Economic activity/
Product

Geographic focus
of risk

Type of risk Responsibility

Water collection,
treatment and supply
including centralised
wastewater
treatment

Brazil, Argentina,
Chile, Philippines

The DNSH criteria ensure the quality of drinking water and monitoring
for leaks as well as observance of human rights in plant construction. o
Residual riskspoor and marginalised groups excluded from access to
water supply.

Anaerobic digestion
of waste and sewage
sludge

No known risks of human rights violations

Separate collection
and transport of non-
hazardous waste

Global South

waste management largely informal,

human rights risks due to informal systems of waste storage and
recycling: health and safety of local populations and informal workers on o
landfill sites

Anearobic
fermentation of
organic waste

No known risks of human rights violations

Composting of
bio-waste

No known risks of human rights violations

Material recovery
from non-hazardous
waste

No known risks of human rights violations

Landfill gas capture
and utilisation

No known risks of human rights violations

Direct air capture of
co

2

No known risks of human rights violations

Capture of
anthropogenic
emissions

No known risks of human rights violations

Transport of CO,t

No known risks of human rights violations

Permanent
sequestration of
captured CO,

No known risks of human rights violations
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TRANSPORTATION
Economic activity/ | Geographic focus | Type of risk Responsibility
Product of risk
Passenger rail See biofuels risks

transport (interurban)

Freight rail transport See biofuels risks

Public transport | Global South
especially public
bus transport

driver fatigue results excessive working hours, ®
in increased risk of no regular income
accidents

See biofuels risks

Infrastructure for low No known risks of human rights violations
carbon transport

Passenger cars and commercial vehicles

Upstream supply see manufacture of steel
chain: steel
Copper see solar power
Aluminium see aluminium prodution

Rubber | Indonesia, Thailand,

) no living wages
Vietnam

Cobalt, zinc | Congo

Nickel | Philippines, Papua
New Guinea

&

adverse impacts on lives
through water usage

excessive
% working hours

see also biofuels risks

Lithium | Chile, Bolivia

Freight transport
services by road

@DO@®O

Interurban scheduled see biofuels risks
road transport

No known risks No known risks of human rights violations
of human rights
violations

Inland freight shipping See biofuels risks

Infrastructure for No known risks of human rights violations
low carbon water
transport
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CONSTRUCTION AND REAL ESTATE ACTIVITIES

Economic activity/ Geographic focus | Type of risk Responsibility
Product of risk

Construction of new buildings

Planning, preparation, | Global South
construction phase,
operating phase
(large-scale
construction projects
and megaprojects:
ports, airports,
tourism, industrial
plants)

Construction phase | Global South

retention of identity
documents, unsuitable
accommodation,

excessive working hours

Upstream supply see manufacture of cement
chain: Cement

Metals see steel and copper

Natural stone | China, India

Wood The DNSH criteria for wood used (80 per cent certified wood) reduce
human rights risks

Public construction

projects ®

Building renovation | Global South Building renovation as an adaptation measure can increase the risk of PY
conflict over ownership and rights of use, e.g. in slum areas

Individual No known risks of human rights violations
renovation
measures
Acquisiti-on and = estate agents, banks, ®
ownership of @ mortgage banks

buildings

INFORMATION AND COMMUNICATION

Economic activity/ | Geographic focus | Type of risk Responsibility
Product of risk
Information and Especially high risk Violation of right to privacy due to
communication in states which are unauthorised surveillance (risk particularly
unfree according to high in countries rated »not free« by Freedom
"Freedom House" )
Data-driven solutions No known risks of human rights violations
for GHG emission
reductions
22

Human Rights Are Investors’ Obligations






2 Proposal for a Social Taxonomy

24

Sustainability always has both an environmental and a
social dimension. The EU taxonomy, which focuses ex-
clusively on environmental criteria, therefore requires
a second, social element. The taxonomy also provides
for this: »The TEG [Technical Expert Group] considers
that a fully realised Taxonomy should incorporate the
following additional dimension (i.e. in addition to the
aspects already developed in detail): social objectives,
in addition to environmental objectives, to identify
substantial contributions in addition to minimum safe-
guards...« (EU Taxonomy 2020: 51).

However, the EU has yet to provide any detail as to what
form this social dimension will take.

Indeed, before this social dimension can be developed,
the various fundamental questions mentioned earlier
will have be addressed. First, there is the question of
the relationship between the social dimension and the
environmental dimension. Should the final product be
one single taxonomy where social and environmental
criteria are given equal consideration, or should there
be two separate taxonomies, a social one and an envi-
ronmental one? In essence, the answer to this question
depends on whether activities that are specifically »so-
cial« in nature are defined and these factor in funda-
mental environmental criteria as minimum safeguards
criteria, while the environmentally sustainable activ-
ities have to observe fundamental social criteria. Or,

alternatively, whether sustainable activities essentially
have to meet criteria for an outstanding commitment
to both social and environmental sustainability. It is
impossible to give a definitive response to this question
here. The important thing, however, is that, whatever
the decision both environmental and social enabling
activities and environmental and social risk sectors
should be incorporated in both dimensions. For the
purposes of this study, we assume that there will be two
different taxonomies, one for the social and one for the
environmental dimension. The relationship between
these two taxonomies could be structured along the
same lines as »Green Bond Principles« and the »Social
Bond Principles« of the International Capital Market
Association (ICMA) (ICMA n.d.).

This would mean a green taxonomy defines green in-
vestment. A separate, social taxonomy would outline
the criteria for social investment. Investments that in-
corporate both aspects would be considered sustain-
able investments. The prerequisite for this approach
is that there are minimum standards for each of the
dimensions which prevent green investments being
accompanied by child or forced labour or social invest-
ments accepting high CO2 emissions and damage to
the environment. The social minimum safeguards pre-
viously established in the green taxonomy must there-
fore be reflected in the social taxonomy in the form of
green minimum safeguards.

2.1 Comparable Problems, Similar Objectives:
Commonalities between a Green and a Social Taxonomy

Establishing an interrelationship between social and
environmental concerns in separate taxonomies, simi-
lar to the approach taken with the »green« and »social«
bonds, underlines the commonalities between the two
areas. What both social and environmental activities
continue to have in common is a lack of capital: not
enough is invested in satisfying the basic needs of all
people or in achieving a dignified and peaceful coex-
istence. In a similar vein, substantial funds for climate
and environmental protection measures as well as for
the conservation of natural resources and ecosystems
have failed to materialise. For now, the vast majority of
investment in fact tends to foster global social inequal-
ity and accelerates climate change and environmental
degradation.

A change in approach and direction is thus sorely need-
ed in both dimensions.

Environmental objectives, particularly climate goals,
are stipulated and laid out in concrete terms in inter-
national agreements such as the Paris Agreement.

Similarly, the 2030 Agenda and the UN Sustainable
Development Goals (SDG) comprise internationally es-
tablished sustainable development objectives that are
outlined in more specific terms with sub-objectives and
indicators.

The 2030 Agenda was prepared over many years in a
process involving the UN Member States with a high
level of civil society participation. The Agenda incorpo-
rates 17 SDGs that lay the foundations for ensuring that
global economic progress is in line with social justice
and within the environmental limits of the earth (Ger-
man Federal Ministry of Economic Cooperation and
Development, BMZ 2017). The Agenda and the individ-
ual SDGs have a high level of international authority
and are thus well suited to serve as a basis for establish-
ing the themes and criteria of a social taxonomy. There
are numerous areas where the content overlaps with
the green taxonomy, for instance in goals 13 (Climate
action), 14 (Life below water) and 15 (Life on land). The
EU taxonomy has also fleshed out the goals by provid-
ing the corresponding limits and DNSH criteria.
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Especially suited SDG For the definition

‘ Especially suited SDG For the definition
of ecological objectives

of social objectives

The SDGs as Social Taxonomy Goals

(1] ZERD
POVERTY HUNGER

GOOD HEALTH QUALITY GENDER
AND WELL-BEING EDUCATION EQUALITY

CLEAN WATER
AND SANITATION

DECENT WORK AND

INDUSTRY, INNOVATION 1 REDUCED
ECONOMIC GROWTH

1 SUSTAINABLE CITIES
AND INFRASTRUCTURE INEQUALITIES

1 RESPONSIBLE
AND COMMUNITIES

CONSUMPTION
AND PRODUCTION

CLIMATE LIFE LIFE
1 ACTION 1 BELOW WATER 15 ON LAND

1 6 PEACE, JUSTICE 1 PARTNERSHIPS
AND STRONG FOR THE GOALS

INSTITUTION

Source: https://www.bundesregierung.de/breg-de/themen/nachhaltigkeitspolitik/die-un-nachhaltigkeitsziele-1553514

Much like the implementation of the Paris climate
goals, theachievement of the SDGsrequires the involve-
ment of both state and private actors as well as public
and private capital. For both the climate goals and the
SDGs, however, there is a significant gap between what
has been invested to date and what is actually needed:
»The annual investment gap in major SDG sectors in de-
veloping countries alone has been estimated at around
US$2.5 trillion per year. At the current level of private
sector participation, there will be a funding shortfall
of US$1.6 trillion to be covered by the public sector in-
cluding the official development assistance (ODA).«
(ECOSOC Chamber 2018: 1).

In both areas political will and a government frame-
work are essential prerequisites for successful reorien-
tation of investment funds towards sustainable sectors.
The internalisation of environmental and social costs
and risks, embedded in a suitable regulatory frame-
work, plays a key role here.

Adverse environmental impacts can be mitigated
through internalisation. For example, businesses can
compensate for their CO2 emissions through taxes or
by paying for the purification of their wastewater them-
selves. The same concept can be applied to social risks:
these can be internalised through human rights due
diligence, for instance when businesses are made liable
for the health impacts of a particular occupation. The
Federal Republic of Germany has a similar system with
its trade associations, although far from all social risks
have been internalised to date.

A Proposal for a Social Taxonomy for Sustainable Investment

Social costs and potential human rights violations have
not been sufficiently internalised in the supply chains
of many different products. The prices of many raw
materials and consumer goods, for example, do not re-
flect the adverse impacts on workers or the population
as a whole in the producing countries. It is frequently
societies in developing and emerging countries that
are saddled with the consequences of work-related
diseases and accidents in mines and export factories.
Wages are often not enough to ensure a basic standard
of living, and extremely low prices for many agricultur-
al products result in extreme poverty among farmers.
Along similar lines to carbon pricing, accountability for
human and labour rights violations along the supply
chain would be the first step towards internalised social
costs.

Many countries have already incorporated the UN
Guiding Principles into national action plans or are
in the process of creating dedicated action plans and
laws. In 2016, in its National Action Plan for Business
and Human Rights (NAP), the German government
urged all businesses to exercise human rights due dil-
igence in their activities and business relationships in
accordance with the UN standards. Failure to meet this
requirement by fewer than half of all large enterprises
(with more than 500 employees) by the end of 2020 will
probably result in the legislative action announced by
the German government and a motion for an addition-
al mandatory regulation at EU level.
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2.2 Human Rights Due Diligence as an Instrument

for Implementing the SDGs

Atfirstglance, the best way to steer investment towards
satisfying basic human needs (SDGs 1-4) might seem to
be to invest in businesses that produce food, run sew-
age treatment plants, hospitals and schools or build
housing.

However, there is abundant evidence that simply redi-
recting capital flows towards these sectors without ap-
plying additional conditions is not enough to achieve
social goals. Food crop planting and construction
work, for example, often take place under conditions
that actually hamper the implementation of SDGs 1-4.
As much as 60 per cent of child labour can be found
in the agricultural sector (FAO, UNICEF 2019: IX). Mil-
lions of smallholder farmers live in abject poverty. The
construction sector is high-risk and, particularly in de-
veloping and emerging countries, construction com-
panies are often responsible for the displacement of
local populations, for not paying a living wage and for
inadequate workplace health and safety, resulting in
accidents and diseases.

The conditions under which these and other economic
activities are carried out are therefore instrumental in
determining whether they contribute to the achieve-
ment of social goals or not. The UN Guiding Principles
on Business and Human Rights serve as an internation-
ally recognised regulatory system for defining these
conditions. Investment in the abovementioned sectors
must therefore be tied to adherence to these conditions.
Studies on the impacts of human rights due diligence
go a step further, however: The Danish Institute for Hu-
man Rights, believes that 90 per cent of international
and regional human rights standards contribute to the
SDGs.

»[R]Jobust human rights due diligence enables and con-
tributes to sustainable development. For businesses,
the most powerful contribution to sustainable devel-
opment goals is to embed respect for human rights in
their activities and across their value chains, address-
ing harm done to people and focusing on the potential
and actual impacts. [...] Ending business-related human
rights abuses is a necessary step for people to live in
dignity, and for the sustainable development goals for
decent work, access to education, health care and food
to bereached.« (The Danish Institute for Human Rights,
2019:10).

»Shift«, an organisation that works towards the im-
plementation of the UN Guiding Principles, outlines
how the implementation of the four human rights of
non-discrimination, respect for land rights, payment
of a living wage and forced labour, would impact the
SDGs. If businesses were to strictly comply with these
human rights, the sustainability goals would be met for
millions of people (Shift, n.d.: OOP)

Strict and persistent adherence to human rights in the
private sector can have such a huge impact because
human rights abuses remain widespread in areas that
are within the scope of its responsibility and exercising
the due diligence called for in the UNGP would bring
positive changes for millions of people. The reality is far
removed from this, however:

»The world is still a long way from realising human
rights of all and achieving sustainable development.
Between 21 and 48 million people are estimated to
work in forms of modern slavery; around 85 million of
the estimated 168 million child labourers are in haz-
ardous forms of work; and more than 2.3 million peo-
ple die annually as a result of occupational accidents
or work-related diseases.« (Danish Institute for Human
Rights, 2019:9).

A large proportion of human rights abuses occur in
high-risk sectors. Consequently, business enterprises
from these sectors in particular have huge potential to
contribute to the implementation of the SDGs by strict-
ly adhering to human rights, including along their sup-
ply chains.

The starting point for defining the activities that make
a contribution to social sustainability thus consists in
identifying high-risk sectors and establishing human
rights standards for those sectors. Investment in busi-
nesses operating in these sectors would then be consid-
ered socially sustainable if, in their business activities
and value chains, they consistently implement human
rights in accordance with the UN Guiding Principles.

The second approach involves identifying sectors that
have the potential to have positive social impacts. Here,
too, a clear definition of the corresponding criteria
needed to ensure the selected sectors can help facilitate
implementation of the SDGs is of the essence.

Human Rights Are Investors’ Obligations



This is very much in keeping with the green taxonomy
approach. The green taxonomy identifies high-risk
sectors that make a substantial contribution to climate
protection if they significantly reduce their CO2 emis-
sions. Along similar lines, in the social taxonomy, high-
risk sectors are selected that can be classified as socially
sustainable provided they exercise a high level of hu-
man rights due diligence. Likewise, where the green
taxonomy includes sectors that enable climate protec-
tion, a social taxonomy includes sectors from the areas
of social goods and services.

2 Proposal for a Social Taxonomy

More specifically, the green taxonomy includes, for in-
stance, both solar power and the manufacture of steel.
Similarly, a social taxonomy would incorporate the
running healthcare facilities but also mining—a sector
with a high risk of human rights and labour rights abus-
es. Just as progress in protecting the environment can
only be made if sectors with high CO2 emissions signif-
icantly reduce those emissions, social progress is only
attainable if decent working conditions are ensured
across all sectors of the economy and throughout the
world.

2.3 Selection of High-Risk Sectors

While there is a whole string of sectors that have been
associated with widespread, severe human rights vio-
lations for decades, there are others that remain only
marginally affected or untouched altogether. In addi-
tion, there is a difference between sectors where busi-
nesses tend to be directly involved in human rights
abuses and others where this association is probably
due to widespread human rights violations in their sup-
ply chains. For this part of the social taxonomy, sectors
will be identified where there is a higherlevel of human
rights risks, as will be other branches which, because of
their market power, have a significant influence over
these sectors, for instance because they trade in or pro-
cess goods from these high-risk sectors.

The selection of sectors was based on publications that
identify sectors with a high level of human rights risks
asdefined in the UN Guiding Principles (CHRB 2019, UN
2017,KPMG 2014, IPIS 2014).2

These publications consistently refer to the following
high-risk sectors

Agriculture

Textile manufacture and trade
Mining

Infrastructure

Gl o

Some publications also include the following sectors,
which are closely connected to the abovementioned
four through supply relationships:

5. Manufacture of information and communications
technology (ICT) devices

6. Automotive manufacture

7. Foodretail

In the first part of the definition of socially sustaina-
ble sectors proposed here, we develop specific social
requirements for these seven sectors which have to be
met for a business to be considered socially sustainable.
The aim of this part of the social taxonomy is to redirect
capital to the businesses within these sectors which im-
plement human rights standards in key, but often over-
looked areas, thus making a contribution to the SDGs.

Consequently, this means that, in practice, a dedicated
social taxonomy emphasises certain aspects of human
rights due diligence. This is a consequence of the cur-
rent situation. To date, we only have a green taxonomy,
which has only developed green DNSH criteria and only
includes sectors that are high-risk from an environmen-
tal not from a social perspective. As mentioned earlier,
the implementation of the social minimum safeguards
in the taxonomy raises a number of questions. If the aim
is also to enable sustainable investment in sectors that
are high risk from a social perspective, more specific
human rights criteria that potentially go beyond the
minimum standards of the green taxonomy are a must.
Future developments will reveal the relationship be-
tween these differences in practice, and show whether
they can be condensed into one standard.

2 KPMG Advisory N.V. (2014): CSR Sector Risk Assessment. Considerations for dialogue. URL: https://www.imvoconvenanten.nl/-/media/imvo/files/mvo-sector-risk-
assessment.pdf?la=en&hash=E04F2533DE30CFF10A2C2D3C2E2D1327 (last accessed: 11.03.2020)
The Corporate Human Rights Benchmark / World Benchmark Alliance (2019): 2019 Key Findings. Across sectors: Agricultural Products, Apparel, Extractives & ICT
Manufacturing. URL: https://www.corporatebenchmark.org/sites/default/files/2019-11/CHRB2019KeyFindingsReport.pdf
IPIS: The Adverse Human Rights Risks and Impacts of European Companies: Getting a glimpse

of the picture, 2014

UN: Accountability and Remedy Project Part II: State-based non-judicial mechanisms How State-based NJMs respond to sectors with high risks of adverse human

rights impacts: Sector Study — Part 1 2017

A Proposal for a Social Taxonomy for Sustainable Investment
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The suggestion is here is that the minimum safeguards
of the green taxonomy have a bearing on severe human
rights abuses and the widespread processes for pre-
venting these violations. High social standards, by way
of contrast, go beyond the customary level of human
rights due diligence in a given sector.

2.3.1 Social Standards in High-Risk Sectors

Political, civil, social, cultural and economic human
rights and the ILO’s core labour standards were adopt-
ed at the UN level more than 50 years ago now. Yet still
these rights are violated the world over on a daily basis.
The UNGP was developed for the purpose of defining
theresponsibility borne by the private sector in respect-
ing these rights, in doing so contributing to implemen-
tation via the private economy. Many businesses in the
high-risk sectors mentioned above are already endeav-
ouring on a voluntary basis to prevent human right
abuses in their direct field of responsibility and in their
supply chains. They acknowledge their commitment
to sustainable principles and have taken measures to
ensure adherence to the UN Guiding Principles in their
production and in their supply chain. To this end, there
are numerous industry-specific sustainability associa-
tions that have made this their goal. The guiding prin-
ciples of these industry associations can be seen as be-
ing quintessential of these endeavours in a given sector.
They indicate which compromises this sector has been
able to agree on, given the different goals and varying
levels of ambition of the individual enterprises. As such,
they depict the status quo of a sector in terms of its ef-
forts to exercise human rights due diligence.

If we compare this status quo with the UNGP require-
ments, however, discrepancies will be found to exist.
Here, an especially high level of commitment to human
rights is defined as a business in a high-risk sector mak-
ing dedicated efforts in those areas neglected by the in-
dustry sustainability association guidelines.

The threshold for social sustainability proposed here
thus involves a business from a high-risk sector taking
human rights due diligence measures in areas that are
key for the UNGP and that go beyond the sector aver-
age. These measures differ from sector to sector and are

outlined in detail in the list below. There are, however,
two key social injustices, in particular, which cut across
sectors and which are not included in any of these in-
dustry initiatives.

2.3.2 Living Wages, Grievance Mechanisms and
Trade Union Rights as Criteria for Outstanding
Commitment to Social Sustainability

A review of the industry-specific guiding principles of
the high-risk sectors reveals, in virtually all sectors, two
gaps in the implementation of human rights due dili-
gence:

The guiding principles of the industry-specific sustain-
ability initiatives completely neglect to make any men-
tion of the issues of »grievance mechanisms and reme-
dies« or the payment of a living wage.?

This finding is supported by the assessments by the
World Benchmarking Alliance as seen in their Corpo-
rate Human Rights Benchmarks (CHRB). Since 2016,
the CHRB has conducted regular assessments of the
largest publicly traded companies from the high-risk
sectors mentioned here based on their strategies for
the implementation of human rights due diligence. In
all the assessments carried out so far, the companies on
average scored lowest on the following areas: »Reme-
dy and Grievance Mechanisms« and »Enabling Factors
and Business Processes«, with the latter area including
the issues of trade union rights and living wages (CHRB
World Benchmarking Alliance 2019: 11).

In the context of the establishment of a social taxonomy
that seeks to implement the SDGs this is an important
point, especially in light of the role played by the issue
of living wages in the implementation of the SDGs. In
fact, living wages and living incomes are linked to 11 of
the 17 SDGs. It can therefore be assumed that commit-
ment to this area will have a significant positive impact
on the sustainability goals as a whole.

If businesses were to adhere rigidly to the right to a liv-
ing wage in their own business area as well as in their
supply chain, this would constitute an important step
towards the implementation of the SDGs. According

3 Our analysis included the guiding principles of the following industry-specific sustainability associations:
amfori BSCI 2300 whose members are from the trade and consumer goods areas, particularly textiles: no living wage, no grievance mechanism, principles: https://
www.amfori.org/sites/default/files/amfori-2020-03-05-amfori-BSCI-code-of-conduct.pdf op;
SAl Practices (agriculture and the food industry): no living wage, no grievance mechanism, no FIPC, no prevention of displacement, https:/saiplatform.org/wp-

content/uploads/2010/02/pps-arable-vegetable-crops-2009.pdf;

ICMM (mining and metals): no living wage, grievance mechanism only stipulated for workers and not for local populations, FIPC not mandatory, https://www.icmm.

com/mining-principles;

Responsible Business (electronics industry): no living wage, no grievance mechanism, http://www.responsiblebusiness.org/media/docs/RBACodeofConduct6.0_

English.pdf;

Automotive Industry Guiding Principles to Enhance Sustainability Performance in the Supply Chain: no living wage, no grievance mechanism, https://go.aiag.org/

globalguidingprinciples.
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Living Wages and Living Incomes and the SDGs

Living wages and living incomes are linked to
the following SDGs:

DECENT WORK AND
ECONOMIC GROWTH

i

Right to:
Work, Family life,
Freedom of association
and collective bargaining,
Just and favorable
conditions of work,
Reasonable working
hours

living

Right to:
Housing

Right to:
Minorities

‘I REDUCED
INEQUALITIES

a
-
v

Right to:
Water

CLEAN WATER
AND SANITATION

)

Graphic courtesy of Shift Project, Ltd. Learn more at www.shiftproject.org/sdgs

to calculations by the organisation »Shifte, this would
improve the lives of 340-450 million people; and if
we also factor in their families, as many as some two
billion people would benefit. In other words, a living
wage could improve the lives of around 25 per cent of
the world population as envisaged in the SDGs (Source:
Shift homepage n.d., n.p.). In light of this huge poten-
tial, payment of a living wage is a key criterion of the
social taxonomy proposed here.

As well as paying a living wage, the establishment of
a grievance mechanism as part of the CSR systems of
businesses in high-risk sectors is instrumental for com-
pliance with the UNGP. This is something that the ma-
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jority of these businesses lack, however. A grievance
mechanism should enable those affected to draw at-
tention to violations of their rights. For this to happen,
those affected musthave trustin the process and it must
be accessible and transparent. On the one hand, it can
serve as an effective instrument for remediation. On the
other hand, it serves as a source of learning about how
to tackle and prevent human rights abuses. The estab-
lishment of a grievance mechanism which meets these
UNGP criteria is therefore a second social sustainability
criterion for businesses in high-risk sectors.

The freedom of association and the right to collective
wage bargaining is added here as these play an im-
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portant role in securing living wages and addressing
shortcommings. They are essential for the long-term
prevention of human rights abuses such as in the area
of workplace health and safety. Even if this right is in-
corporated into the guiding principles of the given sec-
tor, in reality, itis often violated. In 107 countries of the
world, workers are prevented from forming or joining a
trade union (ITCU 2019: 6). Businesses that put substan-
tial efforts into ensuring these labourrights are protect-
ed are therefore also rated as demonstrating a particu-
larly high level of commitment to social sustainability.

Given that very few businesses to date have successfully
managded to implement the three aforementioned ele-
ments of the UNGP in their own field of responsibility,

Minimum Wage, Living Wage and Living Income

When drawing a distinction between adherence to the
social minimum safeguards in the green taxonomy
and the particularly high social standards of the social
taxonomy, the difference between a legal minimum
wage and a living wage is particularly important. The
majority of countries in the world set a statutory min-
imum wage, which is the lowest remuneration that
employers can legally pay their workers. The minimum
wage serves to protect workers against unduly low pay.
Worldwide, there are systems for setting minimum
wages for entire countries, for a particular region, for
specific sectors of the economy or for certain activities.
In practice, minimum wages help to ensure that the re
muneration of workers does not drop below a cert
level. In some countries, itis not only public authr _.es
that are involved in fixing the minimum wage but also
the parties to wage agreements. The existence of a min-
imum wage does not affect the autonomy of collective
bargaining.

In many countries, however, the minimum wage is be-
low a living wage. According to the International La-
bour Organization (ILO), a living wage is defined as the
remuneration a worker receives for a standard working
week/month (not including overtime) sufficient to af-
ford a decent standard of living for the worker and their
family. In more recent debates, the Global Living Wage
Coalition has elaborated on what exactly this requires:
Elements of a decent standard of living include food,
water, housing, education, healthcare, transportation,
clothing, and other essential needs including provision
for unexpected events. According to this definition,
millions of workers around the world are paid wages

including the supply chain, despite the positive social
impacts that this would have for millions of people, the
three elements, as listed below, are proposed as indica-
tors for a particularly high level of social responsibility:

e Living wages; living incomes

e Grievance mechanisms which meet UNGP require-
ments

e Respectforand commitment to freedom of assembly

Investments in business enterprises in the high-risk
sectors identified which demonstrate particular com-
mitment to these three areas can be considered social
investments.

that cannotbe considered »living«. Various attempts,
for instance by textile enterprises, to tackle the prob-
lem single-handedly in their own supply chains have
failed (CCC 2019: op). Some businesses therefore fo-
cus on ensuring that they pay the minimum wage,
despite the fact that this is not a living wage.

Another problem is the situation of millions of
self-employed smallholder farmers, for instance in
the production of coffee, cocoa or rubber. The pur-
chase prices paid here are frequently not enough to
ensure a decent standard of living for the families of
those farmers. Ongoing attempts to resolve the prob-
lem through price stabilisation, particularly during
phases of declining agricultural commodity prices
have not been very successful either, or at least they
have not led to significant positive impacts for the
majority of those affected. In addition to this, these
smallholders depend on seasonal workers who they
do not (or cannot) pay a living wage either.

Sources:

https://www.ilo.org/global/topics/wages/minimum-wages/defini-
tion/lang--en/index.htm
https://www.globallivingwage.org/about/what-is-a-living-wage/
Here too, the smallholders, themselves victims of low commodity
prices, often end up violating workers” and human rights.
https://www.shiftproject.org/sdgs/living-wages/
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2.4 Socially Sustainable Activities

Besides ensuring a high level of social safeguards are in
place in high-risk sectors, additional investments are
needed in social products, services and infrastructure if
the SDGs are to be met.

SDGs 2-4, 6 and 7 specify economic activities that can
help satisfy basic needs@sustainable food production,
investments in the health, water and wastewater indus-
tries, and power generation. Other products and servic-
esrelated to the SDG are provision of adequate housing
(11), public transport (11) as well as access to financial
services and communication technologies (9) all of
which the SDGs refer to in detail. It is also important to
include peaceful conflict management here, given its
significance as a social activity that contributes to the
achievement of SDG 16.

An interesting observation here is that both the food
production and social infrastructure sectors serve a
dual function in that they both have substantial poten-
tial for positive social impact, while being high-risk sec-
tors at the same time.

SDGs 1 (No poverty), 5 (Gender equality) and 10 (Re-
duced inequalities) in particular, however, show
clearly that the fulfilment of these goals goes beyond
goods, services and infrastructure. In fact, this must
also involve facilitating access to these goods for disad-
vantaged groups through affirmative actions. It is im-
portant not to overlook this aspect in connection with
socially sustainable investments, notleastinlight of the
correlation between peace and lack of equality in ac-
cess to basic goods and services.

To have some kind of orientation as to where to steer
social investments, however, it is not enough to sim-
ply list social sectors. Social sustainability in itself does
not come from the act of, for example, investing in the
building of hospitals and wastewater treatment plants.
Such undertakings become social acts only if and when
they help guarantee or facilitate sustainable universal
access to health services and clean water.

In some places, hospitals are not accessible to certain
sections of the population, and people live in inade-
quate housing or in confined conditions, despite brisk
construction activity in their countries. Once accessi-
bility has been achieved, a steady flow of investments
is needed to maintain that access. This applies as much
to developing and emerging countries as to the Global
North where social infrastructure is, to a degree, be-

A Proposal for a Social Taxonomy for Sustainable Investment

coming less accessible, because upkeep and repairs
are not guaranteed. When defining criteria for social
investments, therefore, it is important to steer invest-
ments towards ensuring not only better access to basic
social services, but also securing permanent access to
those services:

»2.4billion peoplelack basic sanitation, 2 billion people
are unbanked, 1.2 billion people lack reliable electrici-
ty, 700 million lack access to water services, 400 million
people lack essential healthcare and 121 million chil-
dren are notin school.« (IFC 2019, n.p.).

Europe’s social infrastructure, too, is far from universal-
ly accessible.

»Investment in social infrastructure, both private and
public, is far from reaching the level needed to cater
for the EU’s current population, nor is the investment
always appropriate in view of the changing needs and
expectations over the coming decades. The current in-
vestment in social infrastructure in the EU has been es-
timated at approximately EUR 170 bn per annum (p.a.).
The minimum financing gap in social infrastructure in-
vestment is estimated at EUR 100-150 bn p.a. and repre-
sents a total gap of over EUR 1.5 tn in 2018- 2030. Since
the global economic and financial crisis, the EU has
been suffering from low levels of investment. In Europe,
infrastructure investments in 2016 were 20 % below the
level experienced in 2007. Moreover, investment in so-
cial infrastructure has lagged even more behind tradi-
tional infrastructure investment. Nonetheless, the gap
differs widely across regions.« (European Commission
2018: VI).

The quote from the report by the European Commis-
sion illustrates how urgent investment in social in-
frastructure is and it shows that this is about aligning
standards of living across Europe. The differences in
how the healthcare systems in EU member states coped
with the COVID-19 crisis likewise show the urgent need
for massive investmentin the health sector.

2.4.1 Availability and Accessibility: An Important
Difference for a Social Taxonomy

When distinguishing between the terms »availability«
and »accessibility« in relation to social products and
services, a clear distinction must be made between en-
vironmentally and socially sustainable activities. A so-
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cial activity can only be deemed as such if it is available
to those who are most in need. This condition does not
apply to environmental activities. The production and
supply of solar energy is environmentally sustainable
the world over, irrespective of who has access to this
power.

In order to better explain the conflicts that arise at
this point, it is important to differentiate between the
availability of social services and access thereto. The
construction and day to day running of schools and
hospitals, pharmaceutical manufacturing, wastewater
treatment and power distribution, for example, make
certain products and services available in that they are
there for use by a given group of people. Who these
products and services are ultimately accessible to, how-
ever, depends on a country’s political, economic, geo-
graphical and social circumstances. There are a variety
of reasons as to why access may be limited. There may
be restricted access for certain population groups, or
perhaps there are economic or geographical obstacles.
For a social taxonomy, an important prerequisite is
therefore not only to make social products and services
available, but to provide improved access to the given
product or service. Only if this condition is fulfilled can
an economic activity to be classified as social.

2.4.2 Criteria for Social Products and Services

In light of what has been said above, the definition of
socially sustainable economic activities always has two
components, the first being to select the products and
services, the second being to improve their accessibili-
ty.

The definition of social sustainability given here will
therefore comprise two lists. The first list contains the
sectors themselves, while the second list contains as-
pectsrelating to accessibility that must be factored into
investments in the social products mentioned.

Provided the conditions for access outlined in 2.4.1 are
met, products and services from the following overar-
ching sectors can be considered socially sustainable,

1. Health Products and Services
2. Technical Infrastructure ( only in DAC Countries)
3. Social Infrastructure
a) Water supply and wastewater treatment
b) Housing construction
c¢) Waste disposal
d) Energy supply (from sources that fall under the
green taxonomy)
e) Public transport (local and long-distance)
f) Information and communications technology
(ICT) infrastructure

4. Education (products and services)
5. SME and Micro Financing and insurance services
6. Peaceful conflict management

These sectors are only socially sustainable, however, if
they are tied to a guarantee of improved, permanent
access, where improved access can relate to geographi-
cal regions or sections of the population.

e Accessibility by geographic region
> Structurally weak regions
> Conflict-affected regions

e Accessibility by population group

> Economically disadvantaged
Young people
Women
Elderly
People with disabilities
Indigenous population
Ethnic, religious minorities

V V.V V VvV V

Access; be it newly created, improved or long-estab-
lished, must be verified in corresponding impact as-
sessments.

Here, the issue of peace is significant for two reasons.
Firstly, peaceful conflict management is a social ser-
vice. On the other hand, improved access to basic ser-
vices is vital if existing conflicts are to be resolved and
new conflicts prevented.

2.4.3 The Role of Peace in Social Investments

This proposed list of socially responsible investments
incorporates the idea of peace as an important factor
in violence prevention and peaceful conflict manage-
ment. This comes from a conviction that peaceful co-
existence, whether in the national, regional or interna-
tional context, is not a given and that peaceful conflict
management measures play an important role when
it comes to preventing violence or defusing the poten-
tial for violence, facilitating a transformation towards
positive peace. A social taxonomy that does not factor
inviolence prevention and conflict resolution would be
incomplete.

Efforts to resolve conflicts peacefully are incorporated
in SDG 16: Peace, justice and strong institutions. Peace-
ful conflict management employs non-military means
and techniques to prevent and resolve conflicts and
provide post-conflict support without the use of vio-
lence and seeks to promote the development of positive
peace. In this process, the conflict parties are actively
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involved in the search for a long-term viable solution.
The normative foundations of peaceful conflict man-
agement also include the UN Charter, associated in-
ternational conventions and, in particular, civil and
human rights.

Effective approaches to peaceful conflict management
exist in Germany, for example conflict counselling for
municipalities and, operating on an international lev-
el, the Civil Peace Service (CPS). International organisa-
tions such as the »African Centre for the Constructive
Resolution of Disputes« and »Nonviolent Peaceforce«
also do their part in promoting peaceful conflict man-
agement. These two examples are nonprofit organisa-
tions that receive government backing to some degree
or other. The aforementioned German organisations
- the German Civil Peace Service and the Local Con-
flict Counselling service - are funded primarily by the
German government and the EU. Investing in peaceful
conflictmanagement, in other words in peacebuilding,
means investing in public goods such as clean water,
universal healthcare provision and school education.

One reason why peaceful conflict management is not
part of the discourse about social investment is the fact
that, due to the long impact chains, returns on individ-
ual investments are difficult to quantify. Given the focus
on incidents of violence, the success of violence preven-
tion measures and constructive conflict management
as well as the resultant avoidance of economic and so-
cial costs are not easy to articulate. Naturally, the social
and economic costs of violent conflict are both real and
significant, ranging from loss of life and the destruc-
tion of infrastructure, including social infrastructure,
to treatment of trauma and the clearance of land mines
and explosives, even decades after the conflict has end-
ed. To date, however, it has not been possible to gauge
what interventions might help prevent or indeed have
prevented such horrific occurrences.

What we can do, however, provided the means for this
are available, is look at changes in conflict structures
with regard to their potential to contribute to peace-
building. Research carried out within the World Bank
Group has made considerable progress in attaching
a figure to the costs that have been avoided through
peaceful conflict management measures, illustrating
that the costs of a violent conflict are usually dispropor-
tionately higher than those of peaceful conflict man-
agement measures that could have prevented the con-
flictin the first place.

According to findings from the Institute for Economics

& Peace (IEP), one dollar invested in the promotion of
peace saves 16 dollars in conflict-related costs.

A Proposal for a Social Taxonomy for Sustainable Investment
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What is important is to understand that there is a fun-
damental difference between peaceful conflict man-
agement and the military form of conflict mitigation
that is not included in the catalogue of social invest-
ments here.

2.4.4 Social DNSH Criteria

In order to support the achievement of social equality,
binding guiding principles are needed. It is important
to ensure that investments are not made in business
enterprises that, while operating in sectors that are ori-
ented towards social sustainability, pursue economic
practices that prevent the social objectives from being
met and thus go directly against the common good.
Examples of such practices are active tax evasion or tax
avoidance, the formation of monopolies and other an-
ti-competitive agreements, money laundering and the
use of corruption.

Such practices result in unequal distribution of power
and distort the competition on the markets, ultimate-
ly meaning that market participants oriented towards
sustainable activities are systematically disadvantaged
and obstructed. This is not commensurate with the aim
to provide access noris it compatible with the social tax-
onomy outlined here.

In addition, a social taxonomy requires green mini-
mum safeguards. This goes beyond the scope of this
study, however.

33



2 Proposal for a Social Taxonomy

34

2.4.5 Proposal for a Social Taxonomy: Sectors and
Criteria

List of Sectors for a Social Taxonomy
at a Glance

—_

Agriculture: Perennial crops plus processing

Agriculture: Non-perennial crops plus process-

ing

Fisheries

Textiles incl. leather

Food trade

Metal ore mining and mineral mining

Automotive manufacture

Information and communications technology

(ICT) devices

9. Research and production of medication, medi-
cal devices, products and healthcare services

10. Technical infrastructure in developing coun-
tries

11. Social infrastructure

12. Education products and services, in particular
vocational training

13. Microfinancing/SME financing

14. Peaceful conflict managemen

N
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Damage prevention criteria (damage in the sense of
greater social inequality resulting from illegitimate
practices)

1. No tax evasion

2. Nomonopoly formation
3. No corruption

High-risk sectors

—

. Agriculture: Perennial crops plus processing

. Agriculture: Non-perennial crops plus process-
ing

. Fisheries

. Textiles incl. leather

. Food trade

. Metal ore mining and mineral mining

. Automotive manufacture

. Information and communications technology
(ICT) devices

N

0 O OB~ W

Preliminary note on High-Risk Sectors

In a social taxonomy, high-risk sectors comprise those
actors, which are directly responsible, e.g. mining and
food production. With these sectors being at the start
of supply chains, however, other actors along the value
chain share the responsibility for the production con-
ditions. For this reason, the social taxonomy includes
processing entities and retailers such as textile traders
and food retailers. These entities often have higher
profit margins and are more strongly oriented towards
end users and their requirements. In addition, owing to
the influence they have on pricing, shipment volumes
and supply contract terms, these entities also have the
capacity to facilitate or impede producer compliance
with human rights. In light of this, the social sustaina-
bility criteria for producers, processing entities and re-
tailers differ depending on their respective responsibil-
ities in the high-risk sectors.
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Sector 1

Agriculture: Growing of Perennial Crops

Sub-sectors

and related sectors: Producers of perennial crops, especially tropical crops such as pineapple, coffee,
cocoa, natural rubber, palm oil, tea, also stone fruit, vegetables, hazelnuts, grapes and
the entities involved in processing these crops including large sections of the food
industry, in particular confectionary manufacturers, manufacturers of cooking fat,
biofuel and palm oil-based plastics, soap and washing powder, tea, wine, tyres, and
also coffee roasteries.

Human rights compliance in high-risk sectors

Social risks

Producers

Work-related risks: child labour, forced labour, no employment contract, retention of identity documents, inade-
quate workplace health and safety, in particular due to the use of pesticides, inadequate protection against pesti-
cides, excessive working hours, no living wages, violation of labour rights, in particular, trade union rights, sexual
and ethnic discrimination, unfit, unsafe and cramped living conditions for (migrant/seasonal) workers, dispropor-
tionate costs of employment services, no paid leave or paid sick days, ineffective grievance mechanisms.

Particularly high risks in the purchase of products produced largely by smallholders (e.g. coffee, cocoa, natural rub-
ber, palm oil): purchase price is not enough to enable payment a living wage.

Communities

Risks for local population residing close to large agricultural operations (esp. for palm oil, rubber): violation of tradi-
tional land rights and displacement of indigenous populations without free, prior and informed consent (FIPC), in-
adequate, low standard of living after resettlement, violence and intimidation towards local population and human
rights activists by government or private security services, adverse impacts on livelihood and quality of life of local
population, e.g. due to large-scale land cultivation using agricultural chemicals, air pollution, groundwater and soil
contamination, use of scarce water resources to the detriment of local farming businesses.

Processors

Exert extreme price and time pressure, short-term supply contracts only, increasing pressure on suppliers, who pass
this on to producers and workers, indirectly resulting in various labour rights and human rights violations in supply
chains.

Social sustainability criteria

Producers

Guaranteed minimum wage for statutory working hours, monitoring of discrepancy between minimum wage and
living wage, where applicable dedicated plan to raise wages to living wage level.

Establishment of grievance mechanism that is freely accessible to employees and in line with the effectiveness cri-
teria of the UN Guiding Principles. Mechanisms are established that facilitate access to remedy for harm caused by
human rights abuses.

Measures to achieve these goals

Compliance with the core conventions of the International Labour Organization (ILO), all workers have employment
contracts with regulated working hours that do not exceed statutory limits, workplace health and safety guaranteed
through dedicated training, the provision of personal protective equipment, and proper monitoring of safety meas-
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ures, the provision of suitable accommodation for seasonal workers; childcare provided where needed. Provision of
proper information on non-discrimination and trade union rights. Participation in industry initiatives that are com-
mitted to implementing these measures.

Standards concerning local population

Analysis of the social and environmental impacts of the construction of a new or expansion of an existing plantations,
creating opportunities for participation and supporting the use thereof, especially for marginalised groups, compli-
ance with the right to free, prior and informed consent (FIPC) for indigenous populations. Existence of a grievance
mechanism thatis in line with the effectiveness criteria of the UN Guiding Principles. Mechanisms in place that facil-
itate access to effective remedy for harm caused by human rights abuses.

Processors

Verify whether purchase prices enable payment of living wages or incomes; adjust prices paid to suppliers to enable
them to pay a living wage or income.

Establishment of grievance mechanism that is freely accessible to employees of suppliers and smallholders and that
is in line with the effectiveness criteria of the UN Guiding Principles. Facilitate access to effective remedy for human
rights abuses.

Measures to achieve these goals
Supply chain monitoring (audits, contracts) ensures compliance with the aforementioned criteria for producers. This
includes external audits covering all of these areas.

Additional criteria for purchasers of goods produced largely by smallholders

Prevention of child labour through appropriately trained employees on site, long-term supply contracts, price stabi-
lisation measures to facilitate a living income in the event of a sharp drop in global market prices. The effectiveness
of these measures is assessed regularly. The measures themselves and the results of effectiveness checks are publicly
disclosed. For the companies involved, including food and confectionary manufacturers, coffee roasteries and tyre
manufacturers, supply contracts must contain corresponding conditions and compliance with these conditions is
verified.

e N
Rationale

The working and living conditions in agriculture, in particular but not only in the cultivation of tropical crops, vio-
late the human rights of millions of smallholders and agricultural workers around the world. According to FAO, 60
per cent of child labour is found in the agricultural sector (http://[www.fao.org/rural-employment/toolbox/module-
4-child-labour/en/. More than 50 per cent of the population of Southern Asia and Sub-Saharan Africa work in agri-
culture. Sickness and disease caused by the use of pesticides without appropriate protective equipment as well as
poverty and hunger are widespread. Precarious employment relationships with no formal written contract and even
forced labour and unfit accommodation for workers can particularly be found anywhere seasonal harvest workers
are used, even in European agriculture. Tying investments in the agricultural sector (and in businesses involved in
the processing of the goods listed here) to the aforementioned measures could potentially improve the lives of mil-
lions of workers, farmers and their families.

These measures are vital for the implementation of the following UN sustainability goals: No poverty (SDG 1), Zero
hunger (SDG 2), Good health and well-being (SDG 3) and Decent work and economic growth (SDG 8).
- J
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Agriculture: Growing of Non-Perennial Crops

Sub-sectors and

related sectors: Production of bananas, cotton, corn, soybeans and sugarcane
Producers of food, including confectionary and soft drinks, ethanol biofuel and corn
(44 per cent of corn production), Textile production: see Textiles

Human rights compliance in high-risk sectors

risks

Producers

Work-related risks in the production of bananas, cotton (in particular in Pakistan, India, Uzbekistan and Turkmeni-
stan) and sugarcane: child labour, forced labour, inadequate workplace health and safety due to the use of pesticides
without appropriate protective equipment, no written contracts, excessive working hours, no living wage, e.g. due to
very low piece rates, violation of trade union rights, ineffective grievance mechanisms.

Additional risks for sugarcane: cuts, snakebites, respiratory diseases and chronic kidney disease caused by heat stress
(suspected).

Risks for local population in the establishment of new or the expansion of existing production sites for: bananas, cot-
ton, corn, soybeans or sugarcane.

Communities

Violation of land rights and displacement of indigenous populations without free, prior and informed consent (FIPC),
inadequate, low standard of living after resettlement, violence and intimidation towards local population and hu-
man rights activists by government or private security services, adverse impacts on livelihood and quality of life of
local population, e.g. due to large-scale land cultivation using agricultural chemicals, air pollution, groundwater
and soil contamination, use of scarce water resources to the detriment of local farming businesses.

Processors

Exert extreme price and time pressure, short-term supply contracts only, increasing pressure on suppliers, who pass
this on to producers and workers, indirectly resulting in various labour rights and human rights violations in supply
chains.

sustainability criteria

Producers

Payment of living wages, establishment of a grievance mechanism that is freely accessible to employees and in line
with the effectiveness criteria of the UN Guiding Principles. Facilitate access to effective remedy for human rights
abuses.

Measures to achieve these goals

Bananas, cotton and sugarcane

Compliance with the core conventions of the International Labour Organization (ILO), all workers have written em-
ployment contracts for working hours that do not exceed statutory limits, training to ensure safe use of pesticides,
the provision of personal protective equipment, and proper monitoring of protection measures, adequate supply of
drinking water, guaranteed legal minimum wage for statutory working hours, even for piecework, monitoring of dif-
ference between minimum wage and living wage, where applicable dedicated plan to raise wages to living wage lev-
el. Suitable accommodation for seasonal workers. Proper information on non-discrimination and trade union rights,
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business enterprises have a grievance mechanism in place which is freely accessible to employees and in line with
the effectiveness criteria of the UN Guiding Principles. Mechanisms to facilitate access to remedy for human rights
abuses. Participation in industry initiatives that are committed to implementing these measures.

Standards for local population (also applies to corn and soybeans)

Analysis of social and environmental impacts of the construction of a new or expansion of an existing plantation, cre-
ating participation opportunities and supporting the use thereof, especially for marginalised groups. Compliance
with the right to free, prior and informed consent (FIPC) for the indigenous population. Effective grievance mecha-
nisms and access to remedy for human rights abuses.

Processors
Verify whether purchase prices enable payment of living wages or incomes; adjust prices paid to suppliers to enable
them to pay a living wage or income.

Establishment of grievance mechanism that is freely accessible to employees of suppliers and smallholders and in
line with the effectiveness criteria of the UN Guiding Principles. Facilitate access to effective remedy for human rights
abuses.

Measures to achieve these goals

Supply chain monitoring (audits, contracts) ensures compliance with the aforementioned criteria for producers.
This includes external audits covering all of these points. Participation in sustainable industry initiatives that seek
to achieve a guaranteed living wage. Participation in industry initiatives that are committed to implementing these
measures.

e N
Rationale

In many countries, sugarcane (three million workers in Brazil and Mexico, source: scielo, geomexico) and cotton (300
million workers worldwide, Fair Trade) are harvested by hand. The working conditions of harvest hands often violate
fundamental human rights. There are reports of child labour and forced labour in India, Pakistan, Uzbekistan and
Turkmenistan, although in some countries the problem is receding as a result of growing public attention. Labour
rightsviolations such as the glaring health risks in sugarcane harvesting and wholly inadequate piece(wages) are the
norm. Tying investments in manufacturers operating in the confectionary and soft drinks industry as well as the tex-
tile industry to the aforementioned measures could potentially rectify the injustices suffered by millions of workers
and their families.

Soybeans and corn are harvested using agricultural machinery and equipment, meaning there are fewer violations
of basic labour rights. In connection with large-scale cultivation of soybeans and sugarcane in Latin America and
Asia, however, there are frequent reports of violations of land rights and adverse impacts on both smallholders and
indigenous populations. Tying investments in businesses (and their customers) operating in the sugarcane and corn
biofuel industry to the aforementioned criteria can help prevent displacement and harm suffered by smallholders
and indigenous communities and reduce the probability of biofuel being produced at the expense of food security.

These measures are vital for the implementation of the following UN sustainability goals: No poverty (SDG 1), Zero
hunger (SDG 2), Good health and well-being (SDG 3), and Decent work and economic growth (SDG 8).
- J
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Food Production

Sub-sectors: Fishing and fish farming
Category: Human rights compliance in high-risk sectors

Risks for local population

Overfishing especially commercial fishing in coastal waters, putting the livelihoods of self-employed fishermen and
aquacultures in Chile atrisk: decline in fish and shellfish stocks in free bodies of water and increased growth of algae,
threating traditional ways of life of indigenous populations.

Work-related risks

Fishing (esp. in the Pacific, Indian Ocean)

Violations of labour rights, in particular the risk of forced labour owing to high recruitment costs, excessively long
working hours, retention of wages, physical violence in the workplace, deliberate retention of food and water as a
means of exerting pressure, workplace dangers, especially due to lack of life jackets and fatigue, no written employ-
ment contracts, unfit, unhygienic and cramped accommodation for workers on ships, intentional failure to rescue,
aggravated by the fact that it is difficult to monitor working conditions on the high seas and outside national waters,
repression of trade unions, discrimination.

Aquacultures
Divers: fatal work accidents, working in high humidity and atlow temperatures.

Social sustainability criteria

Fisheries

Securing sustainable fishing in coastal waters that also takes the basic needs of coastal populations into consideration.
Payment of minimum wage for statutory working hours, monitoring of difference between minimum wage and liv-
ing wage, and where applicable dedicated plan to raise wages to living wage level.

A grievance mechanism is in place that is freely and fully accessible to workers and in line with the effectiveness cri-
teria of the UN Guiding Principles. Mechanisms are established that facilitate access to remedy for harm caused by
human rights abuses.

Measures to achieve these goals
Compliance with the core conventions of the International Labour Organization (ILO), all workers have employment
contracts for working hours that do not exceed statutory limits, prohibition of excessively high recruitment fees.

Pre-departure registration of crews and ships, safety guarantee, e.g. through staff training, safety precautions on
board, basic medical care and life vests on board.

Education and information on labour rights, support for trade union creation and activities, suitable accommoda-
tion, access to sufficient supply of clean water and food, participation in industry initiatives that are committed to
implementing these measures.

Aquacultures

Respect for traditional laws, comprehensive information and culturally sensitive dialogue with local population,
with particular responsibility to engage with vulnerable groups, observance of the right to free, prior and informed
consent (FIPC) for the indigenous population.

A Proposal for a Social Taxonomy for Sustainable Investment
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-

Rationale

The livelihood of 10-12 per cent of the global population is dependent on fishing and aquacultures (DIH, 2019: 1).
Some 58 million people work in the fishing industry. The main human rights risks are due to local fisheries being at
risk of losing their livelihood, e.g. from overfishing in coastal waters. At the same time, basic human rights are being
violated through, for example, forced labour. Up till now it has not been possible to effectively resolve injustices on
the high seas (due to a lack of statutory monitoring). The criteria listed here could help implement the right to food
security as well as basic labour rights in a sector that is vital for more than ten per cent of the global population.

These measures are vital for the implementation of the following UN sustainability goals: No poverty (SDG 1), Zero
hunger (SDG 2), Good health and well-being (SDG 3), Decent work and economic growth (SDG 8), and Provide access
for small-scale artisanal fishers to marine resources and markets (SDG 14. B).

Sector 4

Textiles

Sub-sectors and
related sectors Textile trade and upstream supply chain: manufacture of ready-to-wear clothing,
spinning, weaving and knitting, leather production, shoemaking

Category: Human rights compliance in high-risk sectors

Social risks

40

Textile trade, shoe trade

Exert extreme price and time pressure, short-term supply contracts only, increasing pressure on suppliers, who pass
this on to producers and workers, indirectly resulting in various labour rights and human rights violations in supply
chains.

Manufacture of ready-to-wear clothing

Payment below living wage and minimum wage level. Payment according to piece wage system with no overtime
pay, excessive mandatory overtime, restricted trade union rights and restricted right to collective bargaining, gen-
der-specific discrimination (lower wages for women, sexual harassment), no effective grievance mechanisms, often
no written contracts, wage cuts in the event of sickness.

Inadequate workplace health and security measures (noise, dust, chemicals, emergency exits blocked).

Unsuitable accommodation with no access to electricity or running water.

Risk of forced labour and child labour in cotton (spinning and weaving) mills and in cotton production.

Leather production and shoemaking

specific health and security risks for workers from the use of chromium in tanneries: skin diseases or respiratory prob-

lems caused (in many cases) by inadequate protection.

Risk of groundwater depletion due to high water consumption in tannery operations; health risks if chromium ends
up in the groundwater and soil as well as risk of water scarcity for local population.

Homeworkers in the shoemaking industry: payment below the legal minimum wage due to piece wage system, no
workers’ organisations, risk of child labour, no written employment contracts.
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Social sustainability criteria

Textile trade
Verify whether purchase prices enable payment of living wages or incomes; adjust prices paid to suppliers to enable
them to pay a living wage or income.

Establishment of grievance mechanism that is freely accessible to employees of suppliers and smallholders and that
is in line with the effectiveness criteria of the UN Guiding Principles. Facilitate access to effective remedy for human
rights abuses.

Measures to achieve these goals: appropriate supply times, measures to facilitate better order planning, adjustment
of volume to supplier capacity to avoid sub-contracting, bonus payments to purchasing staff for contracts with social-
ly sustainable suppliers, participation in industry initiatives that aim to achieve greater sustainability by incorporat-
ing specific human rights criteria into contracts, factoring human rights into negotiations and by monitoring com-
pliance, regular on-site checks of workplace health and safety, on-site support for trade union rights. Participation in
industry initiatives that are committed to implementing these measures.

Manufacture of ready-to-wear clothing

Payment of living wages, establishment of grievance mechanism that is freely accessible to employees of suppliers
and smallholders and is in line with the effectiveness criteria of the UN Guiding Principles. Facilitate access to effec-
tive remedy for human rights abuses.

Measures to achieve these goals

Compliance with the core conventions of the International Labour Organization (ILO), all workers have employment
contracts with regular working hours that do not exceed statutory limits, no wage cuts in the event of sickness, the
right to take leave and breaks, limiting (number of) temporary work contracts, guaranteed legal minimum wage for
statutory working hours, even for piecework, monitoring of difference btw. minimum wage and living wage, where
applicable dedicated plan to raise wages to living wage level. Implementation of workplace health and safety meas-
ures (respiratory protection), suitable accommodation available. Proper information on non-discrimination and
trade union rights.

Tracking and control of human rights compliance at other stages along the supply chain: cotton production, spin-
ning mills, weaving mills, participation in industry initiatives that are committed to implementing these measures.

Additional measures for shoes and leather

Specific health and safety measures in tanneries (chromium tanning) are implemented. Compensation in the event
of injury, use of water resources is not to the detriment of local population. Water treatment to prevent adverse im-
pacts on water resources. Grievance mechanisms for the local population and access to remedy for human rights
abuses, participation in industry initiatives that are committed to implementing these measures.

Rationale

A total of 60-70 million people worldwide, primarily women, work in the textile industry alone (Stotz, Lina; Kane,
Gillian: 1). Very often they earn too little to afford a decent standard of living. For these workers and their families, an
improvement in their income situation would mean a better quality of life with decent food and nutrition. Similarly,
the systematic introduction of the much-needed workplace health and safety measures would significantly improve
their health. Both can be facilitated by allowing unions to operate freely. Investments in businesses that support
these three aspects and make notable improvements can help achieve social improvements (as defined in the UN
Sustainable Development Goals) that foster decent work and economic growth, and gender equality.

These measures are vital for the implementation of the following UN sustainability goals: No poverty (SDG 1), Zero
hunger (SDG 2), Good health and well-being (SDG 3), Gender equality (SDG 5) and Decent work and economic growth
(SDG 8).
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Sector 5

Wholesale and Retail

Sub-sectors and
related sectors Food retail

Category: Human rights compliance in high-risk sectors

Social risks

Exert extreme price and time pressure, short-term supply contracts only, increasing pressure on suppliers, who pass
this on to producers and workers, indirectly resulting in various labour rights and human rights violations in supply
chains.

Social sustainability criteria

Verify whether purchase prices enable payment of living wages or incomes; adjust prices paid to suppliers to enable
them to pay a living wage or income.

Establishment of grievance mechanism that is freely accessible to employees of suppliers and smallholders and that
is in line with the effectiveness criteria of the UN Guiding Principles. Facilitate access to effective remedy for human
rights abuses.

Measures to achieve these goals

Appropriate supply times, measures to facilitate better order planning, adjustment of volume to supplier capacity to
avoid sub-contracting, bonus payments to purchasing departments for contracts with socially sustainable suppliers,
incorporating specific human rights criteria into contracts and monitoring compliance, on-site support for trade un-
ionrights.

Assess the impact of the supply side or demand on local producers and retailers, participation in industry initiatives
that are committed to implementing these measures.

4 )
Rationale

The food retail industry bears a lot of the responsibility for the implementation of human rights and labour rights in
the agricultural sector. Compliance with human rights and labour rights is very much dependent on the structure
and content of contracts, supply relationships and prices. Implementing these criteria can help put an end to poverty
and precarious working conditions in the agricultural sector.

These measures are vital for the implementation of the following UN sustainability goals: No poverty (SDG 1), Zero
hunger (SDG 2), Good health and well-being (SDG 3), and Decent work and economic growth (SDG 8).
- J
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Mining

Sub-sectors: Mining in developing and emerging countries: iron ore, bauxite, copper, tin, cobalt, coltan,
lead, zinc, nickel, platinum, lithium, micaceous, palladium, rare earths, tantalum and
tungsten

Category: Human rights compliance in high-risk sectors

risks
Indirect support of armed conflicts which are financed through mining and trading in metals as raw materials.

Licencing fees too low or not applied in the affected regions, corruption, tax payments reduced to the detriment of
the country, e.g. very low intra-company transfer prices.

Displacement of local (indigenous) population due to large-scale land clearance, violation of traditional land rights
without free, prior and informed consent (FIPC), inadequate, low standard of living after resettlement, violence and
intimidation practices towards local population and human rights activists by government or private security servic-
es, adverse effects on livelihood and quality of life of local population, e.g. long-term air pollution, groundwater and
soil contamination from chemicals used (e.g. mercury, cyanide) and mining waste containing heavy metals or which
are highly acidic (mine drainage water, detrital rock, retention basins).

Forced labour, child labour (artisanal mining).

Violation of labour rights

No living wage, excessive working hours, inadequate adherence to safety standards, high accident risk (15,000 fa-
talities every year), workers have inadequate protective equipment to protect them from dust, chemicals and noise,
unsuitable accommodation, denial of trade union rights

Social sustainability criteria

Measures to achieve these goals

Guarantee that mining does not support military groups, Disclose all payments to government bodies in the country
where the mining operations are taking place to demonstrate that local, regional and national level has an appropri-
ate share of profits. This is especially important for the local population affected.

Country-based tax reporting.

Compliance with the standards of the World Bank, e.g. consultations are held with the affected population and the
findings published, those impacted are properly compensated, free, prior and informed consent (FIPC) for the local
population affected, use of local workforce, implementation of measures to improve the lives of the local population
especially in artisanal mining, protection for human rights activists.

Guaranteed minimum wage for statutory working hours; if the legal minimum wage is not equal to a living wage:
development and implementation of a plan of action to achieve payment of a living wage.

Establishment of a grievance mechanism thatis freely accessible to employees and in line with the effectiveness crite-
ria of the UN Guiding Principles. Facilitate access to effective remedy for human rights abuses.

Additional requirements:
Compliance with the core conventions of the International Labour Organization (ILO), all workers have employment
contracts with regular working hours that do not exceed statutory limits, workers are provided with personal protec-
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tive equipment, dedicated training and protection measures are duly monitored, workers are provided with suitable
accommodation. Proper information on the right to non-discrimination and trade union rights.
Participation in industry initiatives that are committed to implementing these measures.
( )
Rationale

Metal ore mining in developing and emerging countries is associated with significant of human rights risks. At the
same time, this industry has the potential to make a significant contribution to the development of these countries.
A total of one per cent of the global workforce works in the mining industry (https://www.bbc.com/news/world-lat-
in-america-11533349) and numerous people living in the vicinity of mineral mines are impacted by this. Taking the
legitimate interests of the local population and workers into account could help improve millions of people’s lives.

These measures are vital for the implementation of the following UN sustainability goals: No poverty (SDG 1), Zero
hunger (SDG 2), Good health and well-being (SDG 3), and Decent work and economic growth (SDG 8).

Sector 7

Automotive Industry

Category: Human rights compliance in high-risk sectors

Social risks

(See Mining) Responsibility in particular in relation to the raw material: steel, aluminium, copper, natural rubber,
lead, palladium, rhodium, platinum, chromium, cobalt, leather molybdenum, niobium, antimony, magnesium.
See Agriculture: natural rubber.

See Textiles: Leather.

Social sustainability criteria
Measures to achieve these goals
Purchasing practices enable suppliers to comply with the UN Guiding Principles, in particular facilitating payment
of aliving wage at every stage of the supply chain (prices, supply times, order deadlines, contract terms). Grievance

mechanism is in place.

Supply chain is monitored for potential human rights risks, origin of raw materials is known, risk of human rights
violations is reduced, e.g. by checking the source of suppliers’ raw materials.

Transparent, public reporting on supply chains, presentation of in-house risk analyses, audits, findings and meas-
ures.

Participation in industry initiatives that are committed to implementing these measures.
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[

Rationale

Significant human rights risks in the supply chains for the automotive sector, especially in connection with metal ore
mining. Given the high consumption of these raw materials in automotive manufacturing, this industry has a lot of in-
fluence and can use this to promote the protection of human rights. Alongside manufacturers of ICT devices as well as
plantand equipment manufacturing and the construction industry, the automotive industry bears the primary respon-
sibility for putting a stop to displacement and adverse impacts on the lives of those residing in mining regions, mitigat-
ing conflicts that are financed through trade in raw materials and violations of the core conventions of the International
Labour Organization (ILO) in the mining industry, and ensuring fair treatment of those who make a living from artisanal
mining. The automotive industry has an equally significant influence on the production of rubber for vehicle tyres.

These measures are vital for the implementation of the following UN sustainability goals: No poverty (SDG 1), Zero
hunger (SDG 2), Good health and well-being (SDG 3), and Decent work and economic growth (SDG 8).

~N

J

Sector 8

Information and Communications Technology (ICT) Devices

Sub-sectors: Production and trade in ICT devices

Category: Human rights compliance in high-risk sectors

Social risks

(See Mining) Responsibility in particular in relation to the raw materials: tantalum, tin, indium, rare earths, rutheni-
um, silver, cobalt, zinc, nickel, copper, gallium, germanium, bismuth, antimony ions, palladium, magnesium, beryl-
lium, lithium.

In manufacturing on the supplier side (especially suppliers from Asia): inadequate health and security in the work-
place (risks from chemicals, psychological and physical stress), mandatory, excessive overtime, no living wages, in-
effective grievance mechanism, no freedom of association, no collective bargaining, excessively high recruitment
fees, risk of forced labour in the form of (mandatory) work placements for students (China) and excessively high re-
cruitment fees (Thailand), failure to comply with health-related restrictions on the employment of young people,
illegal forms of temporary employment with no social security safety net, discrimination of women, e.g. mandatory
pregnancy tests and lower wages.

Social sustainability criteria

Production
Origin of raw materials is known. Supply chains are organised such that they factor in the risk of human rights viola-
tions and reduce these significantly, e.g. by monitoring supplier sources.

Retail
Monitor origin of raw materials, disclose in-company risk analyses, audits, findings and measures.

Verify whether purchase prices enable payment of a living wage; check whether a living wage is being paid in suppli-
er factories and, if itis not, develop a plan of action to rectify this.

Establishment of a grievance mechanism thatis freely accessible to employees and in line with the effectiveness crite-
ria of the UN Guiding Principles. Facilitate access to effective remedy for human rights abuses.
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Individual measures to help achieve this might include: appropriate supply times, measures to facilitate better order
planning, adjustment of volume to supplier capacity to avoid sub-contracting, bonus payments to purchasing staff
for contracts with socially sustainable suppliers, participation in sustainable industry initiatives whose goal it is to
ensure payment of a living wage, incorporating specific human rights criteria into contracts and negotiations and
monitoring compliance, regular on-site checks on health and safety in the workplace, on-site support for trade union
rights.

Participation in industry initiatives that are commmitted to implementing these measures.

-

Rationale

Owing to long and diverse supply chains in the ICT industry, this sector bears significant responsibility for prevent-
ing human rights violations in connection with raw materials mining and ensuring compliance with human rights
and labour rights in the production of ICT devices. With the role this sector plays in the procurement of these raw
materials and the purchase of these devices, it has substantial influence and can use this to ensure that human rights
are being respected. In addition to the automotive industry, the ICT industry has the primary responsibility for put-
ting a stop to displacement, preventing adverse impacts on the lives of those residing in mining regions, preventing
conflicts that are financed through trade in raw materials and violations of the core conventions of the International
Labour Organization (ILO) in the mining industry, and ensuring fair treatment of those who make a living from arti-
sanal mining. The ICT industry also has extensive responsibility for employees in the IT sector, many of whom do not
earn a living wage and have no access to effective grievance mechanisms.

These measures are vital for the implementation of the following UN sustainability goals: No poverty (SDG 1), Zero
hunger (SDG 2), Good health and well-being (SDG 3), and Decent work and economic growth (SDG 8).
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Preliminary Note on Social Products and Services

Social products and services are broken down into the
following six sectors:

Health (products and services)
Technical infrastructure

Social infrastructure
Education

Financial services

Peaceful conflict management

Ok wWN =

Social risks that must be ruled out for an investment to
be considered socially sustainable are also listed for the
aforementioned areas. With the exception of peaceful
conflict management, another criterion that applies to
social sustainability is accessibility (see 2.4.1). Measures
in these sectors are only considered socially sustaina-

ble if they facilitate access or secure this access once it
has been created. By way of example, the construction
of a wastewater treatment plant in a region where no
such plant has existed hitherto would be considered
socially sustainable. Covering the costs of maintaining
this plant, however, is also considered a social activity.
Activities in these sectors that restrict or hinder access
would not be considered socially sustainable. For in-
stance, a wastewater treatment plant that only treats
wastewater from a select, privileged section of the pop-
ulation, because no other area is connected to the sew-
erage system, is not deemed to be socially sustainable.
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Sector 9

Health: Products and Services

Businesses operating

in the field of: Research, manufacture and sale of pharmaceutical products
Research, production and sale of medical implants
Research, production and sale of medical equipment and devices
Production and sale of medical products (e.g. protective clothing)
Running hospitals, care homes, doctors’ surgeries and health centres
Health insurance

Sectors with significant potential for positive social impact and risks.

Social risks

Pharmaceutical products

Gap in access: high-price medication (due to the patent system) blocks access to essential healthcare for the poor;
plus: the monopolization the supply of certain medications is exploited.

Gap inresearch: inadequate research into often neglected, poverty-related diseases.

Relocation of drug trials to low-wage countries, exploitation of the financial hardship of people in these countries.
Participants in drug trials are not properly informed prior to test begin.

Medical implants

Implants: Defective, harmful or ineffective implants.

Limited access to implants.

Gap inresearch: inadequate research into implants for small population groups.

Medical equipment and devices

Surgical instruments: child labour, excessive working hours, no living wage.

Human rights violations in upstream supply chains, especially in the context of metal ore mining (see Mining and
ICT).

Medical products
Medical protective equipment: excessively high recruitment fees, excessive working hours, no living wage.

Social sustainability criteria

Pharmaceuticals
For new drugs being tested on people, the principle of free, prior and informed consent (FIPC) is observed.

Access to medication is improved in relation to rare diseases and pricing. This is evaluated using the criteria set down
in the Access to Medicine Index:

Universal access to medicine management

Market influence and compliance

Research & development on rare/poverty-related diseases

Pricing, manufacturing & distribution

Patents and licensing, e.g. to enable generic supply

. Capacity building: support for the development of healthcare systems and research activities in low and mid-
dle-income countries

7. Productdonations

R N
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Implants

Access toimplants is improved with regard to rare diseases and pricing. This is evaluated using the following criteria:

1. Research & development on rare/poverty-related diseases

2. Pricing and distribution

3. Capacity building: support for the development of healthcare systems and research activities in low and
middle-income countries

4. Productdonations

Medical equipment and devices
Human rights and labour rights violations in production are not permissible. Access to medical equipment and
devices is improved through pricing and product donations.

Medical products
Human rights and labour rights violations in production are not permissible. Access to medical equipment and de-
vices is improved through pricing and product donations.

Running of hospitals, doctors’ surgeries and health centres
Access to medical services is improved or maintained. This can be achieved, for example, by improving geographical
spread, or economic access or by maintaining an existing high level of economic and geographical accessibility.

Health insurance
Health insurance that facilitates access to medical products and services for disadvantaged groups of the population,
e.g. poorer strata of the population, the elderly, the chronically ill.

Vs

Rationale

Medical products and services and health insurance have a high social value. In the production and testing of med-
ical products, however, serious human rights violations can occur. This must be prohibited if this activity is to be
considered socially sustainable. Similarly, simply making medical products available does not make this a socially
sustainable activity. Social sustainability in the health sector can be defined as improvement to access to socially sus-
tainable products and services or, in situations where widespread access already exists, a guarantee of permanent
access though corresponding research and training programmes, maintenance and renovation.

These measures are vital for the implementation of the following UN sustainability goals: No poverty (SDG 1), Good
health and well-being (SDG 3), Decent work and economic growth (SDG 8), and Reduced inequalities (SDG 10).

J
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Note on the Infrastructure Sector

The Infrastructure sector was divided into technical in-
frastructure projects such as the construction of roads,
ports, hotels and sports venues and social infrastructure
projects such as water infrastructure, public transport
and education. In both of these areas, the risk of human
rights violations is especially high in developing and
emerging countries. At the same time, such projects are
often very beneficial from a social perspective because
they help boost economic inclusion for sections of the
population. This kind of impact is not as pronounced
inricher countries. Investments in technical infrastruc-
ture are only socially sustainable if and when they are

implemented in a country that receives Official Devel-
opment Assistance (DAC country). Social infrastructure
projects, on the other hand, i.e. relating to drinking wa-
ter supply and treatment, public transport, healthcare
and education, or energy generation, can be the object
of social investments in any country, provided the rele-
vant social criteria are met. The main criterion here is
that the measures improve accessibility of basic prod-
ucts and services.

Human Rights Are Investors’ Obligations



2 Proposal for a Social Taxonomy

Sector 10

Construction and Infrastructure I: Technical Infrastructure

Sub-sectors and
related sectors: * Technical infrastructure with no direct positive social impact: ports, airports,
hotels, sports arenas, industrial facilities, roads, bridges
* Engineering and construction work involved in the planning, implementation and
monitoring of such infrastructure projects as well as dedicated investment vehicles
for infrastructure projects and related insurance services
* Dedicated investment vehicles for infrastructure projects that meet these criteria

High-risk sectors in DAC countries with potential for social impact.

Risks

Local level

Violation of land rights and displacement of indigenous populations without free, prior and informed consent (FIPC),
inadequate, low standard of living after resettlement, violence and intimidation practices towards local population
and human rights activists, adverse effects on livelihood and quality of life of local population due to air pollution,
groundwater and soil contamination and large influxes of temporary workers.

Child labour/forced labour, inadequate workplace health and safety, no written contracts, excessive working hours,
no living wage, violation of trade union rights, ineffective grievance mechanisms.

Regional level: corruption, construction project benefits mainly businesses and privileged sections of the popula-
tion, not the disadvantaged.

National level

Corruption, disproportionate distribution of tax burdens and income between the public and private sector, e.g.
through tax relief schemes and investment agreements that do not offer the state favourable conditions. Investment
agreements limit possibilities for participation and hinder human rights compliance and transparency with respect
to the population.

Social sustainability criteria

Construction projectis implemented in a country that receives Official Development Assistance (DAC country).

The project meets the eight IFC Performance Standards: management of risks and impacts, labour and working con-
ditions, resource efficiency, community health and safety, resettlement, biodiversity, indigenous peoples, and cul-
tural heritage.

Transparency for contracts with and cash flows to state institutions, transparent public tenders to prevent corruption.
An impact assessment has been carried out and the results show clear positive impacts for disadvantaged and mar-
ginalised sections of the population, especially in areas located in the vicinity of the construction project site. This can

be seen in the number of decent jobs created as well as in growth in local (private) income.

See as well: German Institute of Human Rights 2018
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s

Rationale

Technical infrastructural measures with limited social impact are associated with considerable human rights risks.
They also, however, offer opportunities for disadvantaged sections of the population. Both the risks and the benefits
are particularly prevalent in DAC countries. This is why investments in this category can only be considered socially
sustainable if they are made in these counties and provided the criteria above have been met. The criteria aim to
ensure that risks are mitigated, and investments focus on such projects that can verifiably bring about positive social
impacts for disadvantaged sections of the population.

These measures are vital for the implementation of the following UN sustainability goals: No poverty (SDG 1), Decent
work and economic growth (SDG 8), Industry, innovation and infrastructure (SDG 9), and Sustainable cities and com-
munities (SDG 11).

Sect
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or 11

Risks

Construction and Infrastructure Il — Social Infrastructure

Sub-sectors and

related sectors Engineering and construction services related to the planning, implementation and
monitoring of large-scale infrastructure projects as well as specific investment
vehicles for infrastructure projects with a social impact that meet these criteria,
related insurance (all countries)
Technical infrastructure with social impact:
e Wastewater treatment and drinking water supply

* Waste disposal

* Power generation from sources in the green EU taxonomy

 Public transport (local and long-distance)
Cycle paths
Social infrastructure (construction of educational institutions and hospitals)
Social housing construction

ICT infrastructure
Category: Sector with human rights risks and positive social impact.
Local level

Especially in developing and emerging countries: violation of land rights and displacement of indigenous popula-
tions without free, prior and informed consent (FIPC), inadequate, low standard of living after resettlement, violence
and intimidation practices towards local population and human rights activists, adverse effects on livelihood and
quality of life of local population due to air pollution, groundwater and soil contamination, and large influxes of
temporary workers, corruption.

Breaches of the core conventions of the International Labour Organization (ILO), unsuitable accommodation, inade-
quate workplace health and safety for workers.

Regional level: corruption, construction project benefits mainly businesses and privileged sections of the popula-
tion, not the disadvantaged.

Regional level
corruption, construction project benefits mainly businesses and privileged sections of the population, not the disad-
vantaged.
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National level

Corruption, inappropriate distribution of tax burdens and income between the public and private sector, e.g.
through tax relief schemes and investment agreements that do not offer the state favourable conditions. Invest-
mentagreements mean limited participation options and limited transparency for the population and make human
rights compliance hard to achieve.

Social sustainability criteria

Local level

The project meets the eight IFC performance standards: management of risks and impacts, labour and working con-
ditions, resource efficiency, community health and safety, resettlement, biodiversity, indigenous peoples, and cul-
tural heritage.

Regional and national level

Transparency over contracts with and cash flows to state institutions, transparent public tenders to prevent corrup-
tion,

all of the businesses involved publish reports on the country-specific tax payments.

The construction project facilitates access to clean water, clean electricity, public transport, waste disposal, educa-
tional institutions and hospitals, suitable accommodation and ICT services and/or the construction project ensures

that universal access to these goods/services is maintained permanently.

See as well: German Institute of Human Rights 2018

e ™
Rationale

Infrastructure measures that have a significant social impact go hand in hand with human rights risks. They also offer op-
portunities, however—for example with regard to implementing the right to clean water, access to clean energy and edu-
cation. The criteria aim to ensure that risks are mitigated, and investments focus on such projects that can verifiably bring
about positive social impacts for disadvantaged sections of the population.

Projects in this category are considered socially sustainable in every country because, unlike technical infrastructure with
no social impact, they always have social value.

These measures are vital for the implementation of the following UN sustainability goals: No poverty (SDG 1), Good health
and well-being (SDG 3), Quality education (SDG 4), Clean water and sanitation (SDG 6), Affordable and clean energy (SDG
7), Decent work and economic growth (SDG 8), Industry, innovation and infrastructure (SDG 9), Sustainable cities and com-
munities (SDG 11), Responsible consumption and production (SDG 12), and Climate action (SDG 13).

. _J
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Sector 12

Education: Products and Services

Businesses operating

in the field of: * Establishment and running of primary and secondary schools and universities
Vocational educational opportunities
Dedicated educational opportunities that facilitate access to the labour market
Production and sale of educational materials
Development and production of digital educational resources
Adult education
Teacher training
Education loans

Category: Sectors with significant potential for positive social impact.

Risks

Limited access to education, due to high fees or poor-quality education.

Criteria
The measure seeks to improve and maintain access to all forms of education.

The measures are geared towards specific educational goals.

( )
Rationale

Social sustainability means providing opportunities for high-quality primary, secondary and tertiary education. Sustain-
able investments should improve and/or maintain access to all forms of education. Especially important here is the provi-
sion of vocational educational opportunities that facilitate access to the job market. The quality of education is measured
on the basis of the specific educational goals.

These measures are vital for the implementation of the following UN sustainability goals: No poverty (SDG 1), inclusive and
equitable quality education (SDG 4), Decent work and economic growth (SDG 8), and Industry, innovation and infrastruc-
ture (SDG9).
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Sector 13

Financial Services

Sub-sectors Microloans, micro-savings, micro-insurance
SME financing
Financial services and financing in rural areas
Financing decentralised regional administrative bodies
Migrant remittances

Category: Sector with social impact and human rights risks

Risks

Over-indebtedness on the part of microloan customers leads to greater poverty, excessively high loan interest rates,
inadequate information and advice for microloan customers, hidden costs, excessively high fees, microloans granted
for consumer purposes, loans granted with no knowledge of customer debt situation, high fees for migrant remit-
tances.

Social sustainability criteria
Microloans
Adhering to Client Protection Principles, no investments in markets that have large flows of microfinance funds (e.g.

acc. to the Mimosa Index).

SME financing
Financing small and medium-sized enterprises.

Compilation and publishing of impact (assessment) reports, e.g. on job creation or development in rural areas.

Affordable secure system for migrant remittances.

4 N\
Rationale

Microloans, micro-savings and micro-insurance are seen as effective ways of reducing poverty in the world today. Recur-
rent crisis-afflicted developments in Africa, Asia and Latin America, however, show that this approach is not without its
risks. For microfinancing to be considered socially sustainable, the risks inherent in microfinancing have to be largely
eliminated. Other criteria are dedicated financial services for rural areas and SMEs as well as financing options for decen-
tralised regional administrative bodies. The total sum of remittances made by migrant workers to their families is greater
than flows of funds from development assistance. Migrant remittances thus play a major role in the reduction of poverty.
Existing systems, however, tend to be expensive, thus diminishing the positive impact of those remittances.

Urban development
These measures are vital for the implementation of the following UN sustainability goals: No poverty (SDG 1), Decent work

and economic growth (SDG 8).
- J
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Sector 14

Peaceful Conflict Management

Category: Social activity

Risks

Do No Significant Harm (DNSH) principles must be integrated.

Criteria

Measures to strengthen relations and communication paths between conflicting parties, strengthen the capacity to
managde conflicts and the necessary institutional framework. Orientation towards principles based on the logic of
peace: violence reduction through prevention, conflict transformation, dialogue-oriented approaches, orientation
towards international standards, openness towards learning processes.

4 )
Rationale

Maintaining peace both between and within countries is one of the most important social goods and requires all of
our efforts. The number of people in the world who suffer a violent death is on the rise (“Hideg, Gergely, 2019: 4”). At
the same time, the number of weapons is increasing worldwide. What is profitable to many businesses, is a loss for
mankind. At the same time, attempts to mitigate conflicts without the use of arms, defuse potential violent conflicts
and put an end to existing violent conflicts, including providing the necessary social and psychological post-conflict
support, are systematically underfunded.

»Rather than responding to the political symptoms of political conflicts, current approaches factor in not only quiet
diplomacy, but also the structural and systemic dimension that tries to get to the grassroots of conflict, whether soci-
oeconomic, cultural, environmental, institutional or other causes.« (see:Annan June 2001: 36).

Against this background, a social taxonomy must encompass investments in peaceful conflict management, espe-
cially in human resources, education, institutions, dialogue and meeting spaces as part of long-term financing for
programmes that take preventative action in high-risk areas and situations with a view to de-escalation and conflict
transformation.

These measures are vital for the implementation of the following UN sustainability goals: Partnerships (SDG 17) (in
combination with SDG 16; Peace, justice and strong institutions).

2.4.6 Outlook

54

The establishment of a green taxonomy is an important
milestone along the path towards sustainable invest-
ment. Given the complexity and urgency of action, the
decision to initially focus solely on environmental is-
sues is the right one under the current circumstances.
This focus must not be misconstrued as a decision to
put social aspects on the back burner. On the contra-
Iy, a green taxonomy opens up all sorts of possibilities
for addressing all manner of social issues. The next
step—amidst a coronavirus-induced social crisis—will
be about putting the same dedication, ambition and
expertise into the establishment of a social taxonomy.

Naturally, there are many different ways to achieve a
universally accepted social taxonomy, just as there are
different, thoroughly practicable ways of linking social
and green taxonomies. The present study is but one
proposal. And others will follow—proposals that may
well be more strongly oriented towards existing sys-
tems used to measure social sustainability.

Sustainability rating agencies, for instance, have
achieved considerable success in implementing the
widespread use of social indicators in businesses. There
are also various methods where company activities and
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investment are measured against the UN Sustainable
Development Goals.

The basis of this study, however, is the green EU taxono-
my, which, transcending existing classification systems
and criteriology, is rooted in the need for environmen-
tal turnaround. This study also attempts to arrange the
most pressing social issues into a system that is similar
to the EU taxonomy in order to provide some type of
guidance as to how to steer capital flows towards a sus-
tainable future.

In the social taxonomy proposed here, this means the
exercise of human rights due diligence, honing in on
those aspects of human rights due diligence that im-
pact so many people’s lives yet are especially hard to
implement.

These issues are the payment of a living wage/income,
grievance mechanisms and the right to form and join a
trade union. Another key approach to achieving social
progress is the promotion of targeted investment in se-
curing access to social products and services. The study
shows how this could be achieved in 14 key sectors.

The sectors themselves were selected on the basis of
two criteria: risks and the importance of the goods from
this sector. It would be entirely feasible to add further
sectors such as tourism (incl. the hotel business) or the
toy industry where human rights violations are wide-
spread. In terms of positive social impact, areas such as
telemedicine could also be included.

Bibliography:

Further research is needed to investigate the interplay
between green and social taxonomies. The proposal to
create two separate taxonomies, each providing defi-
nitions of social and environmental sustainability and
setting minimum safeguards for the other, is but an
initial approach that cannot provide answers to all the
questions relating to the interplay between environ-
mental and social issues. More precise demarcations
are needed, especially in those sectors which feature
in both taxonomies, e.g. drinking water supply, power
supply or wastewater treatment. Particular attention
must also be paid to sectors such as the construction
industry where high social and environmental risks
and opportunities coincide. Another important area
which needs to be examined in more depth is the dis-
tinction between social minimum safeguards found in
the green taxonomy and the stringent human rights
requirements in a social taxonomy. Last but not least,
environmental minimum safeguards still need to be
defined for this social taxonomy.

All we can hope is that the European Commission ded-
icates itself to finding answers to these questions and
that, sometime in the not too distant future, we will see
a widely accepted taxonomy for sustainable economic
activities that places equal importance on social and
environmental sustainability.

Access the bibliography by following link or by scanning the QR-code below:
https://[www.suedwind-institut.de/files/Suedwind/Publikationen/2020/Bibliogra-
phy%20Human%20Rights%20Are%20Investors%E2%80%99%200bligations.pdf
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In June 2020, the EU Parliament adopted the EU taxon-

omy for ,Sustainable Finance®. All sustainable invest-

ment funds offered in the EU will have to report how

closely they comply with this classification for sustain-

able economic activities. While the draft deals exten-

sively with ecological sustainability, social issues have

not been given sufficient consideration. Starting from

this gap, SUDWIND has developed a ,,social taxonomy*

for sustainable investment. Especially in times of the

Corona Pandemic, it becomes clear that capital must be

invested where it is making a difference, ecologically

and socially. The UN‘s Sustainable Development Goals Reference:

(SDG) as well as the UN Guidelines on Business and Hu- SUDWIND e.V.

man Rights provide orientation for the location of so-
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