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Executive summary

Climate action must reach unprecedented levels to limit the global temperature increase
to 1.5 degrees Celsius, averting catastrophic consequences for economies and societ-
ies and adapting to the impacts of climate change. This requires a transformative shift
across all sectors and regions, which, while offering opportunities for job creation, techno-
logical innovation, and resilient societies, must be managed to avoid exacerbating exist-
ing inequalities. Without careful planning, vulnerable populations risk being left behind,
exposed to climate change effects and missing out on the benefits of this transition.

Delivering a just transition requires a whole-of-government and whole-of society approach
based on social dialogue and stakeholder engagement. The financial sector has a key role
to play in contributing to this endeavor.

Financial sector transition plans are a critical tool for achieving a low-carbon and resilient
economy, and by embedding social and environmental considerations they can be instru-
mental in enabling a just transition. This paper outlines a strategic framework for practical
actions to cohesively integrate environmental and social aspects into core operations of
financial institutions. It identifies financial institutions as key agents for fostering inclusive
economic models and advocates for robust government and regulatory engagement to
facilitate a comprehensive transition to sustainable practices.

Key messages

» Strategic framework for just transition: Financial institutions’ strategy, core business
operations and transition planning need to address both environmental and social
aspects. This just transition approach entails a combination of measures to safe-
guard the rights of affected and vulnerable populations and mitigate potential adverse
impacts arising from activities facilitated by financial institutions, as well as proactive
efforts to respond to specific just transition needs via innovative products, responsible
practices and partnerships that can contribute to maximising positive social outcomes.

» Tailored approaches: Recognising the diverse impacts of transition across regions,
sectors, and communities underscores the need for customised transition plans.
Transition plans need to be based on credible decarbonisation targets, together with
a sound understanding of and meaningful measures to address relevant, salient, and
locally specific social risks and impacts.

= Public-private collaboration: While a coherent regulatory enabling environment is a
driving force for promoting a just transition, the level of transformation required for
a just transition implies that the necessary results cannot be achieved in isolation. It
requires an integrated approach involving both public and private actors.
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1. Introduction

Climate action must reach record levels to limit the average global temperature increase
to 1.5 degrees, to avert catastrophic consequences on economies and societies, and to
adapt to the physical impacts of climate change.

The low-carbon transition requires a profound shift across sectors and the global econ-
omy. This transformation offers not only a pathway to mitigate environmental degra-
dation but also holds the promise of job creation, technological innovation, and the
development of resilient societies. However, the imperative lies in making these oppor-
tunities universally accessible and ensuring that the transition does not create or exacer-
bate existing inequalities. Without careful planning, affected and vulnerable populations
risk being left behind, exposed to the effects of climate change and deprived of the
economic and social benefits inherent in this historic transformation.

“A just transition promotes environmentally sustainable
economies in a way that is inclusive, by creating decent work
opportunities, reducing inequality and by leaving no one
behind. Just transition involves maximising the social and
economic opportunities of climate and environmental action,
including an enabling environment for sustainable enterprises,
while minimising and carefully managing challenges”

International Labour Organization

Promoting a just transition is essential to achieve broad-based support for ambitious
climate action and will also generate benefits both to the environment and to society,
while carefully managing potential adverse social impacts from economic transformation.

Just

Share the benefits of the

green economy, while Transition Increase resilience, while
protecting those affected avoiding maladaptation
by the transition

Figure 1: Just transition for climate action (adapted from Just Transition Finance: Pathways for Banking
and Insurance)
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Financial sector transition plans are growing as an important tool for achieving a
low-carbon and resilient economy. They are a welcome and a necessary development
to improve the quality of climate reporting and internal capacities of financial institu-
tions to implement climate, ideally net-zero, commitments and to improve the quality of
climate and sustainability reporting.

Transition plans provide accountability, transparency, and credibility for organisations’
climate action and transition-related commitments. Embedding relevant and material
social considerations in the transition plans of corporate and financial sector actors
is thus a crucial enabler of a just transition, by providing relevant information to exter-
nal stakeholders, including policymakers, regulatory and oversight organisations, civil
society, investors and the whole financial sector ecosystem on facilitating their deci-
sion making and executing their respective roles in enabling a low carbon transition that
leaves no one behind.

A'just transition requires coordinated action from all parties and an integrated approach
involving both public and private actors. From the private side, financial institutions play
a major enabling role by financing and insuring coverage to expand green and low-car-
bon activities, to help transform environmentally and socially unsustainable practices
and activities, and for society to develop resilience and adapt to the physical impacts
of climate change and transition pathways. Importantly to transition planning, financial
Institutions have a dual role, as both preparers of their own transition plans and users
of corporate transition plans of their investees and clients. From the public side, regula-
tory and policy frameworks can play and important role in incentivising and supporting
financial institutions and businesses in "just” transition planning.

This document is based on the NZAOA Tool for Developing Credible Transition Plans,
and the UNEP Fl and ILO Just Transition Finance: Pathways for Banking and Insurance
reports. It provides synthesised insights from the work of UNEP FI and the ILO with
financial institutions, distilled into key findings and policy recommendations to build on
the G20 Transition Finance Framework, with an in-depth view of Pillar 5 “Assessing and
Mitigating Negative Social and Economic Impact of Transition activities and investments”
and in particular Principles 20, 21 and 22.
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2. Advancing credible and robust
transition plans that promote a
just transition

The rise of transition plans for corporates and
financial institutions

Transition planning serves to define and explain an organisation's net-zero strategy and
short-, mid-, and long-term targets—alongside the governance and implementation plan
needed to achieve it. Corporate sector actors are increasingly required by regulators and
standard setters to develop company-level net-zero transition plans. Some jurisdictions,
such as the European Union, have made corporate transition plans mandatory.

Since transition plans started gaining traction, several industry and regulatory transition
plan frameworks focusing on different preparers, use cases, assessment lenses, and
geographies have emerged. Based on the findings of NZAOA Tool for Developing Cred-
ible Transition Plans’ it can be concluded that transition plan frameworks are broadly
similar and help disclose ambition and provide guidance on the actions and targets
needed to help organisations meet their goals. The points on which transition plan
frameworks tend to differ include:

» Level of ambition: Frameworks differ in both whether they recommend a level of
ambition and where they set that level.

» Sectoral or geographic focus: Some transition plan frameworks are created with
specific sectors, players, or geographies in mind. Thus, certain frameworks may be
more tailored to local circumstances.

= Presentational structure: Different frameworks recommend different ways to present
and disclose information.

Integration of just transition considerations within transition plan frameworks of corpo-
rate actors varies significantly: some frameworks do recognise that a successful delivery
of climate ambitions is dependent on upholding key just transition expectations, however
concrete guidance on relevant social aspects to consider and embedding just transition

1 The NZAOA Tool for Developing Credible Transition Plans has analyzed five different frameworks: The Corporate
Sustainable Reporting Directive (CSRD)’s Transition Plan Disclosure Framework; The Glasgow Financial Alliance
for Net Zero Net Zero Transition Plan (GFANZ NZTP); The UN High-Level Expert Group on Net-Zero Emissions
Commitments of Non-State Entities (HLEG)'s Recommendation 4; Task Force on Climate-Related Financial
Disclosures (TCFD), and The United Kingdom Transition Plan Taskforce (TPT). A full description of the analyses
can be found in the report.
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considerations within the transition plans is often lacking. The UN High-Level Expert
Group on Net Zero Emissions Commitments of Non-State Entities (HLEG)'s Recommen-
dation 4, for example, request that “Transition plans should explain how the non-state
actor is contributing to a just transition. The delivery of a net-zero and climate-resilient
economy in a way that delivers fairness and tackles inequality and injustice.”

Integrating just transition concepts in
transition planning

A just transition approach that cohesively integrates environmental and social aspects
can be integrated into the strategy and core business operations of financial institutions.
This approach entails a combination of measures to safeguard the rights of affected and
vulnerable populations and mitigate potential adverse impacts arising from activities
facilitated by financial institutions, as well as proactive efforts to respond to specific just
transition needs via innovative products, responsible practices, and partnerships.

The efforts to adapt to and to mitigate the effects of climate change can have major
social implications. Such implications include job losses and lower quality jobs as
high-emitting, hard-to-abate sectors transform and decarbonise their activity mix;
impacts on land, Indigenous Peoples, and human rights across supply chains connected
to the expansion of green and transition-enabling activities?. In addition, although green
activities can partially absorb the workers from high-emitting industries through reskill-
ing and upskilling, skills mismatches will affect the pace of the transition to green econ-
omies. Public support and therefore the level of ambition of the climate action are reliant
on such transition risks being affectively managed and mitigated.

A just transition lens in corporate and financial institution transition planning can uncover
and manage client portfolio’ sustainability-related and reputational risks and alleviate
regulatory, legal, shareholder and stakeholder concerns.

The UNEP FI and ILO Just Transition Finance: Pathways for Banking and Insurance
report provides recommendations for incorporating just transition considerations in
banking and insurance activities, following the structure of GFANZ Recommendations
and Guidance on Financial Institution Net-zero Transition Plans. The report was devel-
oped in collaboration with over 40 financial institutions, as well as a group of experts
from academia, civil society organisations and development financial institutions, and
has collected several examples and emerging practices.

The key recommendations and the emerging practice collected are presented below
organised in the relevant principles and pillars of the G20 Transition Finance Framework
(TFF), namely pillar 1 (Principle 6) and pillar 5 (Principles 20 and 22). This also responds
to TFT Principle 21 request for International organisations to collaborate with the private
sector to develop transition finance examples that include “just” elements and update
the G20 Sustainable Finance Working Group (SFWG) accordingly.

2 Just Transition Finance: Pathways for Banking and Insurance outlines examples of relevant social consid-
erations associated with different sectors, different stakeholder groups such as businesses, the workforce,
communities, and consumers; vulnerable populations, as well as different regions.
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Pillar 1:

Approaches to identification of transitional activities and investments

Principle 6. Include strategies for an orderly, just and affordable transition, minimis-
ing negative impacts on jobs, communities, and other Sustainable Development Goals
(SDGs), while maintaining energy security and price stability.

Just Transition Finance: Pathways for Banking and Insurance

Key recommendations for
financial institutions

Examples of emerging industry practice

Commit to a just transition. Secure
commitment from senior management
and embed it as a part of the organisation’s
strategic ambitions.

Understand just transition and its implica-
tions for the organisation: Recognise the
context-specific nature of just transition
and map the prevalent transition dynamics
affecting clients and other stakeholders.
Assess social risks and opportunities
presented by climate transition, focus-

ing on their significance for the financial
institution along with the social impacts
generated by its portfolio.

Put people at the heart of institutional
strategy and decision-making. Engage and
consult with relevant stakeholders and lever-
age their knowledge and perspectives to
enhance institutional strategy. Promote and
contribute to meaningful stakeholder consul-
tations and social dialogue in interactions
with clients, service providers and partners.

Set out an implementation strategy.
Operationalise just transition concepts

in institutional strategy, policies and
processes, connecting social and envi-
ronmental aspects of climate transition.
Build organisational capacity and assign
responsibilities, leveraging institutional
knowledge, fostering diversity and incorpo-
rating regional perspectives.

In a 2023 publication, HSBC published A Just and Inclu-
sive Climate Transition for an Investment Perspective,
in which the bank outlines the reasons why a just transi-
tion would benefit achieving the financial institutions’
net-zero commitments; integrates the ILO definition of
just transition into company principles; and outlines its
commitments and policies related to just transition.

In its 2022 Environmental Sustainability report Lloyds
Banking Group identified “Failure to ensure a just transi-
tion" as a key climate risk facing the Group. In 2021 the
group reviewed the conduct risk framework to ensure
its ability to identify and mitigate the risk that custom-
ers, including those who are vulnerable, experience poor
outcomes as a result of the response to the transition
required to achieve a low-carbon economy. The review
led to updating group’s climate risk policy and guidance
documents.

In 2021 PNC Bank formed a National Community Advi-
sory Council composed of 17 members who represent
various segments of the community, including local
executives, community leaders, and non-profit organi-
sations, to bring their voices into the conversation. The
primary objective of this advisory council is to facili-
tate continuous guidance to PNC Bank in integrating
community perspectives into their lending, investment,
and service initiatives.

The ING Supervisory Board's ESG Committee, which
includes at least one member from each of their other
Supervisory Board committees, assists the Supervisory
Board with matters relating to ESG, including the devel-
opment and integration of ESG across the company
and its strategy, monitoring and advising on relevant
ESG developments. In addition to the regular meetings,
in the first half of 2023 the ESG Committee participated
in a full day of climate-focused training, which included
deep-dives on climate change, biodiversity and sustain-
able finance, as well as a session focused on the social
pillar of ESG, which included deep-dives on topics
around financial health and inclusion, human rights and
just transition

Incorporating Just Transition Considerations into Financial Sector Transition Planning
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Pillar 5

Assessing and Mitigating Negative Social and Economical Impact or
Transition Activities and Investments

Principle 20. Encourage fundraisers to evaluate and mitigate the potential socioeco-
nomic impacts of their transition plans and to disclose mitigation measures or net-pos-

itive impacts

Just Transition Finance: Pathways for Banking and Insurance

Key recommendations for
financial institutions

Examples of emerging industry practice

Develop products to address
just transition related financing
and protection needs. Under-
stand and identify just transi-
tion-related financing needs.
Tailor products to: support
place-based just transition
priorities and invigorate local
economies; promote invest-
ments in green technologies
and resilience; foster the
development of enabling activ-
ities and sustainable business
models, and; shield clients,
communities and ecosystems
from the impacts of climate-in-
duced events and assist in
managing transition risks.

A decentralised zero-carbon energy system based on energy
communities can provide an effective solution by leveraging
local actors and relying on natural resources to cover local
energy needs and keeping individual investments affordable.
Profits generated by these projects are typically reinvested in the
community thereby providing wide societal benefits. However,
local actors need to be empowered and take ownership of renew-
able energy production. Community energy projects, just like
traditional projects, run through different stages in their lifetime,
and each stage comes with specific needs, including financing.
Triodos Bank United Kingdom has provided GBP 3 million of new
senior debt alongside over GBP 500,000 from a community bond
offer to help bring a solar farm in Shropshire, United Kingdom
into 100% community ownership. The solar park was originally
commissioned in 2016 by a commercial renewable energy
company, then brought into part-community ownership including
through short-term investment from a social investment fund.
The new bank debt and community bond finance enables the
repayment of the short-term loan, bringing the solar farm into
long-term community ownership. The solar farm, owned by a
not-for-profit community benefit society governed by local volun-
teer directors, has the capacity to generate renewable electricity
enough to power 825 homes each year.

In 2021, Bank of America set a goal to mobilise and deploy USD
1.5 trillion in sustainable finance capital by 2030. Aligned with
SDGs, USD 1 trillion is dedicated toward the transition to a low-car-
bon economy and USD 500 billion is allocated for inclusive social
development. An example of Bank of America transactions to
finance a just transition and social sustainability is three Equality
Progress Sustainability Bonds for USD 2 billion each to mobilise
capital for racial and gender equality, economic opportunity, and
environmental sustainability.

Kipeto Energy, the second largest windfarm in Kenya, is situated
in Maasai land. The Indigenous People that had custodial rights
over the project land negotiated a 5% share in the company with
the revenues going to a community trust and guarantees of
minimal relocation and land title security. The long-term revenue
stream, and local electricity supply is already transforming the
lives of communities, while building long-term value for investors.

Incorporating Just Transition Considerations into Financial Sector Transition Planning
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Focus on financial inclusion
and bridging the protection
gap. Customise green finance
and risk management solutions
to meet needs and seek to
expand coverage to affected
groups, vulnerable populations,
underserved clients and low-in-
come customers.

Strive to uncover and manage
client-specific social impacts,
risks and opportunities. Embed
social and employment impacts
in client management, risk
assessment and financial
decision-making processes. Use
routine interactions to engage
with clients, monitor progress,
and effectively respond to risks
and opportunities.

Foster behavioral change
through client engagement.
Enhance client relationship by
raising awareness of specific
social and environmental impli-
cations and risk prevention
measures. Engage to accom-
pany the development of just
transition plans, facilitate the
adoption of sustainable practices
and their financing. Encourage
environmentally and socially
responsible choices through
financial incentives embedded in
products and solutions.

The Livelihood Protection Policy is an insurance product, devel-
oped as part of the Climate Risk Adaptation and Insurance in the
Caribbean (CRAIC) project, that helps protect the livelihoods of
vulnerable low-income individuals in Jamaica and Saint Lucia by
providing swift, unbureaucratic cash pay-outs following extreme
weather events, such as high wind speed and heavy rainfall. In
addition to small-holder farmers, one of the key groups targeted
by the product are self-employed individuals and small-business
owners, such as market vendors, hairdressers and tourism work-
ers, whose businesses are interrupted, and incomes wiped out by
such climate events.

Hollard Zambia, an insurer that is part of the Hollard Group from
South Africa, worked to design a bundled solution for micro
business owners to cover business and personal risks. For about
USD 2 per month, business owners will have access to property
insurance, loss of income protection due to health issues and
loss of income protection due to death of the business owner

or close family. Hollard markets it to micro entrepreneurs earn-
ing less than USD 2,500 per month and to distribute it through

a partnership with a commercial bank, through its network of
branches and call centre infrastructure. Before designing the
product, Hollard has conducted market research with the target
consumers to get insights into the financial challenges they

face on a daily basis and tested product concepts with potential
customers to understand if the planned benefits would address
their main risks, how much they would like to pay for the product,
how they would like to pay for it and, if they had a claim, how
would they like to claim and in how long they would like to receive
the pay-out.

In its effort to address social considerations, ABN AMRO Group
undertook in 2015 and 2020 human rights salience assessments.
The bank sought to identify salient human rights issues in its
role as a financial services provider, as a procurer of goods and
services and a lender and provider of investment services. In its
role as a lender and investment services provider, ABN AMRO
identified as salient such issues as the violation of labour rights,
land-related human rights, right to life and health, privacy and
freedom of opinion. In addition to this assessment, ABN AMRO
developed an action plan with concrete measures to prevent and
mitigate these issues, including direct engagement with poten-
tially affected right holders.

Barclays has developed and implemented approaches to iden-
tify and monitor social risks and impacts across various sectors
involved in the climate transition. The bank has introduced a
Client Transition Framework designed to assess clients’ align-
ment with the bank’s emissions targets, sector benchmarks, and
the credibility of clients’ transition plans. As part of a pilot assess-
ment, the bank is evaluating whether clients’ efforts to decarbo-
nise align with the principles of a just transition.
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This includes consideration of adverse impacts on stakeholders
resulting from their activities, such as job losses or loss of tax
revenue, as well as the inclusion of actions to mitigate these
impacts, such as upskilling, adjustments in remuneration, and
psychological support. Additionally, the pilot assesses whether
impacted stakeholder groups are involved in decisions that affect
them.

An example of an investee engagement approach is the initiative
of Royal London Asset Management and Friends Provident
Foundation to engage with utility providers. It resulted in SSE, a
United Kingdom-based company, publishing the world-first dedi-
cated just transition strategy from a utility company.

Principle 22. Enhance collaboration among government agencies, employers, workers,
market regulators, academia, civil society, and the private sector to create a comprehen-
sive strategy for mitigating negative economic and social implications.

Key recommendations for Examples of emerging industry practice

financial institutions

Advance a just transition and The EIB Group—made up of the European Investment Bank
enhance capital allocation to place- | and European Investment Fund—has participated in the
based needs via partnerships. ABS issuance by Banco Santander. The investment of EUR
Advocate for a just transition and 360 million in Santander Consumo 5 securitisation fund of
catalyze action by collaborating with | consumer loans issued by the bank is expected to support
industry initiatives, public finance, working capital and liquidity needs of Spanish SMEs and
local authorities, stakeholders, inter- | mid-caps, by enabling the bank to free capital and direct up
national organisations, academia to three times the EUB investment into the real economy. In
and civil society addition, they channelled EUR 110 million in energy efficiency

projects. The transaction supports the national and European
targets for energy efficiency and renewable energy and helps
reduce carbon emissions. The operation will also promote
equitable growth and convergence between the EU regions,
as more than a third of the final beneficiaries will be based in
cohesion regions, where per capita income is less than the EU
average.
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3. Conclusions and
recommendations

A just transition requires coordinated action from all parties, and regulatory and policy
frameworks can play an important role in incentivising and supporting financial institu-
tions and businesses in planning for a just transition.

The G20 SFWG efforts are key in promoting progress in this area. The G20 SFWG and
the TFF explicitly recognise in their principles the imperative to promote a just transition
and the need to assess and mitigate negative social and economic impacts of transition
activities and investments. The collective action of G20 countries represents a power-
ful stimulus for defining approaches for mitigating social and economic impacts on
affected groups, vulnerable populations and other stakeholders.

Decarbonisation strategies of financial institutions are based on their client and investee
portfolios and have a direct influence on the real economy actors that they finance. As
such, transition plans of financial institutions have implications that spread well beyond
the perimeter of the organisations’ direct stakeholders and their supply chains. In this
context, transition plans of financial institutions, as a tool for strategic planning and
for setting up and executing a decarbonisation strategy as well as a mechanism for
providing transparency and accountability to external stakeholders provides a crucial
entry point for considering, addressing and reporting on social outcomes alongside the
low-carbon transition targets.

In order to meaningfully reduce and alleviate the potential social risks and impacts, it is
important that transition plans of both real economy actors and financial institutions are
based on credible decarbonisation targets as well as a sound understanding of and mean-
ingful measures to address relevant, salient and locally specific social risks and impacts.

In addition, recognising that the low-carbon transition represents numerous opportu-
nities and goes beyond solely risk management efforts, additional guidance around
the approaches to maximise the available opportunities and share the benefits of the
low-carbon transition is required and represents an area of interest.

The following recommendations focus on how regulators and governments can support
and enable financial institutions to assess and mitigate negative social and economic
impacts of transition activities and investment, while also recognising that the low-car-
bon transition presents numerous opportunities to deliver positive social outcomes:
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Commiitting to putting people at the heart of transition plans

Embed social equity in national transition strategies and policies: A broader
enabling policy environment is key to promoting a just transition and leverage the
role of the financial sector. In this regard, incorporating social considerations at every
level of climate action is to fostering just transition. Is important for governments
to integrate these considerations within national and regional strategies, such as
Nationally Determined Contributions. Several countries already consider just transi-
tion on their NDCs, for example Vanuatu's NDC includes social equity commitments.

Promote the publication of transition plans, including those of financial sector
actors: It is important for governments to promote the publication of transition
plans by financial institutions, including a sound assessment and sufficient level
of incorporation of relevant social risks and impacts in the transition strategies of
financial institutions.

Ensure a just transition in line with science: Reaching 1.5 degrees will require cred-
ible, robust, and implementable guardrails. The Shared Socioeconomic Pathways
(SSPs) are a set of scenarios developed by the IPCC where, SSP1 is in line with the
principles of sustainability, equity, and social justice. G20 Governments should require
and give guidance for transition plan to align with the assumptions and criteria of
the scenarios selected, disclose the scenarios selected, establish short term (5-year)
targets, commit to transparent reporting, strive for equitable change in the real econ-
omy, neutralise residual emissions, and provide the appropriate financing to enable
a just transition.®

Put people at the heart of the transition: Meaningful stakeholder consultations,
social dialogue, access to information and effective access to remedy are vital for
promoting inclusivity and accountability and to ensure that transition plans address
local needs and concerns. G20 governments can provide guidance and incentives
to encourage financial institutions and corporations to engage with relevant stake-
holders, including workers, communities, and civil society organisations, throughout
the transition process.

Creating an enabling policy environment

Compliance with safeguards and social performance standards, inclusive of
human rights due diligence: Governments should encourage compliance with safe-
guards and social performance standards to ensure that specific social impacts,
vulnerabilities, and barriers are considered thereby minimising and addressing
potential negative impacts that could be generated by climate action activities
financed. This should include the requirement for financial institutions to conduct
comprehensive human rights due diligence to their portfolio activities, as part of
their risk management activities. This due diligence should assess the potential
effects and impacts on human and labor rights in alignment with the UN Princi-
ples for Business and Human Rights (UNGPs) and the ILO MNE Declaration; as well
as identify measures to address those impacts in alignment. The recent approval
of the Corporate Sustainability Due Diligence Directive in the European Union and

This criteria is further elaborated in the UNEP FI 2021 G20 SFWG submission available here: 2021-UNEP-F| -Rec-
ommendations-for-Credible-Net-Zero-Commitments.pdf (g20sfwg.org)
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the National Framework Law on Human Rights and Businesses, currently being
discussed in Brazil are examples of legislation requiring human rights due diligence.

b. Incorporate social considerations in sustainable finance taxonomies: G20 minis-
ters should ensure that sustainable finance taxonomies include a mandate and
give guidance on the need to comply and report on minimum social safeguards
aligned with UNGPs, the ILO Core Labour Standards, and the ILO MNE declaration.
Sustainable finance taxonomies should also consider the inclusion of social objec-
tives that can promote a just transition. Some sustainability taxonomies, such as
the Mexico taxonomy, are already considering social objectives.

c. Define incentives and policies to promote financial inclusion: This can be done for
instance by lowering barriers to micro-finance or mutualist financial institutions, or
linking fiscal incentives for climate action with social conditionalities to support the
just transition and encouraging banks to promote financial activities that support
both climate transition and financial inclusion. Voluntary guidelines can also refine
financial sector’s risk management, aligning investment strategies with sustainable
development. Incentives for financial inclusion and support for vulnerable commu-
nities are essential in this regulatory framework.

d. Sectoral integration: National sectoral transition plans should include not only
sector-level decarbonisation pathways but also sector-specific social consider-
ations affecting different stakeholder groups and populations. G20 ministers could
issue sector-specific guidance on key social issues. In at least one just transition
litigation case, a specific ruling mandated the introduction of a just transition strat-
eqgy for the workers impacted by the potential loss of direct and indirect sources
of employment resulting from Chile’'s Energy Sector Decarbonisation Plan, setting
a precedent highlighting the significance of addressing social and labor impacts
when implementing climate transition plans.

3. Collaboration and Capacity Building

a. Participate in blended finance and de-risking: The public and private sectors should
work together on supporting more innovative and potentially risky or untested busi-
ness models that support just transition, like the establishment of innovation labs or
pilot projects to explore new financial products and business models.

b. Support capacity building and technical assistance: Governments can support
the development of technical assistance and capacity-building on just transition
flnance to support financial institutions in assessing and mitigating social and
economic impacts effectively, as well as unlicking potential positive impacts of the
transition. This may include providing training, resources, and best practices for
conducting impact assessments, engaging with stakeholders, and implementing
mitigation measures.

The G20 SFWG plays an important role in fostering collaboration and knowledge
sharing among jurisdictions, international organisations, financial institutions, corpo-
rations, and other stakeholders to share best practices, lessons learned, and innovative
approaches to just transition. This can help build a collective understanding of social
challenges and opportunities associated with transition activities and investments and
identify strategies for addressing them effectively.
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