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Executive Summary

The UN. Guiding Principles on Business
and Human Rights mandate that
banks are responsible for the impact
of both their direct actions and those
of any clients to which they lend.
However, numerous examples have
surfaced of financial institutions
failing to conduct such due diligence.

An analysis by ImpACT International
for Human Rights Policies, in which
respondents from 42 banks acrossthe
Middle East were surveyed, found that
the majority of financial institutions in
the region are not complying with the
U.N. principles, thus compromising not
only their own integrity but the welfare
of their nations’ residents.

IMPACT International thus calls for
more rigorous and public reporting

on banks’ compliance.
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Introduction

In 2011, the United Nations Human Rights Council unanimously adopted a set of Guiding
Principles (UNGPs) on Business and Human Rights, geared to businesses of all sizes,
scope and geography. Most importantly, however, an advisory issued six years later
by the UN. Office of the High Commissioner for Human Rights made it clear that the
responsibility of commercial enterprises, such as banks, extends beyond their direct
actions to the activity of their clients.

According to the UNGPs, human rights protections must be ‘implemented in a non-
discriminatory manner, with particular attention to the rights and needs of, as well as the
challenges faced by, individuals from groups or populations that may be at heightened
risk of becoming vulnerable or marginalized, and with due regard to the different risks

that may be faced by women and men.
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However, since the advisory was issued in 2017, numerous examples have surfaced of
financial institutions failing to conduct due diligence in their review of clients’ activity. For
example, in November, Westpac Banking Corp. was sued by Australia’s financial crimes
agency for failing to report more than ATI$ billion (7.5$ billion) in international transfers
to12 entities believed to be engaged in child exploitation. The accounts of the enterprises
showed repeated low-value transactions to countries in Southeast Asia, including the
Philippines—a well-known and suspicious pattern.

Likewise, in November 2016, the Sudanese Minister of Justice revealed
that some banks and their employees are implicated in a case

in which 34 pharmaceutical companies diverted 230$ million in

proceeds from non-oil exports that had been allocated for the import

of medicines.
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Moreover, some banks in the
Arab world fail to adhere to
human rights principles when
dealing with vulnerable groups,
such as people with disabilities.
For example, in December 2019,
a Jordanian citizen with visual
impairment complained that a
bank had forced her to close her
bank account

without a prior notice, «because
she did not have a card from the
Disabled Council, or a medical

report to prove her condition,»

This report takes a look at the compliance track record for fi-
nancial services in the Middle East, which, according to PWC, is
= ‘one of the worldss fastest growing markets in the banking and

it \ capital markets sector.” We explore the banks’ direct conduct,
monitoring of clients and extension of remedies to adversely

affected groups and individuals.




8/26

Methodology

For this analysis, IMpACT evaluated the principles and practices adopted by 42 banks in
14 countries across the Middle East and North Africa: Tunisia, Morocco, Palestine, Qatar,

UAE, Jordan, Bahrain, Lebanon, Oman, Algeria, Irag, Saudi Arabia, Libya and Egypt.

uestionnaires were emailed to all maijor
Q I response rates

banks in each country (116), with response rates ranging from

ranging from %20 (Algeria) to %62 (Palestine). gt

response rates

.I.I 6 bQ N k ranging from %60

Palestine
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For those banks that responded, we evaluated their answers to determine adherence
with the four main categories of the UNGPs: policies, commitment to due diligence,
reporting of compliance and citizens’ access to remedies when violations occur. Each
of these categories was assigned one point, with a possible total of 12 points overall.

By adopting the same approach used
in 2014 by BankTrack, we split banks into A note about the strengths and
three groups based on their scores: The [EMEIELGQIERECEIGIRGIEN IS GIRCIc el elelely
lowest-ranking institutions (a score of 2 IERECRGISEICEVANIIEIeRelClIelele SeiRIgE
or less) demonstrate wholly inadequate methodology is its reliance on self-
or even absent consideration for human reports, the fact that the individuals
rights. At the top end (scores of 12-6) are [EESEllelEldale RN UERRNNC FERChIellE
those banks that have shown substantial were allowed to be anonymous
progress in integrating the UN Guiding encouraged  honesty.

Principles into their business practices.
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i8] Results by Category Policy

Policy
Do banks have and explicitly disclose their human rights policies, outlining the human
rights protections they have in place, monitor their implementation and redress

violations? This criterion is considered a starting point for implementing the UNGPs.
Included are three main principles:

Adoption of policy statement EEEEEEN
EEEEEEE

The bank must formulate a policy statement codifying
its respect of human rights in all operations, processes

and services. In this study, 22 of the 42 responding banks
22 of the 42 responding banks

(%52) indicated they have a clear policy to ‘respect’ (522 Inclicated they have a clear

human rights. The other 20 banks did not. policy to ‘respect” human rights.

. EEEEEEEEEN
Senior management endorsement u

Senior management must agree on and approve the
policy statement. Yet only 11 of the 42 banks (including all

of the participating financial institutions in Bahrain and 11 of the 42 banks could document
that the senior management
agreed on and approved the
policy statement.

Link to operational affairs -'I'I'I
Once formulated and approve, human rights policies

should be incorporated into all services and both long-

Qotor) could document this had occurred.

and short-term goals. Approximately %65 of respondents 27 out of the 42 banks indicated

that the human rights policies

(27 banks out of 42) said this has not occurred. : ]
were not incorporated into all

services and goals.
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Due Diligence

Conducting due diligence to assure compliance s at the heart of the UNGPs. This requires
assessment of potential or actual adverse impact, followed by action to mitigate or
prevent them and communication of the results.

Again, this category can be subdivided into three main principles:

Commitment

Banks must publicly commit to human rights due
diligence. Yet fewer half of the respondents from the
42 banks assessed here (19 out of 42, or %45) reported
observing actual commitment, including to the policing
of their bank’s financing practices. The remainder, 23,
said they were not aware of a due-diligence process at
all, which means the banks do not make a systematic

19 out of 42, or 45%, reported
observing actual commitment to
human rights due diligence.

attempt to identify, prevent or mitigate adverse human
rights impacts. These included banks from Irag, Libya,
UAE and Palestine.

Involvement of stakeholders

When conducting due diligence, banks should consult
with  members of potentially affected stakeholders.
However, respondents from only five banks reported

meaningful consultation with affected groups and other Seihoe2ehlSllCpese
meaningful consultation with

stakeholders—one each in Bahrain, Saudi Arabia and
affected groups and other

Morocco, and two in Qatar. stakeholders.

Responsibility
Abank’s seniormanagers mustidentify whoisresponsible
for monitoring for and verifying potential human rights
violations. Respondents from only three out of the 42
assessed banks reported having clear descriptions of 3 out of the 42 assessed banks
the processes and positions mandated to addresses reported having clear descriptions
human rights violations—one each from Jordan, Tunisia

and Qatar.

of the processes and positions
mandated to addresses human

rights violations.
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Communication

Banks must provide information
on the way they address human
rights violations. The UNGPs require
businesses ‘whose operations or
operating contexts pose risks of
severe human rights impacts™ to
report formally on how they address

them. But just six banks (fewer than

%15 of those dssessed) addressed

this subject in their annual reports—
one from each of the following
countries: Bahrain, Jordan, Morocco,
Qatar, Tunisia and the UAE.

Evaluation

Reporting

Banks must provide explicit information
regarding their operations and human
rights track record to their clients and
Such
include their response, an evaluation of

communities. information must

the effectiveness of their actions and
documentation of the extent to which they
take into account human rights principles

during their operations.
The three main principles:

Efficacy

Banks must not only conduct and
report on their human rights due
diligence. They also should track
the effectiveness of their responses.
Respondents from only two of the
assessed banks (one from Tunisia

and one from Morocco) reported
doing so by collecting feedback

from internal and external sources,
including affected stakeholders.

Information provided by the banks must include the details needed to evaluate

the extent to which their responses to human rights violations are adequate. No

banks were found to report specific human rights issues sufficiently enough to allow

evaluation.
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Access to remedies
When adverse human rights consequences occur due to a bank’s direct or indirect
actions, remediation must be offered, stakeholders must be aware of this fact, and they

must be considered trustworthy and easy to access.

The three main principles:

Remediation Grievance mechanisms

None of the banks assessed reported Those who feel their rights have
having a process in place for offering been violated must be offered a
and providing remediation. mechanism for filing a complaint

and seeking remediation. However,
resondents said nhone of the surveyed

banks have established a complaint
mechanism.

Effectiveness

Grievance mechanisms must be viewed as legitimate, accessible, predictable,
equitable, transparent, and based on engagement and dialogue.

None of the assessed banks operates a grievance mechanism that meets the
effectiveness standard set out in GP3I.
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5 of the 42 banks reported
meaningful consultation with
affected groups and other
stakeholders.

Results

The highest score achieved by any individual bank was 6. Only three banks achieved an average

score of 6, the minimum level required for satisfactory progress—two in Qatar and one in Morocco.

Most troubling, 27 of the 42 respondent banks received scores

in the “totally inadequate” range (a score of 2 or less), of which EEEEEEEEEE
. , . . EEEEEEEEEE
14 received a grade of 0 (two in Egypt, three in Irag, one in EEEEEEEEEE
Jordan, two in Lebanon, two in Libya, three in Palestine and one EEEE
in Tunisia).
34 out of the 42 banks received
Areas in which every bank scored 0 are: no points for reporting on their

human rights impact.

Consultation with potentially affected people and communities as part
of the due- diligence process.

Development of a reporting format that allows impact evaluation for
specific human rights.

Implementation of a grievance mechanism compliant with the UNGPs.

A majority of banks (34 out of the 42) received no points for reporting on their human rights
impact. This means they made no substantive effort at all to reflect on the consequences of their
actions, settling for merely mentioning the policies they have in place. None of the responding
banks have grievance mechanisms that meet minimum standards, making it difficult for
individuals or communities to raise their concerns and expect a response. Likewise, none of the
banks have articulated a process to remedy even those human rights abuses identified by their

own due diligence.



15/26

Conclusion

Banks in the Middle East are failing to uphold their responsibilities to monitor, report and redress
the human rights impact of both their direct operations and the actions of their clients. More
banks must follow the lead of Dutch bank ABN AMRO, which issued its second human rights report

this year. However, even ABN Amro has issued only two such reports since 2016. These types of

public records should be issued annually and subjected to community review and comment.







