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Introduction

Financial intermediaries (FIs) are required to comply
with Environmental and Social Requirement 2 (ESR 2)
on labour and working conditions under the EBRD's
2024 Environmental and Social Policy. This includes
developing and implementing an effective human
resources (HR) management system that promotes
sound employee relations and respects workers' rights.

This briefing note explains how ESR 2 applies to Fls and
provides practical examples of the policies, procedures
and management arrangements they can use to
demonstrate compliance.

This note is part of the EBRD's wider series of briefing
notes for Fls on specific labour issues. It directs users to
more detailed guidance where relevant.

It is important to distinguish between: (i) the FI's
responsibilities as an employer and engager of
contracted or self-employed workers; and (i) labour
requirements that may apply to workers associated
with a specific EBRD-financed project. The requirements
described in this note should not be interpreted as
automatically applying to all workers employed by every
sub-borrower in an FI portfolio. Any downstream
application should be consistent with ESR 9 and the
structure and scope of the relevant transaction.

What does the FI need to do?

e Maintain HR policies and procedures appropriate
to the FI's size, workforce and operations.

e  Comply with national labour laws and applicable
collective agreements.

e  Provide fair wages, benefits and working
conditions.

e Promote equal opportunity and prevent
discrimination and harassment.

e Respect workers' rights to form and join workers'
organisations.

e Provide accessible and confidential grievance
mechanisms for employees, contracted workers
and self-employed workers.

1 See EBRD (2024), pp. 37-44.

e Plan and consult appropriately before any collective
dismissals.

e Assign clear responsibility and sufficient capacity to
implement and monitor these arrangements.

Human resources policies

Key action: Establish proportionate, documented HR
policies, with clear responsibilities and sufficient
capacity to implement them consistently.

HR policies describe how an organisation manages its
employees. They are the set of formal rules and
guidelines that an organisation should put in place to
hire, train, assess, lay off and reward or discipline
members of their workforce and ensure the protection
of personnel data. Robust HR policies and management
systems also provide an enabling framework for
achieving and demonstrating compliance with ESR 2
requirements.

Because of the particular importance of human capital
resources to the commercial success of financial
institutions, the financial sector is typically among the
most developed in terms of HR management.
Nevertheless, many financial institutions still identify HR
management as one of the most pressing challenges
facing their business. Reducing staff turnover,
developing workforce skills, and recruiting and
retaining talent are typically key concerns - and
concrete business imperatives - for financial institutions
of all sizes.

HR policies should be appropriate and proportionate to
the financial institution’s size and workforce. They
should be clearly documented, accessible and
understandable to all employees, applied fairly and
transparently, and designed with due regard for
workers' rights to privacy and data protection. Effective
implementation also requires adequate HR capacity,
including clearly assigned responsibilities and
appropriate systems for functions such as payroll.

Financial institutions should protect workers' personal
data and allow workers to access their own
employment records, in line with national law.
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There is no one-size-fits-all approach to devising HR
policies. What works for one financial institution may
not necessarily work for another. Financial institutions
should adopt HR policies that are appropriate to the
scale and form of their respective organisations and the
legislative context and business environment in which
they operate.

A key consideration is the size of the operation. FIs with
a large workforce will typically require a more
sophisticated approach, supported by a dedicated HR
department. However, even smaller financial
institutions need some formal procedures to guide
recruitment and workforce management processes
when it comes to employment contracts, performance
appraisals and grievance procedures, all of which
provide employees with a clear performance
framework.

Corporate structure is another important consideration.
Financial institutions with extensive branch networks
may find it difficult to apply HR processes consistently
across multiple work sites. Overall responsibility can
remain with head office, but branch-level supervisors
need clearly defined responsibilities, appropriate
guidance and the skills required to implement the
financial institution’s HR systems effectively.

For detailed guidance, please see the section of the
EBRD ESR 2 guidance note on HR policies and
employee documentation.?

Where significant labour risks are identified, the EBRD
may require the financial institution to commission an
independent labour assessment or audit.

Contracted and self-employed
workers

Financial institutions should have clear procedures for
managing contracted and self-employed workers. Self-
employed workers should receive clear terms covering
their fees, work allocation, performance assessment
and working hours, and should have access to a
grievance mechanism.

Forced labour and recruitment

Financial institutions should not tolerate coercion,
restrictions on workers' movement or the retention of

2 See EBRD (2025a), pp.11-29.

identity documents. Workers and jobseekers should not
be charged recruitment fees or related costs.

Migrant workers

Migrant workers may be more vulnerable to
exploitation and forced labour. Financial institutions
should ensure that these workers receive clear
employment terms, fair treatment, access to their
identity documents and an effective grievance
mechanism.

Wages, benefits and conditions of
work

Key action: Ensure that pay, benefits, working hours
and leave comply with legal and collectively agreed
requirements and are reviewed against relevant market
norms.

Compensation packages are a central factor in
rewarding, motivating and retaining good staff.
Developing the right compensation package is
especially important for Fls, where the workforce is
often highly skilled and the costs of new recruitment
are high. Setting the right pay structure is also
important for the bottom line, as direct staffing costs
typically account for a significant proportion of FIs'
operating costs. To comply with ESR 2, compensation
packages should meet statutory requirements and,
where applicable, collectively agreed requirements.
They should also be at least comparable with industry
norms in the market where the financial institution
operates. As a matter of good practice, financial
institutions should review the full package of financial
and non-financial benefits available to employees,
including base pay, bonuses, retirement or health
benefits, subsidised meals, working hours and leave,
flexible working arrangements and training
opportunities.

Financial institutions should register workers with the
relevant national authorities for social-security
purposes, as required by national law.

Financial institutions should pay wages regularly, on
time and without unlawful deductions. When
employment ends, they should pay any outstanding
wages and benefits in line with national law.
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Setting appropriate compensation levels and structures
is worthwhile in terms of ensuring employee
satisfaction and motivation, supporting staff retention

and productivity, and aligning HR budgets and policies
with the company’s commercial objectives.

Figure 1. Setting the right level and composition of compensation
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For detailed guidance on wages, working hours and
standard employment terms and conditions, please see
the section of the EBRD ESR 2 guidance note on wages
and working hours.3

Non-discrimination and equal
opportunities

Key action: Base employment decisions on objective job
requirements and merit, and maintain procedures to
prevent direct and indirect discrimination.

Allemployment relationships must be based on the
principle of non-discrimination and equal opportunity.
This applies to all aspects of the employment
relationship, including recruitment and hiring, job
assignment, compensation, working conditions and
terms of employment. Discrimination is not always easy
to detect and does not have to be intentional. Practices
that appear neutral but result in the unequal treatment
of people with certain characteristics are termed
“indirect discrimination”.

To comply with ESR 2, FIs should develop policies to
promote non-discrimination and equal opportunity in
the workplace. Clear procedures should be put in place
to ensure that decisions on hiring, working conditions,
pay, benefits, training, promotion, termination and
redundancy are based exclusively on the individual's

3 Ibid, pp.13-14.
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professional qualifications and merit. Gender equality
and diversity are particularly important in financial
services, both in terms of strategy and workforce
decision-making (see Figure 2).

To promote equal opportunity and non-discrimination,
many banks and financial institutions have introduced
specific programmes and procedures to support their
wider equality policies. For detailed guidance, please
see the EBRD ESR 2 guidance note on non-
discrimination and equal opportunity.*

Workers' organisations

Key action: Comply with consultation obligations,
respect freedom of association and maintain effective
channels for engagement with workers and their
representatives.

Fostering open and productive relationships with
workers' representatives brings numerous business
benefits for financial institutions. These include helping
to identify and deal with employee concerns at an early
stage to avoid escalation of disputes, gathering new
ideas for improving service delivery, and creating a
stronger sense of value and satisfaction among
employees.

In several economies where the EBRD operates,
employers have specific legal obligations to inform and

4 Ibid.
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consult workers' organisations, either generally or on
issues such as retrenchment, changes of ownership or
working time. National law may also establish collective
consultation or decision-making mechanisms and

Figure 2. Steps to becoming gender inclusive
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Where national law does not prescribe specific
arrangements, financial institutions can use various
mechanisms to engage with employees. If there is a
recognised trade union, opening and maintaining
formal channels of consultation and engagement
should be the starting point.

Finance-sector unions can negotiate with employers on
vital issues such as pay, working time, leave, and health
and safety. However, they also provide professional
advice and support on issues facing individual
members, ensuring that each union member is treated
fairly in the workplace. In the absence of trade unions
and in jurisdictions where union activity is restricted,
alternatives such as consultative committees or
employee committees may be the most effective means
of engaging with employees to address issues relating
to their working conditions and terms of employment.
Any non-union alternative mechanisms should not be

5 Ibid.

used to exclude or replace the presence of lawful trade
unions in the workplace.

ESR 2 aims to ensure that employees' freedom of
association is not restricted or limited. This means that
employees should be free to join or form organisations
of their choosing, that these organisations should not
be controlled by the employer or the government, and
that employees should not be penalised or retaliated
against for their decision to join a trade union or
participate in lawful activities.

For detailed guidance, please see the EBRD ESR 2
guidance note on labour and working conditions.®
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Gender-based violence and
harassment

Key action: Adopt, communicate and implement
measures to prevent and address gender-based
violence and harassment, supported by safe,
confidential and survivor-centred reporting
arrangements.

FIs are required to adopt specific measures to prevent
and address gender-based violence and harassment
(GBVH) in the workplace. This should include policies
and codes of conduct on GBVH that are clearly
communicated to workers, as well as adequate training
for managers and supervisors on how to apply the
policies fairly and effectively. FIs should also ensure that
worker grievance mechanisms can receive and manage
reports of GBVH safely, confidentially and using a
survivor-centred approach.

For more information on how to embed appropriate
policies and procedures, please see Sexual exploitation,
abuse and harassment - a briefing note for financial
institutions® and the joint EBRD, CDC and International
Financial Corporation (IFC) publication Addressing
Gender-Based Violence and Harassment: Emerging Good
Practice for the Private Sector.’

Grievance mechanism

Key action: Provide clear, accessible and confidential
grievance channels for employees, contracted workers
and self-employed workers, with safeguards against
retaliation.

ESR 2 requires all workers engaged through EBRD-
financed projects to have access to a grievance
mechanism, including workers who are not directly
employed by the EBRD client. For FIs, this includes
employees, contracted workers and self-employed
workers engaged to work for the FI or on its premises.

Financial institutions should ensure that contractors
provide effective grievance mechanisms for their
workers. Where these are missing or inadequate,
contracted workers should be able to raise grievances
directly with the financial institution.

6  See EBRD (2025b).
7 See CDC, EBRD and IFC (2020).

The grievance mechanism should include:

e aclear process and timeline for resolving
grievances

e informal and formal resolution routes, as
appropriate

e formal recording, investigation, a response and
an appeal process

e more than one reporting channel, including an
anonymous option

e confidentiality and anonymity protections

e safe and confidential handling of sensitive
complaints, including GBVH and child sexual
exploitation and abuse, using a survivor-
centred approach

e aclear prohibition on retaliation against
anyone who raises a grievance.

For detailed guidance on designing and implementing
worker grievance arrangements, please see the section
of the EBRD ESR 2 guidance note on employee
grievance mechanisms.?

Collective dismissals

Key action: Consider alternatives first and, where
collective dismissals remain necessary, plan and consult
early, use objective selection criteria and support
affected workers.

Whenever an FI client expects collective dismissals, it is
important that the process be carried out in accordance
with the EBRD's requirements and in line with national
law. There is also a clear business rationale for a well-
designed collective dismissals process: it can help
maintain staff morale and productivity, prevent legal
and reputational risks, avoid the spread of
misinformation, and maintain efficiency through clear
skills planning that safeguards core workforce skills to
support business continuity and growth.

ESR 2 sets out clear expectations of what constitutes an
adequate process for collective dismissals to ensure
that commercial aims are achieved while minimising the
adverse impact on employees. As a starting point, FIs
must carry out an analysis of alternatives and, if this
fails to identify any viable alternatives, a collective
dismissal plan should be developed and implemented to
reduce potentially adverse impacts on employees.

8  See EBRD (2025a), pp.24-25.
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Case study 1: Collective dismissals
Background

XYZ Bank is a prominent financial institution that has
been operating for several decades. Over the years, the
bank has faced various challenges due to changes in the
industry, technological advances and shifts in customer
preferences. As a result, the bank has seen a decline in
profitability and a rise in operating costs.

Issue

To address the financial difficulties and adapt to
changing market dynamics, XYZ Bank's management
decided to undertake a comprehensive restructuring
plan. This plan included a workforce reduction through
collective dismissals as a means of cutting costs,
streamlining operations and remaining competitive in
the market.

Approach to collective dismissals

1. Assessment and planning: XYZ Bank's management
conducted a thorough assessment of the bank's
financial situation, market challenges and the need
for restructuring.

2. Early consultation: XYZ Bank consulted with worker
representatives from the very beginning of the
process. This helped to identify some cost-saving
and reorganisation measures - including a hiring
freeze and transferring employees between
departments - which helped to reduce the number
of workers being dismissed.

3. Development of the collective dismissal plan: In
consultation with worker representatives, XYZ Bank
developed a clear and comprehensive collective
dismissal plan. This document set out the bank’s
approach and was regularly updated to record
actions taken.

4. Selection criteria: The bank used objective and fair
selection criteria for determining which employees
would be affected by the dismissals. These criteria
considered factors such as job performance, skills,
experience and knowledge.

To support the implementation, the bank ensured

9 Ibid.

that all decisions were based on the outcomes of a
formal performance management system, rather
than subjective assessments.

E 1

5. Active support measures: In addition to severance
payments, XYZ Bank offered active support
measures to departing workers, including job

placement assistance, resume-building workshops
and interview coaching.

6. Compliance with labour laws: To ensure
compliance, the bank engaged an independent
legal advisor to advise on key aspects of national
labour law and regulations, including notice
periods, termination payments, and reporting and
consultation requirements.

Outcomes and impact

The case study illustrates that collective dismissals
require early planning, consultation with worker
representatives, objective selection criteria, compliance
with national law and practical support for affected
employees. By considering alternatives first and
recording the agreed process in a collective dismissal
plan, XYZ Bank reduced the number of dismissals and
managed the restructuring in a structured manner.

For further guidance on good practices to consider
before implementing a collective dismissal process,
please see the EBRD ESR 2 guidance note on labour
and working conditions.’
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FI implementation self-check

Before relying on the arrangements described in this
note, confirm that the FI can answer “yes” to the
following:

e Are HR policies documented,
proportionate and accessible to all
workers?

e Can workers access their employment
records, and is their personal data
protected?

e Areresponsibilities, resources and
monitoring arrangements clearly
assigned?

e Are workers registered for social security
where required, and are wages and final
payments made on time and without
unlawful deductions?

e Are employment decisions based on
objective criteria and protected from
discrimination and harassment?

e (Can workers organise, be consulted and
raise concerns without retaliation?

e (Can employees, contracted workers and
self-employed workers access confidential
grievance channels?

e Are workers free from coercion,
restrictions on movement, retention of
identity documents and recruitment fees?

e Are migrant workers given clear
employment terms, fair treatment, access
to their identity documents and an
effective grievance mechanism?

e Are alternatives, consultation, selection
criteria and worker support addressed
before collective dismissals?

e Are gaps recorded, assigned to an owner
and addressed within a defined
timeframe?
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Disclaimer

This document contains references to good practices and should be interpreted bearing in mind the Environmental and
Social Policy adopted by the EBRD; it is not a compliance document. It does not alter or amend EBRD policies and does
not create any new or additional obligations for any person or entity. In case of any inconsistency or conflict between this
document and the Environmental and Social Policy adopted by the EBRD as amended from time to time, such policy shall
prevail. Questions of interpretation shall be addressed solely in respect of the Environmental and Social Policy.

The information and opinions within this document are for information purposes only. No representation, warranty or
undertaking expressed or implied is made in respect of any information contained herein or the completeness, accuracy,
or currency of the content herein. The EBRD does not assume responsibility or liability with respect to the use of or
failure to use or reliance on any information, methods, processes, conclusions, or judgments contained herein, and
expressly disclaims any responsibility or liability for any loss, cost, or other damages arising from or relating to the use of
or reliance on this document. In making this document available, the EBRD is not suggesting or rendering legal or other
professional services for any person or entity. Professional advice of qualified and experienced persons should be
sought before acting (or refraining from acting) in accordance with the procedures outlined herein.

This document does not constitute or imply a waiver, renunciation or other modification, either express or implied, of
any of the privileges, immunities and exemptions granted to the EBRD under the Agreement Establishing the European
Bank for Reconstruction and Development, international convention or any applicable law. Certain parts of this
document may link to external internet sites and other external internet sites may link to this publication. The EBRD does
not accept responsibility for any of the content on these external internet sites.
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