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The nature of its products and services expose the arms industry to intrinsic human
rights risks. Arms manufacturers continue to be involved in the development and
maintenance of weapons that inherently cause indiscriminate suffering and long-lasting
environmental and social harm, including nuclear weapons. Moreover, irresponsible
transfers of all types of weapon systems fuel conflicts and contribute to serious human
rights violations across the globe. As key stakeholders, financial institutions have both
the ability and responsibility to address these risks and impacts.

Arms producers play an important role in states’ ability to exercise their legitimate right to
self-defense in the face of an attack against their sovereignty. At the same time, the
inherently dangerous nature of arms companies’ business and products carries intrinsic
risks of causing, contributing to, or being directly linked to serious violations of human
rights or international humanitarian law (IHL). In March 2025, the United Nations Office of
the High Commissioner for Human Rights (UN OHCHR) warned that, amid the highest
number of violent conflicts since World War Il, arms transfers are contributing to prolonging
conflicts, internal repression, and serious human rights and IHL violations.” Research from
PAX shows that 15 of the largest arms producers in the world (based in Europe or the US)
continue to supply weapons to such high-risk destinations, including Saudi Arabia, the
United Arab Emirates (UAE) and Israel.?2 A majority of them also provide key components or
services for the development and maintenance of nuclear weapons, the most destructive
and inhumane weapons ever made.® Companies also continue to be involved in the
production of white phosphorus, the use of which risks immense human suffering,
especially when used in populated areas.* And while in the last decades there has been a
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marked reduction in the production of cluster munition and anti-personnel mines, this trend
now appears to be reversing.®

As key actors in the global economy, financial actors have substantial leverage over
companies’ business activities. As such, they can and should exert their influence to drive
corporate respect for human rights within the arms industry.

Product and conduct-based risks

Companies play a crucial role in the supply of military goods and services. Yet, the
activities of the defense sector carry a high risk of resulting in adverse human rights
impacts, which should be taken into account in financial institutions’ due diligence
assessments. These risks can be associated with the indiscriminate nature and long-
lasting harmful effects of specific weapon systems the company is involved in. In these
cases, the company’s product constitutes the risk. Examples of such weapons, frequently
referred to as “controversial weapons”, are anti-personnel landmines, cluster munitions,
nuclear weapons, biological and chemical weapons, which are prohibited outright under
international treaties.® Recognizing the unimaginable harm that these weapons inflict on
civilians, these treaties do not merely prohibit their use but also their development,
production, acquisition, stockpiling and transfer.

Other weapons may not be subject to a comprehensive ban, but are surrounded by
considerable controversy. These include white phosphorus, whose use is regulated but not
fully banned under international humanitarian law’, and depleted uranium, which is
prohibited under some national laws and whose harmful impacts have led states and civil
society groups to call for a global ban®. An overwhelming majority of states also supports a
new international treaty to ban and regulate autonomous weapon systems.®

A company may also be involved in the supply of other types of weapons to repressive
regimes, countries that systematically violate the laws of war, or other high-risk
destinations. For those cases, it is the arms manufacturer’s conduct that constitutes the
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risk. The airstrikes by Saudi Arabia and the UAE in Yemen have shown the devastating
consequences of arms sales to states that pay little attention to human rights. Both states
have been involved in the bombing of hospitals, schools and residential areas. According to
UN estimates, almost a quarter of a million people have died in Yemen’s war.’® Companies
also continue to be involved in arms transfers to Israel, whose genocidal acts in Gaza have
killed at least 69,000 Palestinians, forcibly displaced virtually all of Gaza’s population, used
starvation as a weapon of war and deliberately deprived civilians of other basic needs, and
damaged or destroyed essential infrastructure and the majority of homes, schools,
hospitals and universities."

Responsibilities of the private sector

Various bodies of international law govern the obligations of States to prevent, address and
mitigate the human rights impacts that may result from arms production and trade. In
addition to international treaties restricting or comprehensively prohibiting specific weapon
systems, the Arms Trade Treaty (ATT) is the main multilateral instrument regulating the
trade of weapons that are not in themselves unlawful. Under the ATT, States are prohibited
from authorizing the export of weapons where there is an “overriding” risk that they could
contribute to, /nter alia, serious violations of human rights or IHL."? Yet, as also noted by the
UN Working Group on Business and Human Rights, in spite of these and other regulatory
frameworks, “arms products and services are still exported to States where they are used
to commit a wide variety of human rights violations, including potential war crimes and
crimes against humanity”.”®

In addition to the responsibility of States, the UN Guiding Principles on Business and
Human Rights (UNGPs) expressly recognize that all companies have an obligation to
respect human rights, wherever they operate.’ As such, both arms producers and their
financiers have a duty to undertake due diligence assessments in order to identify and
assess any actual or potential adverse human rights impacts with which they may be
involved, either through their own activities or as a result of their business relationships.™
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With regards to situations of armed conflict, enterprises should respect the norms and
standards of both international human rights and IHL."®

The UNGPs clearly establish that these responsibilities exist independently of States’
abilities and/or willingness to fulfill their human rights obligations.” Consequently, a
company’s due diligence approach may need to go beyond what is legally required. In
practice, this could mean that arms manufacturers should refrain from engaging in certain
export deals that are already authorized under state licensing laws. Nevertheless, arms
producers continue to rely on export assessments carried out by States rather than
conducting their own due diligence assessments.®

For banks, pension funds, asset managers and other financial institutions, due diligence
responsibilities may involve adopting exclusion policies that are based on international legal
frameworks which have not been signed by their country of residence or operation. For
example, while Australia, Belgium, Denmark, the Netherlands, Sweden and Switzerland are
not parties to the Treaty on the Prohibition of Nuclear Weapons, some financial institutions
based in these countries explicitly cite the Treaty as a key factor for excluding nuclear
weapons from their investment universe.™

While many financial institutions have defense sector-specific policies in place, these are
often insufficiently comprehensive to prevent adverse human rights impacts in line with the
UNGPs. For example, as noted by the UN OHCHR, banks’ policies that restrict the financing
of certain arms export deals but that do not exclude general purpose corporate loans to
the same company “risk being ineffective”.?° Investors often run into challenges making
sure passively managed funds follow their investment guidelines. In this context, the UN
Working Group on Business and Human Rights recommends investors in index funds to
“use their leverage to engage with index providers so that the responsibility to respect
human rights is better reflected in the construction of indexes or investee engagement”.?’

Companies that fail to adequately implement a due diligence process to assess actual and
potential human rights impacts may run the risk of being found complicit in gross human
rights and other violations.?? In June 2024, for example, UN experts warned that companies
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supplying arms to Israel risk complicity in serious violations of human rights and IHL. Here,
the experts stated:

In line with recent calls from the Human Rights Council and the independent UN experts to
States to cease the sale, transfer and diversion of arms, munitions and other military equipment
to Israel, arms manufacturers supplying Israel - including BAE Systems, Boeing, Caterpillar,
General Dynamics, Lockheed Martin, Northrop Grumman, Oshkosh, Rheinmetall AG, Rolls-Royce
Power Systems, RTX, and ThyssenKrupp — should also end transfers, even if they are executed
under existing export licenses.?®

With respect to financial institutions, the experts noted:

[flailure to prevent or mitigate their business relationships with these arms manufacturers (...)
could move from being directly linked to human rights abuses to contributing to them, with
repercussions for complicity in potential atrocity crimes.?*

Today’s arms industry is not a sustainable investment

Against the backdrop of ongoing conflicts in Europe and the Middle East, European and US
arms producers have been the beneficiaries of record levels of military spending. Citing the
need for European re-armament, European government officials have also openly criticized
defense sector exclusions by financial actors as threatening the industry’s access to
finance. In an increasingly unstable geopolitical landscape, arms producers are crucial in
Europe’s ability to defend itself and should therefore not be excluded on sustainability
grounds, they argue. This concerted push appears to have impacted some investment
strategies. Already, the UN OHCHR has noted with concern that some European investors
have moved to include parts of the arms sector in their sustainable funds.?® The
sustainability claims of the defense sector, however, ignore the persistent and systemic
compliance gaps across the arms industry as described in the previous sections. As long
as arms manufacturers continue to produce weapons that are inherently indiscriminate and
inhumane, and supply weapons to governments that are systematically involved in serious
human rights and IHL violations, they are as harmful as they can be.

Moreover, as also noted by the UN OHCHR, several of the world’s largest arms
manufacturers have reportedly engaged in corruption, the effects of which appear to be a
significant driver of the arms trade. The UN OHCHR has also observed with concern “risks
of disproportionate influence exerted by the arms industry over public decision makers, (...)
through various forms of lobbying, the funding of political parties and other interest groups,
and revolving-door practices”.?®
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Financial institutions that take their commitments to protect human rights seriously should
therefore ensure they do not invest in arms producers that fail to adhere to basic
responsible business conduct standards. Government officials should redirect their calls
towards the financial sector to the arms industry instead and demand a far more cautious
approach to the safety and peace of civilians worldwide.

Conclusion and recommendations

The production and trade of weapons pose significant human rights risks. As key actors in
the world’s economy, financial sector actors have a responsibility to avoid causing or
contributing to negative impacts on human rights through their business relationships with
arms manufacturers. A failure to do so may lead to both reputational risk and potential legal
liability.

PAX recommends that financial actors:

1. Conduct heightened due diligence on all business relationships that may be
involved with the production of indiscriminate weapons and/or the supply of
weapons to high-risk destinations

2. Adopt and implement policies that extend to all financial products and services, to
exclude investments in or the financing of companies involved in the development
and production of indiscriminate weapons and their key components.

3. Adopt and implement policies, that incorporate the norms of the ATT and extend to
all financial products and services, to exclude investments in or the financing of
companies involved in the supply of military goods to countries if there is a
substantial risk that these will be used in serious human rights or IHL violations.
Such policies should establish clearly formulated criteria that, at a minimum, take
into account the following risk factors:

a. Whether the country is under an arms embargo.

b. Whether the country is involved in serious human rights violations and/or
violations of IHL.

c. Whether the country is involved in an armed conflict and such involvement is
not in accordance with UN Security Council Resolution.

d. Whether there is a high risk of corruption in the purchase of military goods.

e. Whether the country is a fragile state.

f.  Whether the country spends a disproportionate share of its budget on
military goods compared to its economic and social development.

4. End all financial relations with companies that are found to be involved in the
activities included under 2 and 3, or engage with these companies based on
specific and time-bound goals to improve their behaviour.



