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1. Introduction

In the 1970s, Corporate Social Responsibility (CSR) emerged as a serious movement. Since then, the evaluation
of companies’ impacts on human rights and the environment across supply chains has gained increasing impor-
tance. Although the term “Corporate Social Responsibility” was first introduced in 1953, its widespread use dates
back to the 1970s. Influential non-profit policy institutions, such as the Committee for Economic Development,
introduced the concept of a “social contract” between companies and society. In this context, several soft-law
instruments were developed, including the OECD Guidelines for Multinational Enterprises in 1976 and the Unit-
ed Nations Guiding Principles on Business and Human Rights in 2011, most of which lacked binding legal force.
The emerging field of Corporate Law, Corporate Governance, and Sustainability has become one of the most
dynamic and significant areas of law and policymaking—especially in light of the convergence of environmental,
social, and economic crises facing the global community. Understanding the impact of corporations on society
and identifying their capacity to contribute to sustainability is crucial for the future of humanity.

In 2023, sustainability governance became a major topic in corporate circles. In January of that year, not only
did the European Union’s Sustainable Finance Disclosure Regulation (SFDR) come into effect, but more impor-
tantly, the Corporate Sustainability Reporting Directive (CSRD) also became legally binding. Additionally, sig-
nificant progress was made toward negotiating a cross-border treaty to develop robust standards for assessing
corporate sustainability within the EU. Today, sustainability has become the central objective across all facets
of corporate law.

‘ THIS WORK IS LICENSED UNDER A CREATIVE COMMONS ATTRIBUTION 4.0 INTERNATIONAL LICENSE



https://doi.org/10.22067/economlaw.2025.94353.1473
https://lawecon.um.ac.ir
https://orcid.org/0000-0001-5699-4241
https://orcid.org/0009-0006-5722-9561
mailto:h-kaviar@araku.ac.ir

Homepage: https://lawecon.um.ac.ir >< Encyclopedia of Economic Law Journal

Since the adoption of the United Nations Guiding Principles on Business and Human Rights in 2011, govern-
ments and international organizations have introduced numerous “soft law” instruments supporting sustain-
ability—some of which have evolved into binding “hard law”. The European Union, driven by its ambitious goal
of achieving carbon neutrality by 2050 through the European Green Deal, has embarked on a path toward
comprehensive sustainability.

A major milestone in this journey is the Corporate Sustainability Due Diligence Directive (CSDDD), which was
formally approved by the European Parliament and the Council of the European Union in spring 2024. This di-
rective constitutes a binding legal framework within the EU to promote sustainable business practices. It obliges
companies to identify, address, and report the impacts of their supply chains on human rights, the environment,
and climate change. This “hard law” applies both to EU-based companies and to non-EU companies operating
within the Union, firmly aiming to ensure that businesses contributing to the internal market also contribute to
sustainable development and the just transition of economies and societies.

This article examines the key features of this significant directive and argues that, despite the initial ambitions
of its drafters, the final version of the directive suffers from considerable shortcomings. These include a narrow
scope, the exclusion of the financial sector from downstream operations, and vague, relatively weak provisions
that may allow companies to escape liability. As discussed in this paper, serious doubts remain regarding the
effectiveness of the directive in achieving its intended goals: namely, the respect for human rights and the pro-
tection of the environment in corporate operations.

2. Purpose

This article focuses on the legal dimensions of the European Union’s newly adopted “Corporate Sustainability
Due Diligence Directive” (CSDDD) of 2024. Its primary aim is to analyze the transformation of corporate respon-
sibility from voluntary codes of conduct to enforceable legal obligations, particularly in relation to human rights
and environmental protection throughout global supply chains.

In doing so, the article seeks to illuminate how the CSDDD reflects a broader normative shift in corporate gov-
ernance—where sustainability is no longer viewed as a matter of corporate goodwill, but as a legally mandated
duty. The directive introduces a comprehensive due diligence framework that compels companies to identify,
mitigate, prevent, and account for adverse impacts on people and the planet as an integral part of their business
strategy and operations.

Moreover, this study assesses the directive’s significance as a milestone in the EU’s regulatory approach to re-
sponsible business conduct, highlighting its role in operationalizing key elements of the European Green Deal
and the UN Sustainable Development Goals. It examines how the directive aims to create a level playing field for
companies operating within the internal market, while also extending its normative reach beyond EU borders
through its extraterritorial scope.

Crucially, the article also evaluates the practical challenges and legal ambiguities within the directive that may
hinder its effectiveness—such as the limited scope of application, the exclusion of downstream financial activi-
ties, and the potential for corporate evasion of responsibility due to vague or weakly defined provisions.

By addressing these gaps, this article aims to contribute to ongoing academic and policy debates on how to
strengthen corporate accountability mechanisms and ensure that legal frameworks like the CSDDD can effec-
tively promote sustainable, rights-respecting, and transparent business practices at a global scale.

3. Methodology

This research adopts a descriptive-analytical approach to investigate the legal, structural, and normative di-
mensions of the Corporate Sustainability Due Diligence Directive (CSDDD). The methodology is grounded in the
examination of both primary and secondary legal sources, including international legal instruments, EU legisla-
tive texts, and official communications from relevant European institutions such as the European Commission,

the European Parliament, and the Council of the European Union.
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The analysis begins with a doctrinal legal review, identifying the conceptual foundations and evolution of corpo-

rate sustainability obligations by tracing developments from early non-binding frameworks—such as the OECD
Guidelines for Multinational Enterprises and the United Nations Guiding Principles on Business and Human
Rights—towards the more recent emergence of binding regulatory instruments like the CSDDD.

Additionally, the study engages in comparative legal analysis, contrasting the CSDDD with previous soft-law
mechanisms in terms of structure, scope, and enforceability. It critically evaluates the extent to which the CS-
DDD addresses the shortcomings of earlier instruments and responds to contemporary socio-environmental
challenges in global business operations.

The research also incorporates content analysis of official reports, legislative proposals, and policy briefs, with a
focus on tracing the political discourse and institutional negotiations that shaped the final form of the directive.
By examining preparatory documents, amendments, stakeholder responses, and voting records, the study pro-
vides insights into the political economy of EU legislative processes and the competing interests that influenced
the directive’s development.

Finally, the methodology includes a normative critique of the directive’s legal language, enforcement mecha-
nisms, and practical implementation challenges. This critical lens is applied to assess whether the CSDDD can
fulfill its intended goals in practice, and to identify potential gaps or inconsistencies that may undermine its
effectiveness in holding corporations accountable for human rights violations and environmental harm.

By combining doctrinal, comparative, and critical analysis, this research aims to offer a comprehensive and nu-
anced understanding of the CSDDD’s place within the broader evolution of corporate sustainability regulation
in international and European law.

4. Findings

The findings indicate that, unlike previous instruments, the CSDDD introduces binding and systematic obliga-
tions for large companies to identify, prevent, mitigate, and respond to the adverse impacts of their operations
on human rights and the environment. Despite the weakening of some initial provisions due to political pressure
from countries like Germany, France, and Italy, this directive represents a turning point in the EU legal frame-
work. Its gradual implementation, starting in 2027, is expected to significantly influence the domestic laws of
EU member states and potentially extend beyond European borders.

5. Conclusion

Corporate social responsibility is no longer a voluntary option but a legal and institutional necessity in the
modern economic order. With the adoption of the CSDDD, the European Union has taken a major step toward
making respect for human rights and environmental protection legally binding for companies. This develop-
ment highlights the inadequacy of traditional CSR approaches and underscores the need to rethink business
models based on sustainability and stakeholder rights. Evaluating the directive’s impact on other legal systems,
especially in developing countries, is essential from the perspective of transnational corporate accountability.
Sustainable development means meeting the needs of the present generation without compromising the ability
of future generations to meet their own needs. As key actors in the economy, companies must strike a balance
between economic, social, and environmental dimensions to achieve this goal. In this regard, the adoption of
the European Corporate Sustainability Due Diligence Directive marks a turning point, obligating companies to
uphold human rights and environmental standards, and playing a vital role in realizing sustainable development.
This directive paves the way for responsible corporate conduct both within the European Union and beyond its
borders. Rather than introducing fundamental changes to corporate structures, the directive primarily aims to
prevent harm to core sustainability values. While it represents a notable innovation toward corporate respon-
sibility for sustainability, it is not sufficient on its own and suffers from fundamental shortcomings. Its success
depends on robust regulatory enforcement, thorough supply chain assessments, and the ability to address ex-
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To enhance the directive’s effectiveness in advancing corporate accountability and improving access to justice,
the following recommendations can be proposed:

A. Focus on procedural and legal reform rather than harmonization of substantive laws: Instead of striving to
create a uniform substantive legal framework across all EU member states, the Union should prioritize eliminat-
ing procedural and judicial barriers that hinder access to justice.

B. Replace the concept of “established business relationships” with a risk-based model: Rather than limiting
corporate responsibility to “established business relationships,” a risk-based approach should be implemented,
assigning responsibility based on the severity of risks present in the supply chain.

C. Introduce a specific rule under the Rome II Regulation to resolve conflicts of law: Instead of applying Article
29 (7), which disregards national legal systems, a specific rule should be added to the Rome II Regulation,
allowing victims to file claims under the law of the country where the company is domiciled.

Keywords: Sustainable Development, Sustainability Governance, Corporate Governance, Business and Human
Rights, European Green Deal.
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29. low-carbon economy (LCE)
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84. Regulation (EC) No 864,/2007 of the European Parliament and of the Council of 11 July 2007 on the law applicable to non-contractual

obligations (Rome II)
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