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Abstract

As climate-related risks become increasingly material to corporate performance
and investor decision-making, the need for consistent, comparable disclosure
standards has become urgent. Yet efforts to establish a global baseline have
been hindered by regulatory fragmentation and competing frameworks. While
the European Union’s Corporate Sustainability Reporting Directive (CSRD) was
expected to trigger a “Brussels Effect” and define the global norm, its scope has
since been scaled back in response to political and economic pressures. The
United States had similarly retreated from comprehensive disclosure mandates.
Against this backdrop, the International Sustainability Standards Board (ISSB)
has emerged, somewhat unexpectedly, as the leading platform for global
convergence. Created under the authority of the International Financial Reporting
Standards (IFRS) Foundation, the body responsible for developing globally
recognized accounting standards, the ISSB leveraged its institutional credibility
and infrastructure to accelerate uptake. This paper argues that the ISSB’s success
stems not from regulatory power, but from its institutional design and grounding in
private-sector practice. Notably, it builds directly on the Sustainability Accounting
Standards Board (SASB), a fully market-driven initiative created by and for private
actors to produce financially material, decision-useful disclosures. By integrating
SASB and Task Force on Climate-related Financial Disclosures (TCFD)’s risk
framework, the ISSB offers a model that is both credible and pragmatic, one
already familiar to global capital markets. This paper shows how the ISSB has
transformed private standardsetting into a viable global baseline for climate
disclosure.

Stavros Gadinis*

George R. Johnson Professor of Law
University of California, Berkeley

492 Simon Hall

Berkeley, CA 94720-7200, USA
e-mail: sgadinis@law.berkeley.edu

Silvia Fregoni

Researcher

University of California, Berkeley
215 Law Building

Berkeley, CA 94720-7200, USA
e-mail: silviafregoni@berkeley.edu

*Corresponding Author



Beyond the Brussels Effect: The Surprising Rise of the International
Sustainability Standards Board

Stavros Gadinis and Silvia Fregoni
Berkeley Law School

ABSTRACT: As climate-related risks become increasingly material to corporate
performance and investor decision-making, the need for consistent, comparable disclosure
standards has become urgent. Yet efforts to establish a global baseline have been hindered by
regulatory fragmentation and competing frameworks. While the European Union’s
Corporate Sustainability Reporting Directive (CSRD) was expected to trigger a “Brussels
Effect” and define the global norm, its scope has since been scaled back in response to political
and economic pressures. The United States had similarly retreated from comprehensive
disclosure mandates. Against this backdrop, the International Sustainability Standards Board
(ISSB) has emerged, somewhat unexpectedly, as the leading platform for global convergence.
Created under the authority of the International Financial Reporting Standards (IFRS)
Foundation, the body responsible for developing globally recognized accounting standards,
the ISSB leveraged its institutional credibility and infrastructure to accelerate uptake. This
paper argues that the ISSB’s success stems not from regulatory power, but from its
institutional design and grounding in private-sector practice. Notably, it builds directly on the
Sustainability Accounting Standards Board (SASB), a fully market-driven initiative created
by and for private actors to produce financially material, decision-useful disclosures. By
integrating SASB and Task Force on Climate-related Financial Disclosures (TCFD)’s risk
framework, the ISSB offers a model that is both credible and pragmatic, one already familiar
to global capital markets. This paper shows how the ISSB has transformed private standard-
setting into a viable global baseline for climate disclosure.



Beyond the Brussels Effect: The Surprising Rise of the International
Sustainability Standards Board

Stavros Gadinis* and Silvia Fregoni**

I. Introduction

In the past two decades, climate-related disclosure has moved from a peripheral topic
to a central concern of corporate strategy and financial markets. Many large firms began to
recognize that climate change posed long-term operational risks, and that measuring and
reporting emissions was a way to prepare for evolving market, physical, and reputational
challenges." At the same time, institutional investors demanded greater transparency to
evaluate portfolio exposure and long-term value.” In response, a proliferation of voluntary
frameworks emerged, including the Global Reporting Initiative (GRI) in 1997, the Carbon
Disclosure Project (CDP) in 2000, the Sustainability Accounting Standards Board (SASB) in
2011, and the Task Force on Climate-related Financial Disclosures (TCFD) in 2015.° These
initiatives reflected growing interest in sustainability reporting, but they were uncoordinated
and varied in scope, with different materiality definitions and metrics. The result was a
fragmented disclosure landscape in which companies had to select among overlapping
standards or report under multiple frameworks simultaneously, leading to inconsistencies and
compliance burdens.*

As the limits of voluntary disclosure became clear, regulators intervened.
Governments and authorities, concerned about greenwashing, systemic risk, and the lack of
comparable information, sought to formalize climate reporting through mandatory rules.’
These regulatory frameworks varied widely in their design and orientation. The European
Union’s Corporate Sustainability Reporting Directive (CSRD) opted for a comprehensive

* Professor of Law, Berkeley Law School, and Faculty Director, Berkeley Center for Law and Business,
University of California, Berkeley.

** Senior Academic Fellow, Berkeley Center for Law and Business, University of California, Berkeley.

! Adam Sulkowski and Sandra Waddock, ‘Beyond Sustainability Reporting: Integrated Reporting is Practiced,
Required, and More Would Be Better’ (2013) 10 U St Thomas LJ 1060, 1061.

2 BlackRock, ‘Spotlight: BlackRock Supports Consistent Climate-Related Disclosures; Urges Global
Coordination’ (August 2022) <https://www.blackrock.com/corporate/literature/whitepaper/spotlight-blk-
supports-consistent-climate-related-disclosures-issb-august-2022.pdf> accessed 4 November 2025.

* Global Reporting Initiative (GRI) <https://www.globalreporting.org/> accessed 12 May 2025; CDP
<https://www.cdp.net/> accessed 4 November 2025; Sustainability Accounting Standards Board (SASB)
<https://www.sasb.org/> accessed 4 November 2025; Task Force on Climate-related Financial Disclosures
(TCFD) <https://www.fsb-tcfd.org/> accessed 4 November 2025.

4 TCFD, ‘2022 Status Report’ (October 2022) 4-6 <https://assets.bbhub.io/company/sites/60/2022/10/2022-
TCFD-Status-Report.pdf> accessed 4 November 2025.

> Charlotte Haine, ‘How CSRD and EU Taxonomy Help Companies Fight Greenwashing Through
Transparency’ (Greenomy, 6 July 2023) <https://www.greenomy.io/blog/eu-taxonomy-csrd-transparency-to-
fight-greenwashing> accessed 4 November 2025.




model of double materiality and stakeholder accountability.® In the United States, the
Securities and Exchange Commission (SEC) adopted a narrower, investor-focused approach,’
while California introduced disclosure rules requiring extensive reporting on emissions and
climate-related risks.® At the same time, the private standard-setter International
Sustainability Standards Board (ISSB) proposed frameworks intended to harmonize
voluntary efforts across jurisdictions.” Still, as regulatory regimes multiplied, the problem of
global fragmentation remained unresolved, raising the question of whether any single
framework could serve as a global baseline.

Among the regulatory contenders, early momentum suggested that the European
Union would set that baseline. With the adoption of the CSRD in 2022, the EU introduced a
far-reaching regulatory regime that extended beyond its borders, requiring even non-EU
companies with significant operations in the European market to comply.'® Observers then
anticipated a “Brussels Effect,” in which the EU’s strict standards would become the de facto
global norm due to its market power and extraterritorial scope.'' Yet that outcome has not
materialized. Instead, this paper argues that the ISSB—not the EU—has emerged as the most
viable foundation for global convergence in climate disclosure.

Although EU regulatory pressure remains strong, its implementation has encountered
internal resistance, driven by competitiveness concerns and resulting in recent political
recalibration.'” Meanwhile, in the US, the SEC released a significantly weakened final climate
disclosure rule in 2024 and formally abandoned its defense in court in 2025 under the Trump
administration.”” As the two most likely regulatory contenders faltered, a new global
framework began to fill the vacuum: the ISSB.

Under the auspices of the International Financial Reporting Standards (IFRS)
Foundation, an institution already known for setting global financial reporting standards, the
ISSB launched its first set of rules in 2023, aiming to create a baseline for investor-focused

® ‘Corporate Sustainability Reporting’ (European Commission) <https://finance.ec.europa.eu/capital-markets-
union-and-financial-markets/company-reporting-and-auditing/company-reporting/ corporate-sustainability-
reporting_en> accessed 12 May 2025.

7 The Enhancement and Standardization of Climate-Related Disclosures for Investors, 89 Fed Reg 21668 (28
March 2024).

8 Climate Corporate Data Accountability Act, SB 253, 2023-2024 Reg Sess (Cal 2023)
<https://legiscan.com/CA /text/SB253/1d/2833821> accessed 4 November 2025; Climate-Related Financial
Risk, SB 261, 2023-2024 Reg Sess (Cal 2023) <https://legiscan.com/CA /text/SB261/1d/2844343> accessed
4 November 2025.

 ‘ISSB Issues Inaugural Global Sustainability Disclosure Standards’ (IFRS Foundation, 26 June 2023)
<https://www.ifrs.org/news-and-events/news/2023/06/issb-issues-ifrs-s1-ifrs-s2/> accessed 4 November
2025.

10 GRI, ‘CSRD: Implications for Companies Outside the EU’ (2023)
<https://www.globalreporting.org/media/3fxpjvfp/gri-reporting-outside-eu-final.pdf> accessed 12 May 2025.
" Anu Bradford, The Brussels Effect: How the European Union Rules the World (OUP 2020).

2 Directorate-General for Financial Stability, Financial Services and Capital Markets Union, ‘Omnibus
Package’ (European Commission, 1 April 2025) https://finance.ec.europa.eu/news/omnibus-package-2025-04-
01 en accessed 12 May 2025.

13 ‘SEC Votes to End Defense of Climate Disclosure Rules’, Press Release No 2025-58 (U.S. Securities and
Exchange Commission, 27 March 2025) <https://www.sec.gov/newsroom/press-releases/2025-58> accessed 4
November 2025.




sustainability disclosure.'* This paper argues that, beyond the regulatory retreat of other
jurisdictions, several structural features helped enable the ISSB’s emergence as the leading
framework for global convergence. First, unlike the EU’s expansive stakeholder model, the
ISSB is centered on financial materiality, an approach already familiar to corporations,
investors, and regulators worldwide.” Second, it did not start from scratch. Instead, it
absorbed the private infrastructure and legitimacy developed by standard-setters like the
Sustainability Accounting Standards Board (SASB),'® one of the most widely used investor-
focused frameworks worldwide.'” By institutionalizing what had started as market-driven
initiatives, the ISSB offered a credible and operationally viable standard that lowered
adoption costs and enhanced legitimacy in the eyes of both regulators and market
participants.

While many geopolitical accounts frame international law as a product of great power
rivalry, a “big power game” in which states compete to shape global norms in their image,'®
the rise of the ISSB tells a more complex story. Rather than emerging from hegemonic
ambition, the ISSB gained traction as an institutional default, stepping into a regulatory
vacuum left by disjointed state action and political fatigue. This paper argues that in the
absence of strong state-led initiatives, transnational legal convergence can still occur, driven
by private standard-setters leveraging technocratic legitimacy and institutional credibility."® In
this sense, the ISSB’s rise challenges the assumption that global legal order must be state-led,
and instead suggests that governance by functionality, not rivalry, may shape global
regulatory outcomes.

The impact of this convergence is already visible. As of 2024, jurisdictions representing
over half the global economy by GDP have committed to adopting or aligning with the

4 ‘General Sustainability-related Disclosures’ (IFRS) <https://www.ifrs.org/projects/completed-

projects/2023/ general-sustainability-related-disclosures/> accessed 12 May 2025.

" Tbid.

1 ‘Investor Use’ (SASB Standards) <https://sasb.ifrs.org/investor-use/> accessed 12 May 2025.

7 Peyton Horvath, ‘From SASB and TCFD to ISSB: Simplifying Sustainability Reporting’ (Sustainable Investment
Group, 13 May 2024) <https://sigearth.com/from-sasb-and-tcfd-to-issb-simplifying-sustainability-reporting/>
accessed 6 November 2025.

'8 John J Mearsheimer, The Tragedy of Great Power Politicc (W W Norton 2001). Mearsheimer argues that
competition among states for relative power drives global rulemaking. Paul Kennedy, The Rise and Fall of the
Great Powers (Random House 1987). Kennedy links institutional dominance to underlying economic and
geopolitical capacity. Robert Kagan, The Return of History and the End of Dreams (Knopf 2008). Kagan frames
rivalry as an ideological contest between democratic and authoritarian visions of global order. Jack Goldsmith
and Eric Posner, The Limits of International Law (OUP 2005). Goldsmith and Posner contend that international
legal norms largely reflect states’ pursuit of self-interest and power.

' Pierre-Hugues Verdier, ‘The Political Economy of International Financial Regulation’ (2013) 88 Ind L J 1405.
Verdier shows how regulatory convergence can arise through decentralized technocratic networks of regulators
and private standard-setters operating outside formal treaty mechanisms. Kal Raustiala, ‘Rethinking the
Sovereignty Debate in International Economic Law’ (2003) 6 JIEL 841. Raustiala highlights the role of
functional cooperation and technocratic institutions in driving international regulatory convergence. Tim Biithe
and Walter Mattli, The New Global Rulers: The Privatization of Regulation in the World Economy (Princeton UP
2011). Biithe and Mattli show how private standard-setters and industry experts can shape transnational
governance by leveraging credibility, expertise, and institutional access.
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standards through domestic regulation or guidance,® and other regimes seek
interoperability.?' This widespread movement toward alignment reflects the ISSB’s appeal,
not as the boldest or most comprehensive framework, but as the one that could actually be
implemented, balancing ambition with feasibility. Importantly, this paper does not portray
the ISSB’s emergence as inevitable or without limitations. It examines the constraints of the
ISSB’s approach, particularly its lack of enforcement authority. Adoption remains voluntary
and flexible: jurisdictions may choose to implement only portions of the standards or make
some elements optional rather than mandatory.”> Another limitation, as critics have noted,
lies in the ISSB’s exclusive focus on financial materiality, which may give less weight to
stakeholder-oriented concerns compared to investor priorities.*

This paper contributes not only to debates in climate governance but also to
international legal theory more broadly. It engages frameworks such as Global Administrative
Law,* International Public Authority,” and Transnational Legal Ordering,*® while situating
the ISSB within a broader class of private standard-setters characterized by market credibility
and regulatory uptake.”’

Structurally, the discussion unfolds in six parts. Part II situates climate disclosure
within broader debates about corporate accountability and systemic risk. Part III traces the
institutional evolution of the ISSB, highlighting how its roots in private-market initiatives
shaped its pragmatic, investor-oriented design. Part IV compares regulatory efforts in the EU,
US, and California, each initially positioned to set the global baseline. Part V analyzes the
political headwinds that undermined those efforts and opened space for the ISSB’s rise. Part
VI concludes by reflecting on the ISSB’s emergence as the most viable framework for global
convergence.

20 ‘Jurisdictions Representing Over Half the Global Economy by GDP Take Steps Towards ISSB Standards’
(IFRS, May 2024) <https://www.ifrs.org/news-and-events/news/2024/05/jurisdictions-representing-over-
half-the-global-economy-by-gdp-take-steps-towards-issb-standards/> accessed 4 November 2025.

2! European Financial Reporting Advisory Group (EFRAG), ‘IFRS Foundation and EFRAG Publish
Interoperability Guidance’ (2 May 2024)
<https://www.efrag.org/sites/default/files/sites/webpublishing/ Site Assets/ Interoperability%20Guidance%?2
Opress%20release_2%20May_FINAL%20-%20Copy.pdf> accessed 12 May 2025.

22 TFRS, ‘Jurisdictions Representing Over Half the Global Economy’ (n 20).

2 See Part I1I(d) below.

24 Benedict Kingsbury, Nico Krisch, and Richard B Stewart, ‘The Emergence of Global Administrative Law’
(2005) 68 LCP 15. The authors introduce the Global Administrative Law approach, which emphasizes
procedural legitimacy in transnational regulatory institutions.

2> Armin von Bogdandy and Ingo Venzke, In Whose Name? A Public Law Theory of International Adjudication (OUP
2014); Armin von Bogdandy and others (eds), The Exercise of Public Authority by International Institutions: Advancing
International Institutional Law (Springer Berlin 2010). Together, these works develop the International Public
Authority framework, focusing on the normative constraints on international institutions that exercise public
power.

26 Terence C Halliday and Gregory Shaffer (eds), Transnational Legal Orders (CUP 2015). The authors articulate
the Transnational Legal Ordering theory, which explains how legal norms are institutionalized through recursive
interaction among transnational, international, and domestic actors.

?7 Stavros Gadinis, ‘Three Pathways to Global Standards: Private, Regulator, and Ministry Networks’ (2015)
109 AJIL 1; Biithe and Mattli, The New Global Rulers (n 19). These works complement Transnational Legal
Ordering by analyzing how private and hybrid standard-setting bodies, such as IFRS, gain authority in global
markets through credibility, institutional design, and regulatory uptake.
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II. The Promise and Challenges of Climate Reporting

a. Why Disclosures and Standards are Needed

1.  Corporate Strategy: Managing Climate Risk and Driving Performance

Corporations have long recognized the challenges posed by climate change and its
implications for their operations and long-term profitability.”® Risks from extreme weather,
regulatory shifts, and changing market preferences have forced firms to reassess their
resilience.” To manage and report emissions, businesses worked with civil society partners in
the late 1990s to develop the Greenhouse Gas (GHG) Protocol,™ a voluntary framework that
has since become the global standard for emissions accounting, underpinning nearly all
disclosure regimes.’’ Corporate motivations for creating the Protocol were pragmatic: by
measuring emissions and exposure to climate risks, firms could identify inefficiencies, reduce
operational vulnerabilities, and, therefore, enhance competitiveness.*

Businesses also helped develop frameworks like SASB a decade later and began
voluntary disclosures before regulations imposed them.” These early efforts encouraged
companies to start integrating climate risks into their business models and embedding
environmental considerations into risk management processes.** Over time, this momentum
produced formal governance systems to manage risks and align strategy with climate
objectives.” Practices such as scenario analysis, board-level climate oversight, and the

2 John Browne, ‘Climate Change Speech’ (Stanford University, Palo Alto, 19 May 1997)
<https://www.climatefiles.com/wp-content/uploads/1997/05/bp-john-browne-stanford-1997-climate-
change-speech-1.pdf> accessed 4 February 2025. This speech marked a significant departure from the industry’s
traditional stance on climate change. Surprising his peers, Browne stated that BP would no longer deny “the
mounting evidence that emissions change climate” and pledged to reduce emissions, fund research, invest in
alternative fuels, and engage in public policy debates—actions that went well beyond the regulatory
requirements.

?  ‘Climate Risks and Opportunities Defined’ (United States Environmental Protection Agency)
<https://www.epa.gov/climateleadership/climate-risks-and-opportunities-defined> accessed 8 May 2025.

% World Resources Institute and World Business Council for Sustainable Development, ‘Standards and
Guidance’ (GHG Protocol) <https://ghgprotocol.org/standards-guidance> accessed 4 February 2025; Jessica F
Green, ‘Private Standards in the Climate Regime: The Greenhouse Gas Protocol’ (2010) 12 (3) Business &
Politics 1 <https://doi.org/10.2202/1469-3569.1318>.

3! Pankaj Bhatia and Janet Ranganathan, ‘GHG Protocol: The Gold Standard for Accounting for Greenhouse
Gas Emissions’ (GHG Protocol, 4 October 2011) <https://ghgprotocol.org/blog/ghg-protocol-gold-standard-
accounting-greenhouse-gas-emissions> accessed 20 January 2024.

32 Stavros Gadinis, ‘Social Business Judgment’ (2025) Business Lawyer (forthcoming).
<https://doi.org/10.2139/ssrn.5284487>.

33 Jill E Fisch, ‘Making Sustainability Disclosure Sustainable’ (2019) 107 Geo L J 923, 950. Fisch describes how
voluntary disclosure standards arose in response to growing investor interest in sustainability information and
corporate desire for reputational and operational legitimacy.

3 Gadinis, ‘Social Business Judgment’ (n 32). Gadinis argues that companies have developed sophisticated
governance frameworks that integrate social impacts into strategic planning, going far beyond traditional
3compliance or corporate social responsibility programs.

> Tbid.




incorporation of environmental metrics into executive compensation became increasingly
common.™

Importantly, voluntary standards like the GHG Protocol and the SASB were not
externally imposed; rather, they were developed with significant input from industry
participants seeking to manage climate risk and prepare to meet stakeholder expectations and
improve performance. Although grounded in self-interest, these efforts produced public value
by improving transparency and investor confidence.”’ Yet as more firms adopted these
frameworks, differences in what was reported, how it was measured, and how progress was
framed became increasingly visible. The unevenness of voluntary disclosure revealed the
tension between flexibility and credibility, an issue that would eventually prompt closer
scrutiny from regulators.’®

ii.  Regulatory Oversight: Combating Greenwashing and Equalizing Burdens

As voluntary regimes left companies with significant discretion on their environmental
narrative, this selectivity opened the door to greenwashing, the practice of emphasizing
sustainability achievements while downplaying less favorable metrics to gain reputational or
market advantage.® Because firms possess far more information about their climate exposures
and plans than stakeholders can access, information asymmetries* make it difficult to verify
claims or assess performance.*

For regulators, addressing greenwashing is a crucial step in maintaining the integrity
of capital markets.* As companies strive to present their environmental credentials to appeal
to climate-conscious investors and consumers, many wonder whether their efforts yield
tangible results.” Standardized reporting requirements help mitigate these risks by requiring
companies to disclose climate risks using shared metrics, definitions, and formats, backed by

% Virginia E Harper Ho, ‘Corporate Climate Governance’ (August 2025) European Corporate Governance
Institute (ECGI) Law Working Paper No 804/2024 <https://ssrn.com/abstract=4934244> accessed 13
November 2025.

37 Fisch, ‘Making Sustainability Disclosure Sustainable’ (n 33).

38 Peter Pears, Tim Baines, and Oliver Williams, ‘Greenwashing: Navigating the Risk’ (Harvard Law School Forum
on Corporate Governance, 24 July 2023) <https://corpgov.law.harvard.edu/2023/07/24/greenwashing-
navigating-the-risk/>. The authors highlight the reputational, regulatory, and litigation risks associated with
greenwashing and emphasize the need for accurate environmental disclosures.

% Lyle Moran, ‘Climate Lawsuits Against Largest Fossil Fuel Producers Have Almost Tripled, Report Finds’
(ESG Dive, 25 September 2024) <https://www.esgdive.com/news/climate-lawsuits-against-largest-fossil-fuel-
producers-have-almost-tripled/728069/> accessed 8 February 2025. Moran notes that greenwashing has
contributed to a rise in climate litigation.

“ Fisch, ‘Making Sustainability Disclosure Sustainable’ (n 33).

4 Diane May, ‘US Securities and Exchange Commission Adopts Rule to Strengthen Fund Integrity and Market
Confidence, Reduce Greenwashing’ (Ceres, 20 September 2023) <https://www.ceres.org/resources/news/u-s-

securities-and-exchange-commission-adopts-rule-to-strengthen-fund-integrity-and-market-confidence-reduce-

greenwashing> accessed 10 March 2025.

2 Nicholas Pfaff and others, ‘Market Integrity and Greenwashing Risks in Sustainable Finance’ (International
Capital Market Association, October 2023) <https://www.icmagroup.org/assets/documents/Sustainable-
finance/Market-integrity-and-greenwashing-risks-in-sustainable-finance-October-2023.pdf> accessed 10 March
2025.

# Pears, Baines, and Williams, ‘Greenwashing: Navigating the Risk’ (n 38).
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verification and enforcement mechanisms.** A central goal is imposing consistent,

comparable reporting obligations to improve oversight.

Regulatory mandates also serve an important second task: to equalize disclosure
burdens across firms and level the playing field.* Although companies played a key role in
developing the GHG Protocol, they also acknowledged the practical challenges of
implementing it.* The Protocol classifies emissions into three scopes, with Scope 3, which
includes indirect emissions from upstream and downstream activities in the value chain, being
particularly difficult to quantify. Accurate Scope 3 reporting requires data systems and
coordination across suppliers and customers, making it resource-intensive and complex.*’
Despite these challenges, Scope 3 reporting is widely regarded as essential to any credible
accountability framework, as it accounts for 75% of companies’ emissions on average.* This
is where a mandatory regime can make a meaningful difference. Even when emissions data,
especially for Scope 3, is difficult to collect, mandatory disclosure standards ensure that all
firms are held to comparable expectations.” This avoids a race to the bottom, where
transparent firms bear costs while competitors benefit from opacity.”

1ii.  Investor Needs: Enabling Oversight and Market Efficiency

Investors’ interest in companies’ environmental outcomes as predictors of stock
market returns or long-term potential has grown significantly.”’ Some investors view a
company’s emissions profile as a signal of sustainable practices, expecting lower financing
costs as a result,” while others favor companies they see as actively reducing broader societal

44 Caio Ferreira and others, ‘How Strengthening Standards for Data and Disclosure Can Make for a Greener
Future’ (International Monetary Fund, 13 May 2021)
<https://www.imf.org/en/Blogs/Articles/2021/05/13/how-strengthening-standards-for-data-and-disclosure-
can-make-for-a-greener-future> accessed 8 February 2025.

* John C Coffee Jr, ‘The Future of Disclosure: ESG, Common Ownership, and Systematic Risk’ [2021] Colum
Bus L Rev 602.

46 Business Roundtable, ‘Comment Letter on SEC Proposed Rule: The Enhancement and Standardization of
Climate-Related Disclosures for Investors’ (17 June 2022) <https://s3.amazonaws.com/brt.org/2022.06.17-
BRT.Countryman.TheEnhancementandStandardizationofClimate-RelatedDisclosuresforInvestors3.pdf>
accessed 6 February 2025.

47 Evan Williams, ‘The Chamber Fights Back Against Counterproductive Corporate Disclosure Requirements’
(US Chamber of Commerce, 30 January 2024) <https://www.uschamber.com/finance/corporate-
governance/the-chamber-fights-back-against-counterproductive-corporate-disclosure-requirements> accessed 6
February 2025.

* Maida Hadziosmanovic, Kian Rahimi, and Pankaj Bhatia, ‘Trends Show Companies Are Ready for Scope 3
Reporting with US Climate Disclosure Rule’ (World Resources Institute, 24 June 2022)
<https://www.wri.org/update/trends-show-companies-are-ready-scope-3-reporting-us-climate-disclosure-
rule> accessed 6 February 2025.

# Coffee, ‘The Future of Disclosure’ (n 45).

% David Hampton and Valerie Li, ‘Corporate Disclosure of Climate Change Risk — A Pilot Study’ (2022) 23 J
Accounting Ethics & Public Policy 725.

! Larry Fink, ‘A Sense of Purpose’ (BlackRock, 2018) <https://www.blackrock.com/corporate/investor-
relations/2018-larry-fink-ceo-letter> accessed 6 February 2025.

52 Patrick Bolton and Marcin T Kacperczyk, ‘Do Investors Care about Carbon Risk?’ (2021) 142 J Financial
Economics 517.




harms, even absent immediate financial gains.” To express these views, investors need
detailed information on emissions, management strategies, targets, and plans. They also want
to be able to monitor firms’ progress over time and compare performance across sectors.

These investor demands are grounded in a growing recognition that climate-related
risks are financially material.’* They have the potential to affect firms’ cash flows, asset
valuations, creditworthiness, and access to capital. Without reliable information, investors
are left blindsided by material threats to a company’s business model or financial position.”
Inadequate data raises the risk of mispricing, distorting capital allocation, obscuring portfolio
exposures, and threatening financial stability.*®

Mandatory climate disclosure emerges, therefore, as a critical tool to address these
concerns. It increases transparency and market monitoring by allowing participants to
contrast data from different companies and thus evaluate performance more accurately.”’
Standardized reporting formats aim to improve the usability and comparability of
information, while the liability risk associated with mandatory disclosure, policymakers hope,
puts pressure on executives to beef up their measurement and data collection efforts, thus
boosting the accuracy of company-provided figures.

b. Costs of Compliance: Finding the Right Balance

Although climate disclosure promises important societal and market benefits, it also
imposes significant costs on companies—costs that, if not carefully managed, could
undermine both the effectiveness and political sustainability of these regimes.” The challenge
is not to eliminate these costs, which are inherent to transparency, but to balance them
carefully so that disclosure regimes are effective yet feasible for a wide range of companies.

Emissions reporting, particularly for Scope 3, illustrates the scale and complexity of
compliance. Meeting mandates often require major investments in data systems, controls, and
third-party verification. Most firms must devote significant resources to building a reporting
infrastructure, including staff, software, new procedures, and management involvement.®

53 Matt Phillips, ‘Exxon’s Board Defeat Signals the Rise of Social-Good Activists’ (New York Times, 9 June 2021)
<https://www.nytimes.com/2021/06/09/business/exxon-mobil-engine-nol-activist. html>  accessed 14
January 2025.

* “Vanguard’s Approach to Climate Risk Governance’ (Vanguard Investment Stewardship Insights, May 2024)
<https://corporate.vanguard.com/content/dam/corp/advocate/investment-stewardship/pdf/perspectives-
and-commentary/climate risk governance policy insights.pdf> accessed 6 November 2025, 1.

5> The Enhancement and Standardization of Climate-Related Disclosures for Investors, 89 Fed Reg 21668 (28
March 2024).

% Patrick Bolton and others, The Green Swan: Central Banking and Financial Stability in the Age of Climate Change
(Bank for International Settlements 2020) 25-30 <https://www.bis.org/publ/othp31.pdf> accessed 14
November 2025; European Central Bank, Climate-Related Risk and Financial Stability (2021) 10-15
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This effort also typically requires cross-departmental coordination, straining internal capacity,
particularly in companies not previously structured for voluntary reporting.®’ Compliance
involves significant upfront costs,” though some expect them to decline over time,” while
others worry about near-term profitability.** Policymakers hope mandates build on existing
voluntary systems rather than requiring firms to start from scratch.”” However, even
transitioning from voluntary to standardized mandatory disclosure can be a resource-
intensive process.

Small suppliers and private firms are particularly affected, often providing emissions
data to larger companies despite being outside mandates. During the SEC rulemaking
process, groups such as the National Association of Home Builders,*® American Farm Bureau
Federation,” American Trucking Associations,” and National Federation of Independent
Business® argued that small businesses may be forced to hire costly consultants or risk losing
clients unwilling to bear the reputational risks of incomplete disclosure. Value chain emissions
accounting disproportionately burdens industries with diffuse or globally dispersed suppliers,
where data systems are immature or inconsistent.”
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Empirical data confirm these concerns. Only about 10% of companies provide fully
measured Scope 3 emissions.”! Companies engaged in voluntary disclosure report average
annual costs of $533,000-$677,000,”* while the SEC estimates $864,000 per company.” In
Europe, the European Financial Reporting Advisory Group (EFRAG) estimates compliance
at €150,000—€1 million, with large listed firms facing one-off costs of €395,000 and recurring
annual costs of €680,000.7

Companies themselves have echoed these warnings. BusinessEurope expressed
concern that the EU proposal is “disproportionate to the objectives.”” The Securities Industry
and Financial Markets Association (SIFMA) highlighted the potential high costs to comply
with California’s disclosure laws,’® and HP told the SEC it “drastically underestimated”
compliance costs.”” These reservations underscore the need for a disclosure regime that
calibrates transparency and accountability, while recognizing the operational realities and
resource constraints that companies face.

There is a risk that excessive costs and complexity in measuring emissions could
produce unintended consequences. High compliance burdens could discourage firms from
entering or remaining in public markets, prompting them to seek alternative financing
channels or relocate to jurisdictions with less stringent requirements.”” They may also
accelerate privatization trends or divert corporate resources away from innovation toward
bureaucratic compliance tasks.”
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c. Institutional Design Problem: Encouraging Disclosure and Managing
Costs

The experience with emissions disclosure illustrates a broader institutional challenge:
burdensome compliance risks eroding support. Mandates must encourage tracking and
reporting while keeping costs proportionate to avoid deterring participation. At the center of
this issue lies a classic tension: overly lenient standards enable greenwashing, while overly
rigid ones risk overwhelming small and mid-sized firms.* Scholars have long recognized this
dilemma, particularly in financial regulation, environmental law, and corporate governance,
where oversight must balance informational needs with feasibility and avoid either regulatory
capture or over-deterrence.®

This challenge is especially pronounced in climate disclosure, where risks evolve
rapidly and reporting depends on complex value chains and uncertain estimates. The SEC’s
climate rule, for instance, faced significant pushback from firms concerned about liability for
unverifiable Scope 3 data.® Similarly, the EU’s CSRD includes phased timelines and
proportionality measures reflecting cost concerns.®> The ISSB explicitly sought to navigate
these pressures in its institutional design. Its standards permit reliance on “reasonable and
supportable information,” allow estimates and secondary data for Scope 3, and apply an
enterprise-value materiality threshold to focus reporting.®* Ultimately, the effectiveness of
climate disclosure depends not only on the volume of reported data, but on the institutional
architecture shaping how companies respond.® Good design can embed sustainability into
governance and strategy; poor design risks superficial compliance or regulatory avoidance.®

Another critical institutional design issue is the need for interoperability, the ability of
different standards and regulatory frameworks to work together effectively.’” As more
jurisdictions adopt or consider climate disclosure mandates, the global regulatory landscape
became fragmented. Companies operating globally may face overlapping requirements,
raising costs and reducing disclosure utility.® In response, stakeholders have called for

8 Fisch, “Making Sustainability Disclosure Sustainable’ (n 33).

81 Cary Coglianese (ed), Achieving Regulatory Excellence (Brookings Institution Press 2016). The editor discusses
regulatory tradeoffs between burdens and benefits.

82 The Enhancement and Standardization of Climate-Related Disclosures for Investors, 89 Fed Reg 21668 (28
March 2024). The document discusses liability risks and Scope 3 concerns raised during comment period.
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euro/company-reporting-and-auditing/company-reporting/corporate-sustainability-reporting _en> accessed 6
November 2025.

8 IFRS, ‘IFRS S1 General Requirements for Disclosure of Sustainability-related Financial Information’ (June
2023) 8 <https://www.ifrs.org/content/dam/ifrs/publications/pdf-standards-issb/english/2023/issued/part-
a/issb-2023-a-ifrs-s1-general-requirements-for-disclosure-of-sustainability-related-financial-
information.pdf?bypass=on> accessed 6 November 2025.

8 Harper Ho, ‘Corporate Climate Governance’ (n 36).
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coordination. For example, UBS Bank emphasized the need for dialogue between
jurisdictions to improve interoperability, proposing a working group of jurisdictional
representatives.” Similarly, the Swedish Financial Reporting Board raised concerns that
diverging ISSB and EU standards could impose unnecessarily high administrative burdens on
European companies and reduce the usefulness of corporate reporting, urging continued
collaboration to harmonize requirements.”

d. The Role of Industry Support

Besides managing costs and complexity, disclosure regimes must secure industry
support to succeed. While mandates are necessary to address information asymmetry and
systemic risks, their durability depends on buy-in from the firms they regulate. Disclosure
rules that are perceived as misaligned with business practices or disconnected from financial
materiality are more likely to face resistance through lobbying, litigation, or noncompliance.”’
The example of some voluntary regimes underscores this point. The GHG Protocol shows
the power of early and sustained industry participation. As a market-driven initiative, it relied
heavily on corporate input and road-testing to create methodologies for measuring and
reporting emissions that businesses could adopt, becoming the de facto global standard for
emissions accounting.” Similarly, as discussed later in the paper, the evolution of the SASB
standards illustrates how business endorsement can shape durable disclosure frameworks.

Academic scholarship has long recognized that regimes that fail to engage major
industry stakeholders are more vulnerable to political backlash and regulatory rollback.” A
growing body of work in law, economics, and governance documents how private actors are
central to climate disclosure and standard-setting.”* Scholars have shown that international
organizations often rely on firms and NGOs as intermediaries to diffuse norms and scale
implementation, a model sometimes described as orchestration in global governance theory.”
Others have highlighted how transnational networks of private actors can establish effective
governance structures where international treaties fall short.”® Research on market-driven
governance shows firms participate more when standards reflect business realities and offer

8 UBS Group AG, ‘Comment Letter on ISSB Consultation’ (11 July 2022) <https://ifts-springapps-comment-
letter-api-1.azuremicroservices.io/v2/download-file?path=611 65713 ubs--issb-consultation-endorsement-
letter-final.pdf> accessed 6 November 2025.
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Consultation’ (14 September 2021) 2
<https://www.efrag.org/system/files/sites/webpublishing/Project%20Documents/2106151549247651/CL2
0%20-%20SFRB%20-%20EFRAG%275%20Due%20Process%20Consultation.pdf> accessed 18 November
2025.

I IFRS, ‘IFRS S2 Climate-Related Disclosures’, app B (2023) <https://www.ifrs.org/issued-standards/ifrs-
sustainability-standards-navigator/ifrs-s2-climate-related-disclosures/#about> accessed 6 November 2025.
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brand or competitive benefits.”” When firms see disclosure as aligned with enterprise value
and stakeholder expectations, they are more likely to comply, innovate, and advocate for
consistency. Conversely, when obligations appear overly burdensome or duplicative across
jurisdictions, firms often mobilize to resist.

These dynamics are already visible. In the United States, industry pushback narrowed
the SEC’s final climate disclosure rule.”® In Europe, the CSRD also encountered lobbying
pressures that led to phased implementation schedules and exemptions for small and non-
listed companies.” Even California’s groundbreaking 2023 climate disclosure laws, which go
further than federal efforts, have been challenged in court.'” Thus, industry support is not
merely desirable for political reasons; it is essential for the viability and durability of disclosure
regimes. Regulatory frameworks that integrate industry input during the design phase,
provide reasonable flexibility, and recognize data limitations are more likely to foster
sustainable compliance.

III. The ISSB Standard

The preceding chapters have shown that climate-related disclosure regimes face a core
institutional challenge: balancing transparency and comparability with business feasibility
and global coordination. Voluntary efforts helped lay the groundwork, but fragmentation,
high compliance burdens, and diverging requirements soon created a need for a more
coherent framework. It was in this context that the International Sustainability Standards
Board (ISSB) emerged, not through legislative power, but by fusing the credibility of private
frameworks like SASB and TCFD with the global reach of the IFRS Foundation. What
follows is the brief institutional story of how the ISSB came to define the new baseline for
global sustainability reporting.

a. Origins, Design, and Institutional Legacy

The formation of the ISSB in 2021 marked a turning point in climate-related disclosure
governance. Announced at the 2021 United Nations Climate Change Conference (COP26)
climate summit in Glasgow, the ISSB was created by the IFRS Foundation, the same body
that oversees the International Accounting Standards Board (IASB),'”" with the explicit

°7 Matthew Potoski and Aseem Prakash (eds), Voluntary Programs: A Club Theory Perspective (MIT Press, 2009) 9.
% Scott Patterson, ‘SEC Approves Weakened Climate Disclosure Rule’ (Wall St J, 6 March 2024)
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November 2025.
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(Reuters, 26 February 2025) <https://www.reuters.com/world/europe/eu-set-propose-sweeping-red-tape-cuts-
boost-business-competitiveness-2025-02-26/> accessed 6 November 2025.
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mandate to develop a global baseline of sustainability disclosure standards for capital
markets.'"” Its aim was not to replace national standards or stakeholder-based approaches, but
to offer an investor-focused framework that jurisdictions could adopt or adapt.'”

From the outset, the ISSB positioned itself as a consolidator of existing frameworks
rather than a creator of new ones. It was deliberately built upon two widely used voluntary
standards, the SASB and TCFD, already recognized for their financial relevance and
decision-useful metrics. SASB, in particular, had been developed through a bottom-up,
market-driven process to mirror the architecture of financial accounting. By integrating SASB,
the ISSB preserved its legitimacy and institutionalized it within a global governance structure.
This choice reflects a broader circularity: while early private standards were designed to
emulate financial accounting, it was ultimately a financial accounting body itself—the IFRS
Foundation—that absorbed them, closing the loop between private initiative and global
financial architecture.

Institutionally, the ISSB was modeled after the IASB.'™ Like its financial reporting
counterpart, the ISSB is designed to issue technically robust and globally applicable standards
supported by a consultative governance process.'” It operates under a geographically diverse
board and maintains offices in Frankfurt, Montreal, London, and San Francisco.'® Its
founding chair, Emmanuel Faber, brought both corporate experience and sustainability
credibility from his prior role as CEO of Danone. The ISSB’s first two standards, IFRS S1
(general sustainability-related disclosures) and IFRS S2 (climate-related disclosures), were
finalized in 2023 and became effective for reporting periods beginning in or after January
2024."7 However, in line with the IFRS model, the standards only become binding through
national-level adoption.'®

1.  From SASB to ISSB: Building on Private Standards

The ISSB’s roots lie in the SASB, a market-driven initiative launched in 2011 by
environmental engineer and sustainability consultant Jean Rogers'” to address the gap
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between growing investors’ demand for ESG data and the limited scope of traditional
financial disclosure frameworks.'"’ To occupy this space, SASB explicitly modeled itself on
the Financial Accounting Standards Board (FASB). Just as FASB sets standards for financial
disclosures, SASB would design sustainability standards, industry-specific, that could be used
in securities filings.""" It applied the Supreme Court’s definition of materiality from TSC
Industries v. Northway, which holds that a fact is material if “a reasonable investor would
consider it important,” the same standard used by the SEC.”'"

To be aligned with investors’ needs and business reality, SASB’s standard-setting
process emphasized empirical rigor and extensive stakeholder consultation and
engagement.'” The resulting framework, organized around a bespoke Sustainable Industry
Classification System (SICS), produced tailored disclosure topics and metrics for 77
industries.'* SASB’s credibility was reinforced by a governance model mirroring accounting
bodies'” and a Foundation overseeing standard-setting with stakeholders representing
trillions in assets.''® Notably, early leadership and backing included Michael Bloomberg and
Robert Eccles.'"’

By the late 2010s, however, the proliferation of voluntary standards, including SASB,
GRI, CDP, and TCFD, had resulted in a fragmented and overlapping disclosure landscape.
Companies faced rising compliance burdens, and regulators and investors alike called for
greater coherence. In response, the IFRS Foundation launched a consultation in 2020 on
expanding into sustainability disclosure.''® The response was overwhelmingly supportive:
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stakeholders highlighted the Foundation’s track record in delivering high-quality
international financial accounting standards as well as its robust governance structure and
perceived neutrality.'”” With IFRS financial standards already widespread globally, the IFRS
Foundation was uniquely positioned to establish a global baseline for sustainability
disclosure.'?

The IFRS Foundation seized this opportunity for institutional convergence. In 2021,
SASB merged with the International Integrated Reporting Council (IIRC) to form the Value
Reporting Foundation (VRF),”! combining SASB’s metrics with IIRC’s narrative-driven
framework.'”” That same year, the IFRS Foundation announced the ISSB and plans to
consolidate the VRF and the Climate Disclosure Standards Board (CDSB) by mid-2022,'*
marking a historic integration in sustainability reporting.

This movement brought together some of the most widely used investor-oriented
frameworks under a single global standard-setter. Therefore, ISSB’s first standards
incorporated SASB’s industry-specific guidance and TCFD’s four-pillar structure
(governance, strategy, risk management, and metrics/targets).'** While the content of these
standards is explored in the following section, their institutional consolidation marks a
decisive move toward global alignment in climate-related disclosure (discussed further in Part
I1I-B).

b. ISSB Standard Requirements

The ISSB’s first two standards set out the substantive disclosure requirements for
sustainability-related information in general-purpose financial reporting. IFRS S1 establishes
the foundational principles, requiring companies to disclose all material sustainability-related
risks and opportunities, including social and environmental topics, that could reasonably be
expected to affect enterprise value.'” IFRS S2, focused specifically on climate-related
disclosures, mandates reporting aligned with the TCFD framework, including: governance
structures and board oversight of climate issues; strategic impacts of climate risks and
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opportunities; risk management approaches; and metrics and targets, including Scope 1, 2,
and 3 greenhouse gas emissions. '

The rules will likely apply primarily to public companies, consistent with IFRS
standards designed to inform investors, lenders, and creditors."”” However, the exact scope of
target companies will be defined by each jurisdiction that opts to use the new standards.'*®
The standards lack an explicit safe harbor but offer some interpretive flexibility. For example,
S2 instructs companies to use “all reasonable and supportable information available without
undue cost or effort” and to ensure “faithful representation” in their estimates.'” Moreover,
the ISSB has introduced certain transitional reliefs, such as phasing in Scope 3, and has
indicated in discussions with jurisdictions that additional safe harbors could be considered to
mitigate litigation risks."”* Ultimately, liability protections will be determined by national
regulators."”! The following sections analyze the key features of the ISSB’s standards.

1.  The Choice for Financial Materiality

A central feature of the ISSB standards is financial materiality, defined through
enterprise value, long rooted in securities law and now extended to sustainability disclosures.
The ISSB deliberately adopted this investor-focused lens, building on SASB’s approach and
aligning with both US precedent and IASB financial standards. Under IFRS S1, information
is considered material “if omitting, misstating, or obscuring it could reasonably be expected
to influence decisions that the primary users of general-purpose financial reporting make on
the basis of that reporting.”'**

This investor-oriented “single materiality” model differs from other standards and has
significant implications. Unlike stakeholder-oriented frameworks such as the GRI, which
requires companies to assess and report their most significant impacts on the economy,
environment, and people regardless of financial effect (impact materiality),'*’ the ISSB’s scope
is narrower. It focuses on sustainability-related risks and opportunities affecting a company’s

126 IFRS, ‘IFRS S2: Climate-Related Disclosures’ (June 2023) paras 1-3, 12-15, 21-23
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127 Ibid para B2.
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financial performance and cash flows."”* The EU takes a hybrid approach. Under the CSRD,
the double materiality framework mandates disclosures on both (a) how sustainability issues
affect the company (financial materiality) and (b) how the company affects society and the
environment (impact materiality)."”> The ISSB declined this path, reflecting pragmatic
concerns about convergence and a desire for alignment with financial standards.

While conceptually narrower, financial materiality in the sustainability context is
forward-looking and dynamic. Many sustainability-related risks, such as regulatory change,
climate volatility, or shifting consumer expectations, may not appear material based on
historical data but could significantly affect enterprise value over time. IFRS S1 acknowledges
that sustainability-related information often involves future events and indirect effects.'*® For
example, a manufacturing company’s vulnerability to carbon pricing, or a tech firm’s
exposure to data privacy risks may materially influence long-term valuation even without
short-term losses.

ii.  Industry-Specific Guidance to Materiality

To operationalize its definition of materiality, the ISSB offers companies a structured
method to identify sustainability-related risks and opportunities most relevant to their
business model. While IFRS S1 outlines general financial materiality, it recognizes that
material sustainability issues vary widely across industries.””” To address this variation, the
ISSB encourages companies to use SASB’s industry-specific metrics and disclosure topics as
a tool to assess and disclose material sustainability information.'*® The standard explicitly
references SASB as supporting guidance and includes it in its educational materials.'*’

The ISSB confirmed the value of industry-specific disclosures during its public
consultation process. Despite some debate, it concluded that the metrics are essential for
enabling investors to make consistent, comparable assessments.'* Accordingly, IFRS S1
provides that companies “shall consider” the SASB topics and metrics relevant to their
industry when identifying material information.'"" This strikes a balance: firms are not
required to report on every SASB metric but are expected to use them as a starting point. This
mirrors how financial accounting standards incorporate sector-specific practices—for

134 ‘Assessing Materiality’ (KPMG International, 21 November 2024)
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%20Assessing%20materialityl.pdf> accessed 13 May 2025.
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materiality-assessment> accessed 13 May 2025.
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example, applying different recognition and measurement rules for financial institutions
versus manufacturing firms.'*

Moreover, by building on the already-adopted SASB framework, the ISSB enhances
continuity and comparability while avoiding duplication. It has committed to maintaining
and updating SASB’s industry-specific rules and has already begun revising metrics, including
those related to plastics use, to align with IFRS S2.'*’ This ongoing technical agenda ensures
that the standards remain responsive to evolving risks and stakeholder expectations.

1ii.  Process for Formulating Standards: Stakeholder Engagement

The ISSB adopted the same rigorous standard-setting process that the financial
reporting body IASB uses but has tailored it to the nature of sustainability. Central to this
process is the ISSB’s commitment to stakeholder engagement and publicly documented due
process.'*

To ensure broad input, the ISSB engaged extensively with investors, corporations,
regulators, accounting firms, and experts both before and after releasing its draft standards.'*
During the exposure period for IFRS S1 and S2, it received over 1,300 comment letters
addressing issues such as emissions disclosures and materiality.'* Roundtables, webinars, and
global outreach supported this inclusive approach, with submissions and deliberations made
public.'”” This feedback directly informed refinements and supplementary materials.

The ISSB’s formal due process includes agenda consultations, prototyping, public
comment periods, deliberations, board votes, and post-issuance support.'*® This process
advanced with notable speed. Exposure drafts were published in March 2022, and the final
versions of IFRS S1 and S2 were issued in June 2023—a timeline of just over 15 months.'*
The accelerated timeline reflected both investor urgency and the institutional groundwork laid
by TCFD and SASB.

To support global adoption, the ISSB introduced a phased implementation strategy.
Many jurisdictions may begin with a voluntary or “comply-or-explain” regime, supported by
transitional relief like waiving comparative disclosures in the first year."”® The 2024
“Jurisdictional Adoption Guide” outlines pathways for incorporating ISSB standards, urging
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regulators to publish transparent summaries of their adoption decisions (“jurisdictional
profiles”) to enable global monitoring.""

While this flexibility aids regulatory support and accommodates diverse legal systems,
it also risks undermining one of the ISSB’s core objectives: global comparability. If
jurisdictions diverge in their scope, timelines, or enforcement approaches, the resulting
disclosures could fall short of the consistency investors seek. Whether this tension can be
resolved will depend on how countries implement and align with the ISSB framework over
time.

iv.  From Soft to Hard Law: The Institutionalization of the ISSB Standards

By the time the ISSB released its inaugural standards, voluntary sustainability
reporting had already become a de facto norm among large global companies. By 2021, 96%
of the world’s 250 largest companies published sustainability reports,'** and over half of the
S&P Global 1200 cited SASB."’ This widespread diffusion created market expectations and
reporting practices that prepared the foundation for regulatory convergence and enabled the
ISSB’s emergence as the leading global baseline.

The ISSB offers a vivid illustration of the shift from soft to hard law."** For years,
voluntary reporting initiatives shaped corporate practices, often with substantial input from
the business and investment communities. As these standards gained legitimacy through
widespread adoption, regulators began to incorporate their core concepts into binding rules.
Unlike other regulatory initiatives that merely drew inspiration from voluntary norms, the
ISSB formally consolidated these soft law instruments, both organizationally and
substantively, into authoritative global standards under the IFRS Foundation. In doing so,
the ISSB became not just a product of the soft-to-hard law trajectory, but a catalyst for its
institutionalization, offering a baseline that regulators could directly adopt or adapt.

This shift gained further momentum as regulators around the world began
incorporating the ISSB standards into domestic frameworks. Following the ISSB release, the
International Organization of Securities Commissions (IOSCO) endorsed its standards,
urging its 130 member jurisdictions to align."”®® The standards are also backed by G7 and G20
leaders."® By mid-2024, more than twenty jurisdictions, representing over half the global
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economy, had either adopted the ISSB standards, initiated regulatory rulemaking to
incorporate them, or signaled formal endorsement. IOSCO ultimately expects between
100,000 and 130,000 companies to be using the ISSB’s sustainability standards."’

Brazil was the first to announce phased adoption, starting voluntary reporting in 2024
with full compliance by 2026."® The UK has announced support for ISSB and is developing
its own Sustainability Disclosure Standards, expected to align closely with IFRS S1 and S2
and apply to listed companies starting in 2026."" Australia similarly modeled its new climate
disclosure rules (AASB S1 and S2) directly on the ISSB, with large firms subject to phased
compliance starting in 2025.'° In Asia, Hong Kong’s regulators and exchange issued
guidance in December 2024 mandating climate disclosures consistent with IFRS S2,'! while
the new Sustainability Standards Board of Japan launch its first sustainability disclosure
standards aligned with ISSB in March 2025.'%

China has also expressed strong support for ISSB alignment, with the Ministry of
Finance signaling that future domestic sustainability reporting standards will be based on
IFRS S1 and S2.'® However, China is expected to move beyond ISSB’s focus on financial
materiality by incorporating elements of double materiality, reflecting both financial impacts
on the firm and the firm’s impact on society and the environment, which is closer to the EU’s
approach.'® In Africa, countries like Nigeria, South Africa, and Kenya, which have a long-
standing history of IFRS adoption for financial reporting, have indicated they will do the
same with ISSB for sustainability disclosure.'®
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The shift is further reinforced by private ordering. Stock exchanges like Singapore’s
have revised listing rules to require ISSB-aligned disclosures.'® Institutional investors like
BlackRock, State Street, and Vanguard have expressed support for ISSB alignment in
portfolio company disclosures.'®” Perhaps most critically, this hardening of soft law reflects
broader dynamics in international regulatory convergence.'® As more jurisdictions adopt
ISSB standards, divergence costs increase. Global firms benefit from standardized reporting
obligations, which reduce compliance burdens and legal uncertainty. Conversely,
jurisdictions that resist harmonization may find their markets perceived as less credible by
international investors. In this way, the ISSB offers not only a technical solution but a
governance mechanism for reconciling cross-border sustainability disclosure.

c. Limitations and Legitimacy

The ISSB’s investor-focused orientation has facilitated its rapid uptake globally, but it
has also sparked debates about its limitations and legitimacy. By prioritizing financially
material risks and aligning sustainability reporting with enterprise value, the ISSB adopts a
vision of governance that emphasizes the informational needs of capital providers. Critics
argue that this approach sidelines broader concerns of affected communities, society, and
ecosystems that are central to stakeholder-oriented frameworks, most notably the EU’s double
materiality model.'®’

However, the ISSB’s focus on financial materiality reflects a deliberate strategic
choice, rooted in the history of its predecessor, SASB. When SASB was launched in 2011,
sustainability reporting was struggling to gain relevance among mainstream investors. To gain
standing, SASB framed sustainability data in financial terms, highlighting its usefulness for
investor decision-making.'” Labeling issues as “material” also forces corporate leaders to
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treat them seriously, triggering performance metrics, internal controls, and resource
allocation.'” The ISSB’s adoption of this approach thus reflects continuity rather than
novelty, easing integration into global capital markets but narrowing the scope of what counts
as sustainability-relevant.

Legitimacy concerns also stem from the institutional context in which the ISSB
emerged. It entered an already crowded space of sustainability standard-setters, such as GRI,
which had long claimed authority as the leading multi-stakeholder sustainability framework.
To establish its own authority, the ISSB drew on two sources: (1) the consolidation of well-
known frameworks like SASB and TCFD (discussed earlier), and (2) the structural legitimacy
of the IFRS Foundation. Unlike other initiatives, the ISSB benefited from the IFRS’s decades-
long track record of setting globally recognized accounting standards, already adopted in over
140 jurisdictions.'”” This legitimacy rests on both its track record and its governance ties with
regulators, giving the ISSB a perception of maturity even amid politically charged climate
debates.'” In effect, sustainability was reframed as a natural extension of capital market
infrastructure.

The ISSB’s positioning gave it an edge over competing frameworks, which, despite
traction in specific constituencies, lacked IFRS’s global infrastructure and regulatory reach.
Its focus on financial materiality reinforced this advantage by offering a familiar, less costly
approach than double materiality,'* although the latter is often praised for its broader
ambition.'”

The ISSB also derives credibility from its technocratic and non-state nature. Unlike
treaty-based intergovernmental regimes or national regulatory frameworks, the ISSB’s
authority rests not on public mandates or statutes but on perceived credibility and market
alignment.'” By centering rulemaking on capital markets rather than on prior government
negotiation, the ISSB cultivates a reputation as a private, non-state standard-setter, with
jurisdictions only deciding afterward whether to adopt or adapt its standards. Its consultations
have heavily involved institutional investors, large corporations, and professional service
firms, while representation from Global South countries, civil society, and labor organizations
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has been more limited.'” Some scholars view this as evidence of procedural imbalances in
how sustainability priorities are defined and whose interests dominate.'”

This model is not unprecedented. In global financial governance, market-based
authority is well established.'” Soft-law bodies like IOSCO and the Basel Committee derive
influence from technocratic expertise and alignment with capital markets, not public
deliberation or legal obligation.'® The ISSB extends this model into the sustainability domain,
where many observers note that the stakes are broader and more contested. Scholars have
emphasized that defining sustainability inevitably involves distributional choices about whose
values and risks are prioritized.'®'

Strategically, this framing has helped the ISSB navigate geopolitical sensitivities. By
presenting itself as a neutral, investor-focused solution rather than a state-driven project, the
ISSB has enabled jurisdictions with divergent priorities to view it as a legitimate focal point
for disclosure harmonization.

Although the ISSB benefited from the IFRS Foundation’s credibility and embedded
infrastructure, its consolidation was neither automatic nor inevitable. Many expected the
EU’s CSRD and ESRS to dominate under the so-called “Brussels Effect.” Instead, the ISSB
leveraged institutional advantages, investor alignment, and the language of financial
materiality to attract jurisdictions seeking a feasible baseline. Yet scholars caution that this
neutrality is more rhetorical than real, since the ISSB reflects specific institutional and
ideological choices about whose priorities are embedded in sustainability governance.'®
These dynamics merit closer scrutiny, particularly as private standard-setters increasingly
shape the trajectory of global sustainability governance.'®’
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d. The ISSB and Transnational Legal Governance

The ISSB’s emergence also offers insights for international legal scholarship. As
discussed above, unlike traditional institutions grounded in treaties or multilateral
negotiation, the ISSB illustrates how global authority can be constructed through market
alignment and private governance infrastructure. Rather than negotiated by states, the
standards gained traction through functional adoption, filling a regulatory void left by
political gridlock.

This trajectory positions the ISSB as a novel case for engaging with frameworks such
as Global Administrative Law (GAL) and International Public Authority (IPA), which
emphasize procedural legitimacy, transparency, and accountability.'®™ While the ISSB
incorporates stakeholder consultations and public exposure drafts, its legitimacy relies more
on market credibility than on public or multilateral mandate, which may raise questions about
whose interests shape global sustainability governance.'®

The ISSB also complicates assumptions embedded in Transnational Legal Ordering
(TLO) theory, which typically emphasizes recursive norm diffusion through sustained
interaction between transnational actors and domestic legal systems.'®® By contrast, the ISSB’s
standards are often adopted after they are finalized, not co-produced with national
governments. Its institutionalization is thus less recursive and more strategic, reflecting
investor demand for comparable data and regulators’ preference for ready-made solutions
amid fragmented governance environments.'*’

Overall, the ISSB reflects a hybrid model of transnational governance. Like GAL and
IPA frameworks, it relies on procedural mechanisms (public consultations, exposure drafts,
and transparency, etc.) to build legitimacy without a treaty-based mandate. However,
participation has been uneven, with institutional investors and large firms dominating, while
regulators from developing countries and civil society remain underrepresented. These
dynamics confirm GAL and IPA’s insights on the growing role of private authority, but also
complicate them as the ISSB’s hybrid model blends procedural openness with practical
participation imbalances.

IV. PartIV. Regulators Enter the Foray

a. Europe: Scope, Materiality, and Stringency of the CSRD

The European Union has taken the most expansive and stakeholder-oriented approach
to corporate sustainability disclosure. The CSRD, adopted in January 2023, forms a
cornerstone of the EU’s Green Deal and aims to enhance corporate accountability and
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transparency on environmental, social, and governance matters.'** Replacing the Non-
Financial Reporting Directive (NFRD), the CSRD originally sought to expand the scope of
mandatory ESG disclosures to about 50,000 companies, later scaled back during
implementation.'® It applies not only to large EU-based and listed companies, but also to
certain small- and medium-sized enterprises and to non-EU companies with more than €150
million in annual revenue from the EU and at least one EU branch or subsidiary.'® As a
result, many multinational corporations with global operations, including those
headquartered outside the EU, now fall within the directive’s ambit.

With the technical disclosure requirements outlined in the European Sustainability
Reporting Standards (ESRS),"! the rules mandate companies disclose climate-related
information, including emissions across Scopes 1, 2, and 3, climate transition plans aligned
with the Paris Agreement, and the governance and oversight of climate risks at the board
level. Companies must also describe how climate risks are integrated into their business
strategy and risk management processes, and obtain limited assurance over reported
sustainability information, eventually transitioning to reasonable assurance.'”> However, the
full ESRS framework goes far beyond climate, requiring companies to address a wide range
of sustainability issues, from biodiversity to workforce equality.'*

A defining feature of the CSRD regime is the adoption of “double materiality.” In
contrast to the ISSB standards, which rely solely on financial materiality (i.e., the effect of
sustainability issues on the company’s financial position), the EU framework also requires
disclosure of a company’s impacts on people and the environment.'** This dual focus means
that companies must assess and report on matters that may not be financially material but are
socially or environmentally significant, and this assessment must cover the company’s entire
value chain.!”” An earlier presumption that all disclosures were material was later removed
after criticism.'?

Despite its ambition, the CSRD has faced implementation concerns. Companies like
BASF and Deutsche Bank raised feasibility objections, particularly around Scope 3 data.'”
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Professional firms warned about the volume of disclosures,'”® and financial institutions
flagged difficulties in tracking indirect emissions.'” In response to growing pressure from
businesses and national governments, the EU delayed sector-specific standards until 2026>*
and scaled back coverage in 2025.2"! The CSRD’s core structure and double materiality remain
intact, distinguishing Europe’s regime from investor-centered models elsewhere.

b. United States: The SEC’s Scaled-Back Approach

In contrast to the EU’s expansive and stakeholder-driven approach, the SEC has taken
a more cautious, investor-focused path to climate disclosure. The SEC’s regulatory strategy
is grounded in its traditional mandate: to protect investors, maintain fair and efficient markets,
and facilitate capital formation. Consistent with that role, the SEC’s climate disclosure rule,
first proposed in March 2022 and finalized in March 2024, explicitly framed climate-related
information as financially material and relevant to investor decision-making, not as a tool of
environmental policy.?’?

The rule requires the disclosure of financially material information on climate-related
risks, governance structures, risk management processes, and Scope 1 and 2 emissions.*” It
also requires limited assurance for large accelerated filers, to be phased in over time.**
Notably, the final rule omits Scope 3 emissions entirely, a significant departure from other
regimes.

The original 2022 proposal generated extraordinary attention, receiving over 24,000
public comments,**” a record and far more than the average of just 92 comments per SEC rule
during the Dodd-Frank rulemaking period.>*® The comments suggest that the difficulties in
implementing the disclosure mandate as initially drafted would be far higher than the agency
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had anticipated.””” They raised concerns about implementation burdens, data reliability, and
Scope 3 emissions disclosure.”® Major asset managers voiced reservations: State Street
favored keeping Scope 3 voluntary,*” while BlackRock suggested companies report only on
relevant Scope 3 categories.?' Another line of criticism questioned whether the proposed rule
exceeded the SEC’s statutory authority by effectively compelling corporate behavior.?!!

The final rule, approved by a 3-2 vote along partisan lines in March 2024, reflects the
agency’s attempt to balance these competing pressures.?’> While retaining core governance
and risk management disclosure elements, the SEC pared back many of the more contentious
provisions.?® It also extended compliance timelines, softened attestation requirements, and
eliminated GHG intensity metrics.?'* Importantly, a safe harbor protects good-faith forward-
looking statements, including transition plans.?'s

Despite these concessions, litigation followed rapidly. On the rule’s release day, ten
Republican-led states challenged it in the Eleventh Circuit,?'® followed by others in the Fifth
and Eighth Circuits.?’” Energy groups also sued the SEC for overstepping its regulatory
mission,?'® while environmental advocates filed suit in the D.C. Circuit, claiming that the
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rule’s weakening, especially the removal of Scope 3, undermines investor protection.?"* These
lawsuits highlight US polarization on climate policy.?*

c. United States: California’s Ambitious State-Level Regime

While the SEC'’s federal climate disclosure rule has stalled, the state of California has
continued to advance the first-in-the-nation climate-reporting regime. On October 7, 2023,
Governor Gavin Newsom signed into law two landmark bills: Senate Bill 253 (the Climate
Corporate Data Accountability Act) and Senate Bill 261 (the Climate-Related Financial Risk
Act).””! These laws extend well beyond the federal approach in both scope and stringency.
Unlike the SEC’s rule, which applies only to publicly listed companies, California’s regime
covers both public and private firms that conduct business in the state and meet certain revenue
thresholds.**

Together, the laws are projected to cover more than 10,000 companies, including many
large multinationals.”” SB 253 requires companies to disclose their Scope 1 and 2 emissions
beginning in 2026 and their Scope 3 emissions beginning in 2027, regardless of materiality.***
SB 261, by contrast, mandates biennial climate risk reports that describe how companies
identify, assess, and manage climate-related financial risk.”* Companies will also be required
to include information on governance and strategy, provide assurance, and describe board
oversight and any adopted climate-related targets or transition plans. The laws are administered
by the California Air Resources Board (CARB), which is tasked with developing implementing
regulations and overseeing compliance.?*® Disclosures must be prepared in accordance with the
GHG Protocol,””” and the law encourages interoperability with other national and
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international frameworks.??

A key innovation of California’s approach is its treatment of Scope 3 disclosures.
Whereas the SEC and ISSB allow issuers to omit Scope 3 data based on materiality or
feasibility, California makes Scope 3 mandatory for all covered companies.**’ The law does,
however, include a transitional safe harbor for Scope 3 disclosures: through 2030, penalties
will apply only to non-filers, not to firms that submit good faith estimates. This approach
reflects both the acknowledged difficulty of collecting high-quality value chain data and the
state’s desire to balance enforcement with flexibility during the early implementation period.

Despite strong support from large corporations like Microsoft, Patagonia, and
Adobe,*® the laws have faced strong pushbacks.?' Business groups, including the US
Chamber of Commerce, filed a federal lawsuit challenging the laws on multiple grounds,
including that they violate the First Amendment and exceed California’s regulatory authority
under the Dormant Commerce Clause and the Clean Air Act.?*> In November 2024, a federal
district court upheld the laws, rejecting preliminary constitutional claims.**® While legal
challenges remain ongoing, the core provisions of both SB 253 and SB 261 are currently in
effect, positioning California as a national leader in corporate climate disclosure and as a
potential model for other states seeking to regulate beyond federal baselines.

d. The “Brussels Effect”?

As different jurisdictions adopt divergent approaches to climate disclosure, a central
question emerges: which regime, if any, will shape the future direction of global sustainability
reporting? The EU’s early regulatory action on climate disclosure, combined with the breadth
and ambition of its rules, initially positioned Europe as the likely driver of global convergence.
This dynamic was widely anticipated as a manifestation of the “Brussels Effect,” whereby the
EU exports its regulatory preferences through market power and stringency.?** The CSRD
appeared to fit this model. By covering not only EU-based firms but also foreign companies
with significant regional revenue, the CSRD was expected to compel multinationals,
including large US corporations, to align with Europe’s double materiality model and
comprehensive disclosure requirements.?
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In the months following the CSRD’s adoption, many large multinational corporations
began preparing to align with the EU framework, treating it as a de facto global benchmark.**
The directive’s reliance on double materiality and its emphasis on detailed climate
disclosures—including Scope 3 emissions, biodiversity impacts, and climate transition
planning—prompted significant adjustments in corporate governance and compliance
systems. For example, US-based firms such as Microsoft, Salesforce, and Apple publicly
signaled support for international alignment and created structures to comply with the new
requirements.?” Some even preemptively adopted practices consistent with CSRD
expectations, such as publishing supplier emissions data or integrating climate risk into
governance structures.”® Legal memoranda, consulting firm guidance, and investor briefings
during this period routinely treated the CSRD as the most consequential global development
in climate disclosure.*”

Yet that expectation has not fully materialized. As subsequent sections show, political
recalibrations in Europe, resistance in the US, and the rise of the ISSB have reshaped the
global disclosure landscape. While the Brussels Effect remains a powerful explanatory frame,
it no longer operates alone, nor does it clearly define the future of global sustainability
reporting.

V. Political Headwinds

Although the landscape initially signaled a possible convergence toward European
regulation through the Brussels Effect, that alignment has since unraveled. Political pushbacks
have triggered a series of retreats and recalibrations that have undermined the prospect of
unified leadership around the EU—and instead accelerated a different kind of alignment: one
centered on the ISSB’s investor-focused, financially material framework. As political
headwinds constrain the ambitions of regional regimes, the ISSB has quietly advanced,
offering a technically credible and globally palatable standard.

a. SEC Abandons Defense of Climate Disclosure

The SEC’s final climate disclosure rule, adopted in March 2024, already reflected a
significant retreat from the agency’s original 2022 proposal. As mentioned before, Scope 3
disclosures were removed, attestation requirements were softened, and several materiality
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thresholds were narrowed to reduce compliance burdens.** Yet even this scaled-down rule
proved politically unsustainable. On March 27, 2025, the Trump-appointed majority on the
Commission voted to cease defending the rule in court, effectively abandoning it in the face
of consolidated litigation in Iowa v. SEC.**!

This institutional capitulation occurred amid broader deregulatory efforts by President
Trump’s second term, including a second withdrawal from the Paris Agreement,’”* a pause in
the disbursement of climate funds under the Inflation Reduction Act (IRA),**and efforts to
expand domestic oil and gas production.*** It has also taken steps to limit the authority of
federal regulatory agencies, particularly those involved in environmental and financial
oversight.”® These efforts were significantly bolstered by the US Supreme Court’s June 2024
decision in Loper Bright Enterprises v. Raimondo, which overturned the long-standing Chevron
doctrine.**® By rejecting judicial deference to agency interpretations of ambiguous statutes,
Loper Bright may weaken the legal underpinnings of more expansive administrative
rulemaking, including, potentially, the SEC’s climate-disclosure rules.**’ Given this political
and legal environment, renewed federal leadership on climate disclosure is unlikely.

The geopolitical consequences of the SEC’s retreat extended beyond the confines of
US regulation. In the European Union, the absence of reciprocal obligations across the
Atlantic intensified longstanding concerns that the CSRD’s far-reaching climate reporting
requirements would disadvantage European companies relative to their global competitors.**®
Without a comparable regime in the United States, firms subject to the EU’s double
materiality framework faced potentially higher compliance costs, increased litigation
exposure, and reputational scrutiny in global markets, while US firms remained
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comparatively insulated. This asymmetry amplified internal political pressure within the EU
to recalibrate its approach.”*

The SEC’s retreat also had practical consequences for companies navigating the
increasingly fragmented global disclosure landscape. Large multinationals need to tailor their
climate disclosures to meet the legal and regulatory expectations of each jurisdiction,
reporting Scope 3 emissions under the CSRD, providing modified disclosures under
California’s laws, and omitting them entirely in SEC filings. This patchwork approach adds
operational complexity and compliance risk, especially for firms operating across multiple
legal regimes, increasing the appeal of a unified reporting architecture.

b. EU Retreats Amid Competitiveness Concerns

Another important headwind for climate disclosure came from Europe. In early 2025,
the European Commission introduced the “Omnibus Simplification Package,” a legislative
initiative aimed at easing the regulatory burden of sustainability reporting.”® The proposal
reflects growing pressure from member states and industry groups to bolster economic
competitiveness and mitigate the costs of ambitious disclosure rules.”' This recalibration was
driven in part by the regulatory asymmetry created by the United States’ retreat from climate
disclosure. With no comparable federal regime in place, many European firms feared being
placed at a competitive disadvantage in global markets, particularly vis-a-vis US-based
multinationals.*”

A central component of the Omnibus Package is the significant revision of the CSRD.
The proposed changes narrow the scope of companies required to comply with CSRD
mandates, effectively removing approximately 80% of previously in-scope entities*” In
addition, the package proposes to ease the assurance requirements, replacing the previously
contemplated requirement of reasonable assurance with limited assurance, thereby reducing
compliance costs for affected firms.”*

These regulatory rollbacks have elicited mixed reactions. Proponents argue that the
measures are necessary to maintain the global market power of European businesses,
especially in light of more permissive reporting regimes elsewhere. Critics, however, contend
that the dilution of reporting requirements undermines the EU’s commitment to transparency
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and sustainability, potentially eroding investor confidence and the bloc’s leadership in ESG
matters.”’

National governments have also taken positions. France, in particular, has been vocal
in its support for scaling back the CSRD requirements, arguing that the rules impose
disproportionate obligations on companies.”® Germany has also raised concerns, with its
government supporting simplification and delay, though its sustainability advisory board
publicly contradicted this position, emphasizing the importance of maintaining the directive’s
original timeline and scope.”’ Italy has supported the application of CSRD for large
companies but called for delayed implementation and reduced burdens for smaller
enterprises.”® Similarly, Spain has proposed phasing in the requirements for smaller
companies.”® The Omnibus Package highlights the EU’s attempt to balance regulatory
ambition with economic feasibility.

c. EFRAG Explores Alignment with ISSB

In reassessing its own standards, the EU has also signaled its intention to further
address interoperability. As the ISSB gains global traction, European institutions are
increasingly compelled to reconcile their approach with international standards. While the
CSRD mandates disclosure under the expansive ESRS, EFRAG—the technical advisor
developing the ESRS—has acknowledged the importance of global alignment, particularly
for smaller firms.

In February 2024, EFRAG stated that it would “look into the ISSB standards in the
context of developing future guidance for non-listed SMEs” to facilitate global comparability
while reducing administrative reporting burdens.”® By April 2025, this approach had
expanded: as part of the EU’s Omnibus Package, EFRAG launched a formal review to
“substantially reduce” the nearly 1,100 ESRS datapoints. Its updated work plan lists several

25 Carol Adams, ‘Comment: By Easing Sustainability Reporting Rules, Europe Risks Undermining Green
Growth’  (Reuters, 28  February  2025)  <https://www.reuters.com/sustainability/boards-policy-
regulation/comment-by-easing-sustainability-reporting-rules-europe-risks-undermining-green-2025-02-27/>
accessed 6 November 2025; Richard Gardiner, ‘The Cost of Uncertainty: Why Europe Undermining Its Own
Sustainability Framework Will Have Global Impacts’ (Investor Alliance for Human Rights, 9 June 2025)
<https://investorsforhumanrights.org/news/cost-uncertainty-why-europe-undermining-its-own-sustainability-
framework-will-have-global> accessed 17 November 2025.

26 Schwartzkopff and Nussbaum (n 251).

27 Dominic Webb and Fiona McNally, ‘Germany’s Sustainability Advisers Contradict Government on EU
Omnibus’ (Responsible Investor, 18 February 2025) <https://www.responsible-investor.com/germanys-
sustainability-advisers-contradict-government-on-eu-omnibus/> accessed 6 November 2025.

258 Kate Abnett, ‘EU Countries Split Over Whether to Delay Green Reporting Rules’ (Reuters, 19 February 2025)
<https://www.reuters.com/sustainability/eu-countries-split-over-whether-delay-green-reporting-rules-2025-
02-19/> accessed 6 November 2025.

2% Nikolaus J. Kurmayer, ‘EU: Spanish Govt. Says Watering Down Sustainability Reporting Rules Risks
Sending “Dangerous Signal” of Backtracking on European Values’ (Business & Human Rights Resource Centre, 18

February 2025) <https://www.business-humanrights.org/en/latest-news/eu-spanish-govt-says-watering-

down-sustainability-reporting-rules-risks-sending-dangerous-signal-of-backtracking-on-european-values/>
accessed 6 November 2025.

260 El1za Holmstedt Pell and Fiona McNally, ‘Details Emerge on Initial EFRAG Options for Slashing ESRS’
(Responsible Investor, 29 April 2025) <https://www.responsible-investor.com/details-emerge-on-initial-efrag-
options-for-slashing-esrs/> accessed 6 November 2025.

35



streamlining “levers,” including closer alignment with international standards like the
ISSB.?*' One proposal under discussion involves converting a significant number of “shall”
and “may” disclosures into voluntary guidance, especially for companies that may fall under
both the EU and ISSB regimes due to cross-border operations.*”

While interoperability concerns are not new—the EU and the ISSB have already
committed to this path®* and have published a joint guidance clarifying how companies can
comply with both requirements***—these recent EU moves show that it can transition from
conceptual alignment to operational reform. One of the reasons why ISSB alignment is now
a live topic is that the revised CSRD thresholds would limit EU sustainability reporting to
firms with more than 1,000 employees; many of those firms are now likely to be subject to
ISSB requirements in other jurisdictions. This dual exposure has made harmonization more
urgent.

d. California Floats ISSB Interoperability

In California, while implementing regulations remain in development, the
enforcement authority, CARB, has signaled an interest in allowing compliance through
internationally recognized frameworks such as the ISSB. In December 2024, CARB issued a
formal Solicitation for Information requesting stakeholder input on how best to implement
SB 253 and SB 261.%° Among the key questions posed were concerns about interoperability:
it explicitly asked how to “minimize duplication of effort” for entities already subject to other
GHG emissions or climate risk disclosure mandates.”® This request reflected an early
acknowledgment that many companies potentially covered by California’s law already report
under frameworks like the ISSB and that regulatory alignment could ease compliance
burdens.

This regulatory direction has drawn strong support from institutional investors. In a
March 2025 comment letter, the California State Teachers’ Retirement System (CalSTRS)
explicitly interpreted SB 261 as allowing compliance through ISSB-aligned reporting and
urged CARB to “prioritize interoperability with the ISSB standards.”**’ The letter emphasized
that requiring companies to comply with multiple distinct frameworks would create
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unnecessary complexity and cost, and pointed to the growing global uptake of ISSB standards
as justification for aligning California’s rules with international norms.*®®

Other stakeholders echoed this position. In public comment letters submitted in early
2025, organizations such as Ceres and XBRL US explicitly encouraged CARB to accept ISSB-
compliant reports to satisfy California’s disclosure requirements. Ceres highlighted that many
companies already use ISSB standards and urged the agency to formally recognize them as a
pathway to compliance.”® XBRL US similarly argued that adopting the ISSB would reduce
regulatory duplication.?”

Though CARB has not formally endorsed ISSB as a compliance option, these
discussions reflect a growing recognition of ISSB’s role as a de facto global baseline, even
within jurisdictions that have adopted their own mandatory frameworks. Moreover, SB 261
explicitly allows disclosures based on TCFD, which forms the foundation of ISSB’s climate
standard.””’ As a result, a company preparing an ISSB-aligned report could already satisfy the
substantive requirements of SB 261, an interpretation that stakeholders have urged CARB to
formalize. In this way, California’s approach reflects the same broader trend observed in
Europe: even ambitious regulators are beginning to treat ISSB standards not as a competing
framework, but as a globally credible anchor for disclosure alignment.

VI. Conclusion and Discussion: The ISSB as the Leading Driver of
Global Convergence

In a fragmented and politically contested global landscape for climate-related
disclosures, the ISSB has emerged as the most viable foundation for global convergence,
driven by a combination of institutional and market dynamics. Narrower in scope than the
EU’s double materiality model, the ISSB has so far proven to be more implementable, broadly
supported, and globally scalable. It succeeded not by regulatory imposition, but by offering a
credible, investor-focused framework grounded in pre-existing market practice.

One key driver of its appeal is the operational burden created by the proliferation of
varied disclosure regimes. As jurisdictions like the EU, US, and California institutionalized
their own climate rules, companies found themselves dealing with a complex patchwork of
reporting requirements and voluntary standards, each with different thresholds, metrics, and
legal consequences. Investors, too, faced challenges in comparing data across firms and
markets. The ISSB responded with a streamlined, investor-oriented baseline that promised
interoperability without regulatory reinvention.
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Its traction also reflects its grounding in market-driven practice. Before being
formalized by the IFRS Foundation, the ISSB’s main principles, such as financial materiality,
industry specificity, and forward-looking risk, had already gained legitimacy through
widespread voluntary adoption of SASB and TCFD standards. By consolidating this
infrastructure, the ISSB offered a disclosure system that felt familiar and practical, enabling
quicker integration into corporate reporting systems.

Another critical factor was the political contestation that derailed other regulatory
efforts. While the US SEC climate rule was weakened by legal and partisan resistance, and
the EU diluted its disclosure mandates under pressure from member states and business
groups, the ISSB advanced with little controversy. Its emphasis on financial materiality, not
the broader EU’s double materiality, allowed it to operate beneath the radar of more polarized
debates.

Institutional design further bolstered its credibility. Anchored in the IFRS Foundation,
which already governs global accounting standards, the ISSB inherited legitimacy and
administrative infrastructure. For many countries, extending IFRS into the sustainability
domain made logistical and regulatory sense. The ISSB did not require building a new
governance structure from scratch; it leveraged one that was already trusted by financial
regulators and deeply embedded in global capital markets.

Strategically, the ISSB also positioned itself not as a competing framework but as a
baseline that others could build upon. Its emphasis on interoperability enabled jurisdictions
with disclosure mandates to align rather than diverge. Collectively, these developments help
explain why the ISSB has come to occupy a central position in the evolving global architecture
of climate-related disclosure. The ISSB is increasingly treated as a compliance pathway (as in
California), a simplification benchmark (as in the EU), and a regulatory foundation (as in
jurisdictions adopting it outright). Although challenges remain around enforcement and
adoption, its rapid institutionalization marks a significant step toward the formation of a
global regime.

Yet this success reflects a political and institutional choice: framing sustainability
through capital markets. The ISSB’s focus on investor needs has facilitated global acceptance,
but it may be too narrow to address the multi-stakeholder and systemic nature of climate
change. This tension invites further inquiry, particularly into how it shapes corporate behavior
and how financial materiality aligns, or conflicts, with broader public interest goals.

At the same time, the ISSB highlights how legal authority can form outside treaty-
based mechanisms. Rather than multilateral negotiation or hegemonic export, its influence
rests on market alignment, private governance infrastructure, and technocratic credibility.
This hybrid model of transnational governance, formally open through consultations yet
shaped by investor priorities, complicates traditional theories of institutionalization, showing
that in technical domains like sustainability reporting, authority may emerge from functional
market solutions as much as from formal law.

This dynamic also opens an agenda for future research. While the ISSB aspires to serve
as a global baseline, its adoption will likely vary: some jurisdictions may fully integrate its
standards, others may layer additional disclosure requirements, make compliance voluntary,
or choose not to adopt them at all. Understanding how and why different countries position
themselves relative to the ISSB—whether driven by investor pressures, regulatory capacity,
political priorities, or domestic market needs—can shed light on the mechanisms of global
norm diffusion. Studying this variation would deepen our understanding of how technocratic
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standards appeal to diverse jurisdictions for different reasons, and how this fragmented uptake
shapes the evolving architecture of global sustainability governance.

Equally important is examining how competing regimes will coexist and interact. The
divergence between the ISSB and the EU’s double materiality approach raises critical
questions about institutional dynamics, strategic positioning, and competing political
interests. Analyzing how these frameworks co-evolve, compete, or accommodate one another
will be essential for assessing the long-term trajectory of international governance and the
tensions embedded within emerging regulatory architectures.

Finally, the ISSB’s rise shows that international legal convergence remains possible,
even amid geopolitical fragmentation. By positioning itself as a pragmatic baseline aligned
with investor needs and anchored in the IFRS Foundation’s established authority, the ISSB
reflects an emerging shift in global governance toward solutions grounded in functionality
and expertise rather than traditional state-led negotiation. This dynamic calls into question
prevailing accounts of state rivalry in shaping international law, while also pointing to a
pathway toward regulatory coordination in a fractured world and inviting closer scrutiny of
how authority is exercised.
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