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ESG | Does Blockchain And Distributed Ledger 
Technology Align With ESG Principles? 

Blockchain mining consumes a lot of energy. Yet distributed ledger technology (DLT), 
at its core, promises greater transparency and efficiency as well as accessibility to 
financial products for the unbanked. Energy consumption is just one aspect of a 
much larger environmental, social, and governance (ESG) mosaic.  
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What are blockchain’s key promises? 

The ‘S’ in ‘ESG’ is at the core of decentralized finance’s promise of financial inclusion. By removing 

intermediaries, it could eliminate the economic rent attached to certain activities, reduce transaction costs, 

and democratize access to financial services for the 1.7 billon adults globally who are unbanked, according to 

the World Bank. With limited access to finance, many of these individuals rely on a less-reputable shadow 

finance system, especially in developing economies, without access to formal credit. The World Bank has 

stated that financial inclusion is woven into seven of the UN's 17 sustainable development goals. 

Blockchain can provide a transparent, trusted, and traceable record of transactions.  A key feature is its 

resistance to tampering and fraud. This could prove particularly valuable in regions with high levels of 

corruption and weak or unpredictable institutions, or which systemically lack transparent reporting. For 

example, the technology can provide a monetary system that is free of censorship and less exposed to the risk 

of interventions by government and geopolitical conflicts. 

Transparency and traceability are underpinned by the protocols and codes that underpin the applications 
and digital assets. They require little human input beyond initial coding of the protocol. However, codes can’t 

foresee all eventualities, and governance therefore still has a role to play. Various governance models are 

possible, with differing degrees of centralization in decision-making power.   
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The debate over 
bitcoin’s energy 
consumption 
often eclipses 
discussions on 
blockchain’s 
potential to 
support other 
environmental 
goals such as 
carbon tracing 
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Climate Change Challenges And 
Blockchain Opportunities, UNEP 
DTU Partnership 

Blockchain can help us beat 
climate change. Here's how, World 
Economic Forum, June 30, 2021 

Digitalization Of Markets 
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Digitalization Of Markets 

The current landscape 

The environmental impact of crypto mining is heavily debated. Reportedly, bitcoin has a material 

environmental impact and for instance consumes as much electricity as the Netherlands. In fact, energy 

consumption for bitcoin proof of work could be considered a feature rather than a bug, as it aligns incentives 

with security. The value judgement about the energy consumed for bitcoin mining depends on the judgement 

on its usefulness. National policymakers, citizens of wealthy nations, or citizens of poorer nations with limited 

access to financial services may have divergent views and experiences of this value proposition. 

The amount of greenhouse gas emissions from bitcoin mining depends on the energy source, that is, 

whether it was derived from clean sources, such as wind, solar, or hydropower, or dirty sources such as coal-

fired plants. Crypto-mining operations move within and across countries for a variety of political, regulatory, 

and economic reasons. The green component of energy consumption will continually evolve as mining 

operations relocate, energy grids become greener, and secondary technology protocols are developed that 

ease energy consumption. 

Disjointed regulatory approaches and frameworks raise money laundering risks and could support fraud 
and tax evasion. Cryptocurrency, because of lagging regulations, can give fraudsters another tool and allow 

nefarious parties to move funds across borders. However, authorities are becoming increasingly 

knowledgeable and better equipped to trace back certain fraudulent transactions. For instance, in the case of 

the Colonial Pipeline ransomware, the U.S. Department of Justice announced in early June 2021 that it had 

recovered a large part of the bitcoins paid as ransom, supported among other things by the traceability of 

cryptocurrencies. As is often the case, the regulation has not kept up with technology, but over time 

authorities are likely to have more tools at their disposal to oversee cryptocurrency. 

Technology can be vulnerable to attacks and deficient coding. A number of actors in this emerging 

ecosystem are vulnerable to cyberattacks. There have been several examples in the past years of raids on 

crypto exchanges. Also, many of these applications have not been tested for mainstream usage. Finally, the 

technical nature of many of the decentralized finance applications, and the inability of many users to assess 

the robustness of underpinning protocols and governance, leaves users exposed to the risk of “rug pulls,” 

whereby users invest money in a new project or application, and developers then maliciously run away with the 

funds. Risks are exacerbated by the lack of consumer protection regulations around many of these 

applications. As with many new technologies, the benefits are fully understood before the risks are, and it is 

incumbent on users of cryptocurrency to put in place effective risk management techniques. 

The credit implications 

Technological improvements could enhance the scalability of blockchain and cryptocurrencies. The move 

to proof-of-stake from proof-of-work platforms, or other enhancements will likely reduce computing power 

requirements. Hence, they could eventually reduce the environmental impact and support the mainstream 

usability of some of these applications--and in turn increase the potential disruption to traditional finance. 

DLT could lead to greater transparency, including for supply chains. By allowing greater transparency and 

accountability, DLT could help demonstrate the sustainability of supply chains from an environmental or social 

point of view. For example, initiatives are being tested around the technology's ability to support more 

comprehensive carbon tracing. 

The technology could in some cases help corporates and governments better meet their ESG goals. On its 

own, the technology is rarely a panacea, and rather an enabler. It often depends on the quality of other 

external data sources (also known as oracles). But a judicious use of the technology may help meet growing 

ESG expectations from various stakeholders, most notably fortifying social capital by improving access to 

finance. This could create opportunities and reduce ESG-related risks, which are growing in this sector. 
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