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Abgtract

This article describes the projects and programmes of UNEP in association with the financia
sarvices indudtry, principaly through its innovative partnership, the Financid Services Initiative. This
isa private and public sector partnership involving some 250 financid indtitutions, insurers, reinsurers
and asset mangers within the financid services industry grouped around two separate voluntary
codes of conduct. Following a short history of the Initiatives, which started in 1991, the objectives
and work programme are described, together with some examples of the way in which this
programme has delivered change in the indudtry.

The article will describe a case of the latest phase of the work programme which is addressng one
specific chdlenge of globdisation: bariers to Cleaner Production (CP) investments in emerging
economies. This gpecific project is examining the past invetment practice in five developing
economies in order to identify barriers to CP concepts and to provide nationd policy advice on
financid ingruments that will enhance invesment that brings with it a greater leve of environmenta
protection.

[ ntroduction

UNEP sarted working with forward-looking organisations in the financia services sector & the
beginning of the decade. Since its creation in 1972, UNEP had aways had a mandate to encourage
economic growth competible with protection of the environment. But this dement of UNEP s role
was condderably enhanced by the Earth Summit of world leaders who met in Rio in 1992 and
placed great emphasis on promoting development that did not compromise the qudity of life of future
generations. It was then that the UNEP Financid Inditutions Initigtive on the Environment was
founded when “The Statement by Banks on the Environment and Sustainable Development” was
signed by some 30 banks. Now 170 financid ingtitutions with a market capitaisation in excess of US
$ 2 trillion and more than five hundred thousand employees are Sgnatories.

The motivation behind the I nitiative

UNEP was convinced that bankers and investors had a vauable contribution to make in protecting
the environment while maintaining the hedth and profitability of their busnesses. In 1991 the then
Executive Director, Dr Tolba gpproached a smal number of internationd financid inditutions as part
of the preparations for the Earth Summit in Rio. His purpose was to enquire of them whether they
shared his view that the finance sector could have a role in sustainable development. The banks
approached had aready publicly demondrated in a variety of different fashions that they had an
awareness of environmenta issues. This had generdly taken the form of commentary within their
financid statements, at that time no bank had published an environment report, athough some of ther
largest customers were beginning to make publish separate environment reports. They responded to
the call, working with UNEP to draw up a statement of environmenta commitment for the sector.

It was clear that protecting the environment could not be achieved by governments done. The
private sector had a particular perspective on environmental issues and its expertise was needed if a



radicd shift in public attitudes about the compatibility of an ecologica outlook and ordinary
commercid and indudtrid life was to be achieved. Bankers and investors have crucid links with
commercid activity, including activity that degrades the naturd environmertt.

The idea was extended to insurance and reinsurance organisations at the end of 1995 with the launch
of the Insurance Indudry Initiative on the Environment. The insurers, whilst sharing many of the
characterigtics and smilar concerns of banks had traditiondly been managed in a different fashion
and grouped themselves as a separate industry. UNEP and the smdl group of insurers and re-
insurers who worked on the engagement of the insurance industry recognised this and took the
strategic decision to produce a separate statement to better engage the industry. To date more than
85 insurers and reinsurers have signed the Insurance Industry Statement.

The Statement by Financid Inditutions, initidly launched as the Banking Statement, was revised in
1997. This was undertaken by a group of sgnatories in association with UNEP and presented to al
signatories on the occasion of the third globd roundtable in New York. The revison did not dilute
any of the origind commitments or aspirations. It did however update the language used to describe
the industry and to reflect the changes in the make up of banks since the firgt drafting in late 1991.

Maor banks and insurance groups from around the world have put their name to the statements. A
mgor cornerstone of both is a commitment to sustainable development and support for the
precautionary gpproach to environmenta management which attempts to anticipate and prevent
environmental  degradation. The signatories dso underteke to promote public awareness and
communication.

The objectives of the I nitiatives

The primary objective is to generate a dialogue between commerciad banks, venture capitaists,
insurance and reinsurance concerns, multilateral development agencies and asset managers, al those
involved in economic development and managing risks and environmentaists. A secondary objective
isto foster private sector investment in environmentally sound technologies and services.

In order to fulfil its primary objective UNEP has convened meetings of bankers, insurers and other
interested groupsin al regions of the world. These have ranged from the very first meeting in Geneva
in September 1994, attended by some 50 bankers, to the Third International Roundtable in New
Y ork which attracted some 350 participants. The agenda for these meetings has changed very littlein
the intervening years. There is dill a very grest concern about the impact of environmental risk on
clients financid performance and the knock on effect that his might have on the banks own results.
But there is dso an increasing awareness of the opportunities created by a conscious approach to
environmental opportunities. Financid inditutions are big businesses in their own right and taking an
eco-efficient gpproach to their own business operations is some times the firg sengtizing to
environmentd issues. This improved environmenta performance generaly brings with it an improved
financia performance and awillingness to consider this area more pro-actively. In our experience the
awareness rasing is best done a a regiond or nationd level rather than a a globd levd. Also it is
important to have practitioners talking to their peers as a further demondration of the business
centred focus of this activity. Some years ago the phrase ‘environmental sense makes business
sense’ was fird used and since then it has been a key theme in convening meetings around this
subject.



The common theme in dl of these gatherings has been thet it is industry practitioners who are
addressing these subjects and that they are addressing them from the perspective of being insde their
business looking out rather than an outsider looking in. The persuasive arguments employed by a
banker talking to his peers are very different to those that would be employed by a different
congtituency and have a different set of results.

Initidly UNEP s role was an educationa and information giving role in partnership with afew banks.
Now it is very much as a catalys as the sector has started to educeate itsdf on the importance of
addressing these issues for the long term, as key surviva issues for the sector. UNEP acts as aguide
in this unique partnership and facilitates change amongst informed banks within the sector. It has a
clear leadership role as the environmenta voice of the United Nations and it is one thet is increasingly
listened to by the private sector. For example, in fulfillment of its secondary objective UNEP has, as
pat of its assessment of the leve of implementation of the Statement, collected examples of
innovative products and services that have been created by sgnatories and promulgated such
information amongst the indudiry. At the time of the last review in 1999 amogst 60% of Sgnatories
had introduced specific products or services that have an environmentd as well as financid
dimengon. By far the most common was a discounted |oan facility for an environmenta improvement
or a ‘green’ savings product but did aso include environmental consultancy, bio-degradable credit
cards and a green garbage waste disposal business. In addition it has involved signatories in other
areas of UNEP swork, and with other UN agencies either as participants or advisors in a number of
work programmes. In 1998 a number of signatories acted as peer reviewers of a training manud -
Accounting and Financiad Reporting for Environmenta Liabilities and Costs, which was then used to
train national standard setters, regulators and others involved in this area of the financia services
industry. A direct result of this programme, which is gill on-going, is that a mgjor bank who hosted
one of the workshops has introduced arating system using this information and is planning two sector
specific seminars. Aswell as this other indtitutions have used the materid to inform their own internd
rsK training programmes.

This is the background to the latest phase of UNEP's work with the financial services sector and
may well serve as amodd for its future work with the sector. This involves a wide range of financid
indtitutions and other interested sectors in addressing one of the mogt critical issues in the current
financid services sector and environment debate - the promotion of environmentaly sound
technologies through the supply of innovative products and services leading to the promotion of
environmentaly superior technology. A virtuous cirde bringing with it environmental and financid
benefits for dl involved loca communities, suppliers, cusomers, and of course the environment as
well asthe more traditiond parties of owner, worker and financier.

UNEP’ S involvement in Cleaner Production (CP): a case description

I ntroduction

A concrete example of a UNEP technica co-operation project in promoting win-win technology
options in indudtrid invetment is the project “Strategies and mechanisms for promoting CP
investments in developing countries’, which was launched by UNEP in 1998 and has been funded
by the government of Norway. The project aims to demongtrate how investments in CP can be
dimulated by helping financid inditutions to understand its benefits, and by training nationd experts
to develop creditworthy CP investments proposals. Demondtration activities are being organised in




Guatemda, Nicaragua, Tanzania, Vietnam and Zimbabwe. UNIDO/UNEP Nationa Cleaner
Production Centres (NCPCs) support theinitiative in al these countries.

Constraints to CP investments

Investments in CP can have attractive economics due to the reduction of cogts for input materias,
energy and water, and expenditures on waste trestment and disposa, as well as increase of
production and better output qudity. Their payback period may, however, be longer than is
cusomay in a typicad EIA for a new invesment. Smdl and medium szed indudtries have a
particularly hard time making CP investments for avariety of reasons, ranging from the cost of capita
to the absence of gppropriate funding mechanisms. Furthermore, CP isless likely to be economically
atractive in countries with few and lax environmenta regulations, under-priced or free natura
resources and no green consumer movement. The table below summarizes the mgor problems of
funding CP investments from the perspective of the financia sector

Problemsto be Addressed Underlying Causes

1. Inability of financial institutions | - Impact of CP on profitability of investments and creditworthiness of

and industrial authorities to assess
the technical and financial merits of
CP investment proposals.

borrowers not understood by credit providers.
- Inability of credit providersto assess the CP content of investment
proposals.

2.Lack of credit schemes customised

- Limited development stage of banking system, reflected in focus on

to Cleaner
Production investments.

traditional collateral value (land and buildings), short repayment periods
and provision of working capital only.

- Highinterest rates, (largely) caused by macro-economic and financial
instability.

3. Inability of to develop
creditworthy CPinvestment
proposals.

- Lack of CP assessment capacity, and CP assessments undertaken not
directed to result in creditworthy investment proposals (including business
plans).

4. High cost of implementation of
Cleaner Production.

- Limited local availability of CP adapted technology and devices and
engineering and installation services.

- Perceptions regarding high technology risks associated with CP
investments.

5. Lack of enabling environment for
Cleaner Production.

- Lack of conducive policy environment for Cleaner Production.
- Lack of demand for CP from industrial community.

Even in the cases where the management of a company has the intention to invest in CP, the
implementation of such a proposd can ill be hindered by a lack of financid resources. The
gppraisa of aloan application from a commercid bank depends not only on the way financid costs
and benefits are identified and quantified but so on the exigting rdationship between the bank and
the company and on the firm’s overdl creditworthiness.

Possible solutions

The following consderations may help banks to orient their lending towards CP. management
competence (CP as an integra part of Tota Quality Management), cash flow (CP reducing costs of
environmenta compliance), and long-term competitiveness. In mogt financid inditutions by far the
greatest leve of attention is paid to past cogts, including regulatory codts. It is not common for future
potential codts to receive the same level of assessment in a loan gpplication as past financia codts.
Yet the weight of regulation is getting heavier, not just in developed countries but in developing
countries and those countries with economies in trandtion. This does mean that a true assessment of
risk must factor in the future cogts of operation as well as the past performance.




In terms of equity financing, companies must comply with reporting standards of markets for stock
exchanges to generate capita through the issuance of shares. As environmental awareness increases,
shareholders may consider ecologica aspects in their investment behaviour. This has led to the
emergence of green investment funds and, for instance, the Swiss bank UBS AG offers the
possibility to invest in “ecologicad leaders’ or “innovators’ with a sgnificant window for CP
opportunities. Another dternative source of financing is leesing which can be geared towards
fadilitating the financing of CP investments.

The success of environmenta funds depends on the extent to which they manage to attract capitd.
Such funds can encompass various financid structures, including restricted accounts, lines of credit,
revolving loans and guaranty funds with specid emphass on CP. For ingance, the Nordic
Environment Financing Corporation (NEFCO) launched in 1997 a revolving facility for CP
investments in Lithuania and Northwest Russa. Development assistance presents a specific form of
specid-purpose funds which are often provided through financid intermediaries in developing
countries. An example of such afacility isa credit line for CP financing in China.

UNEP’ s project

The expected results of the project at the country level are:
More effective interaction between financia and manufacturing sectors,
Improved ability of public and private financia inditutions to assess invesment proposds and
provide preferentid treatment to CP;
Improved ability of technical assistance and CP assessors to develop creditworthy CP investment
proposds and mediate in obtaining funding for their implementation; and
Anincrease in CP investment in participating countries particularly in slected priority sectors'.

At the globd levd, the project ams a developing new instruments and project initiatives (including
credit lines, trust funds, policy changes, training, etc.) to fogter additiona CP. The project is
supported by nationa co-ordinators and advisory boards. An international Advisory Board provides
overal guidance and ensures that there is no overlap of activities between countries or regions. It will
use the accumulated experience gained with UNEP's Cleaner Production Programme and the
UNEP Financid Inditutions Initiative which promotes the integration of environmenta considerations
into the financial sector’s operations and services.

Project implementation has started in spring 1999 with a magor study on past investment practices. It
became clear at an early stage that there is a wedth of knowledge outside the selected countries and
these resources are dso being tapped. Pardld activities are currently identifying the existing tools
used by investors, appraisers and project developers to integrate CP into project assessment.
Additionaly the same expert group is developing what could be the elements of an ided assessment
toal. It is hoped to bring this to the market in the form of trid project assessments in the first haf of
next year. The project is scheduled to be completed in 2002 and is working in close co-operation
with partner agencies such as UNIDO, ICC, IFC, World Bank, OECD, sdected bilateral
programmes and commercia banks, and UNDP.

! Three-four subsectors have been selected in each demonstration country, representing most important
industries, for example food processing, textiles, tanneries and small-scale mining in Tanzania. Thiswill provide an
opportunity to formulate draft benchmarks to for use by authorities and financial institutions at the country level.



Conclusion: the big challenge

Since its beginnings in the early 1990's the financid indtitutions initidive has grown from an initiative
addressing one aspect of the financid services sector, the private sector, and within that just
commercid banks, through to a broad based initiative addressng the whole range of financia
indtitutions in the market place today. In part this has been due to the growth of understanding,
amongs both financia service providers and UNEP and partly due to the growth in private sector
financid investment. Capital invesments in developing countries have multiplied during the 1990s.
Internationa financing inditutions such as the World Bank and regiond development banks have
played an important role in this development, but the most spectacular growth has taken place in
private sector investments. This flow has mostly been for investments smilar to what had been the
pattern during the indudtridisation period of OECD countries. Such investments, whilst necessary,
often lead to increased pollution loads and use of energy and natura resources. The awareness of
this potentially double cogt, firgtly to industridise and secondly to upgrade to cleaner production
processes has been a strong motivator in driving this programme forward.

Globdisation aso presents a mgor chalenge to developing countries in their attempts to promote
economicaly viable domestic and internationd invesments, and to financid inditutions who are
looking for new and emerging markets. Ecologicad consderations often relate to environmenta
impact assessments (EIA) and/or emisson standards only without any linking between socid,
environmental and economic performance. The chdlenge is to achieve sustained income growth for
these economies by rasing invesment rates, strengthening technologica capacities and skills, and
improving the competitiveness of products and services in world markets, distributing the benefits of
growth equitably by creating more and better employment opportunities and protecting and
consarving the physica environment for future generations. That is why the CP Investments project
and the CP Programme generdly is so criticaly important for developed and developing countries
dike. The CP project is only working, directly, in five countries yet the results will have an impact in
a large number of economies. Already the number of countries actively engaged has more than
doubled with further enquiries from most regions of the globe. It is clear that there is an interest and
an enthusasm to know more. It is dso clear that there is a lot to be done and very few inditutions
working in this area. The challenge will be to use the multiplier effect of the demondtration projects to
best advantage so that the legacy of this project is not a series of reports but rather a series of
manufacturing businesses demongrating that sustainable development works. The reports will be
important in pointing the way for othersto follow these pioneers of indudiry.

UNEP will face a number of chalenges in making this vison a redlity. No one underestimates the
difficulties facing these economies and the changing shape of the financid services sector adds to the
problems. UNEP has to change the way it addresses the market in response to such changes and
has to do this with very limited resources. Whilgt it is unlikely that any new Statements will be created
to face the sector there have been changes in the way engagement is addressed. Broader
consultation, participation of a number of stakeholders, Nationa Governments, NGOs, and
academics, never enough but aways more than before helps to bring these issues to the top of the
agenda. Thisis how UNEP will continue to work; raising difficult issues in an atmaosphere of dialogue
and openness and continuing to push the agenda so that complacency is never an option.
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