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INTRODUCTION

The environmental and social impacts of
export credit and investment insurance
agency (ECA) activities have received
limited public scrutiny. Outside trade
and finance circles little is known about
ECAs—financial institutions that gov-
ernments create to promote exports and
facilitate investments in riskier overseas
markets. During the 1990s, ECA financ-
ing through loans, project guarantees,
and investment insurance averaged $80-
$100 billion or more per annum,1

roughly twice the levels of official de-
velopment assistance during the same
period ($50 billion).2 By the late 1990s,
bilateral banks, made up largely of
ECAs, accounted for 31 percent of all
the long-term financing received by de-
veloping countries while multilateral in-
stitutions accounted for 17 percent.3

In the past decade, the economic liber-
alization policies adopted by many coun-
tries, and a phenomenal rise in private
capital flows has dramatically acceler-
ated global economic integration. This
has been particularly pronounced for
developing countries. Between 1990 and
1997, private capital flows to develop-
ing countries, virtually all of it from the
world’s leading industrialized econo-
mies, roughly quintupled.4  ECA provi-
sion of project and trade financing grew

in tandem, following much the same
pattern.5 During the same period, gov-
ernments throughout the world nego-
tiated international environmental trea-
ties to address the degradation of the
world’s environmental commons. But
these conventions, including the United
Nations Framework Convention on Cli-
mate Change (UNFCCC), are struc-
tured in terms of the nation state,
largely ignoring the power of private fi-
nance to shape environmental outcomes
in an increasingly integrated world
economy. To an ever greater extent, pri-
vate capital flows are responsible for
building developing countries’ physical
infrastructure. Much of this infrastruc-
ture will shape the pattern of emissions
growth in these countries, including
power generation, transportation infra-
structure, manufacturing plants, and
development of coal, oil, and natural gas
resources.

In the same way that international en-
vironmental agreements ignore private
capital flows, commitments made by
governments to address the environ-
mental impacts of ECA financing do not
address threats to global commons, in-
cluding climate change. In June 1999,
the world’s seven leading industrial
economies (Canada, France, Germany,
Italy, Japan, the United Kingdom, and

the United States) plus Russia (the G8)*

met at a summit in Cologne, Germany,
and agreed to work toward a set of com-
mon environmental guidelines among
their ECAs. The G8 communiqué from
the Cologne Summit also emphasized
the problem of climate change and the
importance of helping developing coun-
tries address its challenges. Efforts to
move these commitments forward,
however, have not connected these two
priorities. As a result, negotiations of
common ECA environmental guide-
lines have not included climate change
concerns.

The failure to place ECAs within a wider
development and environmental context
is generating a policy perversity. Gov-
ernments pursue one set of objectives
through climate negotiations, while their
finance and trade arms ignore the glo-
bal environmental implications of their
activities. Although industrialized coun-
tries emphasize the importance of ad-
dressing carbon emissions in developing
countries, evidence presented below in-
dicates that ECA financing to develop-
ing countries favors exports and invest-
ments that disproportionately benefit
energy- and carbon-intensive industries.

The following analysis examines ECAs
in more detail—in particular, the climate

* These seven industrialized economies are referred to as the G7.  In negotiations and discussions between foreign affairs ministries and heads of state,  the
group has expanded to include Russia and is referred to as the G8.
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implications of their financing ac-
tivities. The analysis discusses why
ECAs have remained outside of
public debates and how this con-
tributes to the contradictions out-
lined above. Particular attention is
given to the fact that most ECAs
operate with little or no transpar-
ency, and, as a result, are rarely ac-
countable for the environmental
consequences of their financing. The
analysis suggests a reform agenda for
ECAs, and actions that might help to
align trade and investment policies with
climate commitments.

THE NUTS AND BOLTS OF ECA
FINANCING

ECAs exert a powerful leveraging effect
because they draw in additional private
financing for exports and overseas in-
vestments. ECAs generate leverage be-
cause they spread or reduce risk through
such instruments as trade finance,
project finance, guarantees, and insur-
ance.6   (See Box 1.)   The last three in-
struments have grown in importance
during the past decade.

Project financing attracts private inves-
tors because it is based on the merits of
the project rather than the credit wor-
thiness of the investors themselves. It is
non-recourse in nature, meaning that a
project’s sponsors have no legal require-
ment to ensure repayment if project cash
flows prove insufficient to cover the
debt.7    Through guarantees or insurance
ECAs assume partial or full liability for
a project’s failure or a borrower’s default,
providing a safety net to exporters and
private investors.

ECAs take different institutional forms (ex-
port-import banks, state-owned com-panies,
and even private banks that manage and
disburse government funds), but most
specialize in a particular subset of finan-

cial services. ECAs generally fall into two
categories: those that concentrate on
export credits, project finance, and guar-
antees (export-import banks) and those
that underwrite investments against
losses (investment insurers).

In the last decade, the role of ECAs in
reducing risk has become more impor-
tant. The worldwide growth in private
capital flows, particularly foreign direct
investment, has increased the demand
for ECAs’ project financing, risk guar-
antees, and insurance. Roughly half of
new ECA commitments in recent years
has been for project financing of large
infrastructure, power generation, and
telecommunication projects.8 Similarly,
the volume of investments underwritten
by ECAs that belong to the International
Union of Credit and Investment Insur-
ers, known as the Berne Union, climbed
from $17 billion in 1990 to $43 billion
at the end of 1996.9  During the same
period, the traditional financing pro-
vided by ECAs—short-term export cred-
its with maturities under a year—dimin-
ished as ECAs increasingly privatized or
delegated this form of lending to private
commercial banks.

Project financing has grown in tandem
with increases in international private
capital flows.10 Over half of new com-
mercial bank lending in the mid-1990s
was for project financing of infrastruc-
ture, roughly $22 billion per annum.11

Other statistics indicate that project fi-

nance increased from $10 billion in
1990 to $80 billion in 1995.12 Al-
though project finance has grown
dramatically, official statistics of
capital flows do not separate out this
category; and do not provide any dis-
aggregated information on ECA
finance. The analysis that follows
relies on information from a com-
mercial database, Project

FinanceWare. (See Box 2.)  The data re-
flects the growing importance of project
relative to trade finance, with the former
representing almost three-quarters (74
percent) of all the flows that this data-
base captures.

ECA FINANCING AND CLIMATE

CHANGE IN DEVELOPING COUNTRIES

Overall, flows of trade and project fi-
nance going to developing countries is
concentrated in sectors with important
implications for future greenhouse gas
(GHG) emissions. From 1994 through
the first quarter of 1999, three-fifths of
project and trade finance going to de-
veloping countries ($216.6 billion out of
$376 billion) supported exports or in-
vestments that are energy-intensive: fos-
sil-fuel power plants, oil and gas
development (exploration, extraction,
refining, and distribution), energy-inten-
sive manufacturing (chemicals, iron and
steel, pulp and paper),13  transportation
infrastructure, and aircraft.14 Fossil-fu-
eled power generation, and oil and gas
development alone accounted for nearly
40 percent of project and trade finance
flows to developing countries. The
remaining energy-intensive sectors
(transportation infrastructure, energy-
intensive manufacturing, and aircraft)
accounted for another 20 percent of all
the financing destined for developing
countries.15

Flows going to fossil-fueled power gen-
eration along with upstream and down-

Fossil-fueled power generation and oil
and gas development alone accounted for
nearly 40 percent of project and trade
finance flows to developing countries from
1994 to the first quarter of 1999.
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stream oil and gas development are fa-
cilitating the extraction of fossil fuels and
the power base that will consume them
over the next 30 to 50 years. This is the
same period during which developing
countries’ annual and total contributions
to industrial emissions will achieve par-
ity with that of industrialized countries.16

Although these investments are likely
upgrading infrastructure, introducing
more energy-efficient technologies, and

permitting fuel-switching from coal to
less carbon-intensive natural gas, it is
unclear whether such upgrades can
transform the fixed capital that drives
the carbon-intensity of many economies.

Historically, increases in GHG emissions
closely track economic expansion.17  De-
veloped countries have mature econo-
mies experiencing lower rates of growth,
most of which is  concentrated in ser-

vice sectors. Stable or falling population
sizes are also dampening growth in en-
ergy consumption. By contrast, develop-
ing countries have rapidly growing popu-
lations and expanding industrial sectors.
How much these countries increase en-
ergy consumption and emissions will de-
pend on these economies’ energy mix,
economic structure, and the efficiency of
their fixed capital. These factors drive
energy consumption; moreover, private

Export Credit and Investment Insurance Agencies: The Tools of Their TradeBox 1

ECAs are bilateral organizations that
provide financial services to support the
overseas trade and investment activities
of private domestic companies.  Their
business is directed at companies from
their home countries trying to enter or
compete in emerging market economies
or economies in transition (newly inde-
pendent states).  Unlike commercial
banks that seek a market return on their
loans or insurance, ECAs only seek to
recover their operating and financing
costs, providing an implicit subsidy to
their clients.  The financial instruments
employed by ECAs are described below.

Trade Finance.  This type of finance
consists of loans with shorter maturities
(less than 2 years) that finance the ex-
port or import of equipment or services.
ECAs generally divide their trade fi-
nancing into two categories export
credits and import credits.   In the
case of export credits, short-term loans
are provided directly to exporters or to
intermediary banks that, in turn, loan to
exporters.   Import credits are similar,
but they are directed at foreign buyers
of goods and services originating from
the ECA’s home country.  Lending to
foreign buyers is usually done indirectly
with ECAs establishing credit facilities
or agreements with banks in developing
countries that in turn provide the loans
to foreign buyers.

Project finance.  ECAs provide
longer-term loans (maturities of 5 to 10
years) to overseas projects (building a

power plant or manufactruring facility,
for example) when companies from their
own countries are substantially involved.
Project finance is usually non-recourse
in nature, meaning that the loan is to be
repaid from the revenues the project
generates; if the project fails, the only
recourse available to the lender is the
value of the project’s assets.  In effect,
the lender cannot go after the assets of
its creditors.

Guarantees.  ECAs grant guarantees
to cover investor losses caused by civil
unrest, expropriation of property, na-
tionalization (these are classified as po-
litical risk guarantees), the inability to
convert local currency into hard cur-
rency (currency transfer risks), or from
breach of contract by a host country
government (partial risk guarantees).
ECAs also back loans against default
(loan guarantees), making it attractive
for commercial banks to lend money to
private exporters or investors.  Sover-
eign governments back guarantees.
When a private client’s losses are cov-
ered by a guarantee, the government of
the ECA that issued the guarantee as-
sumes the liability.  In some cases, ECAs
are able to recover losses from the gov-
ernment where the project or borrower
is located (usually a developing country).
A developing country government as-
sumes the loss as part of its official debt
with the country that issued the guar-
antee.  In effect, the liability passes from
the private to the public domain, and in
some cases from an industrialized coun-

try to a developing country’s official
debts.

Insurance.  This instrument is similar
to a guarantee, but tends to be narrower
in scope with regard to the losses cov-
ered.  Insurance is sold to private cli-
ents at premium prices that reflect the
risks associated with the country,
project, or specific risk being covered.
The higher the risk, the higher the pre-
mium.  Governments replenish reserves
with public funds on regular intervals
or when insurance claims require it, but
ECAs generally help build their own
reserves and cover operating costs from
insurance sales.

Equity Funds.  A limited number of
ECAs are creating equity funds that in-
vest directly in development, infrastruc-
ture, or other commercial projects in
developing countries.  Private investors
that contribute their own money to such
funds are sometimes guaranteed mini-
mum returns. Equity funds help ECAs
spread risks across a number of projects
and make it possible to invest in smaller
projects.   When guaranteed returns are
provided, they also attract additional
private money.

Sources:  Michelle Chan, The Anatomy of
a Deal: A Handbook on International Project
Finance, (Washington, D.C.: Friends of the
Earth-US, 1996); and Genaro G. Fullano,
Introduction to Transactional Project Finance
(Washington, D.C.: Nixon, Hargrave,
Devans & Doyle, LLP, 1997).
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capital has the greatest influence over
them. For example, between 1975 and
1990, carbon emissions from manufac-
turing in Germany and the United King-
dom fell by 4 and 2 percent respectively,
and remained almost flat in the United
States and Japan18  even as this sector
continued to grow. The decoupling of
energy consumption from economic
growth in industrialized countries re-
sulted from switches in fuels, increases
in energy efficiency, and shifts to less
energy-intensive products.19  The key

question is: are ECAs spurring similar
transformations in developing countries?

ECA financing, guarantees, and insurance
accounted for roughly $44.4 billion or 20
percent of all the financing supporting en-
ergy-intensive sectors and exports in devel-
oping countries from 1994 through the first
quarter of 1999. The majority of this financ-
ing consisted of insurance and guarantees for
capital projects ($34 billion) with the remain-
der ($10.4 billion) being loans for projects or
export trade.20 If the leveraging effect ECAs

exert is considered, however, their reach is
even greater. The total value of the energy-
intensive projects or exports for which ECAs
provided some form of financing exceeded
$103 billion, demonstrating that every dollar
of ECA financing draws in more than two
dollars of private capital. This $103 billion
accounts for just under half of all trade and
project financing going to energy-intensive
sectors in developing countries.21

A closer look at this $103 billion in
projects and exports (see Figure 1) re-
veals extreme concentrations in fossil-
fueled power, and oil and gas develop-
ment. These concentrations are both
sectoral and geographic. Upstream and
downstream oil and gas development
projects account for $40.5 billion and
fossil-fueled power $33.3 billion; to-
gether they equal 71 percent of the above
total. ECA-supported projects also favor
rapidly growing emerging market econo-
mies. Over three-quarters of ECA-sup-
ported fossil-fueled energy and power
project financing in East and South Asia
went to just five countries: China ($6.2
billion), Indonesia ($5 billion), Pakistan
($3.6 billion), the Philippines ($3.6 bil-
lion), and India ($3.3 billion). Likewise,
over two-thirds of project financing for
oil and gas development in Latin America
went to four countries: Venezuela ($9.6
billion), Mexico ($2.5 billion), Colombia
($2.2 billion), and Bolivia ($2.2 billion).
Not surprisingly, the most important des-
tinations of ECA export credits and
project financing for energy-intensive
activities include developing countries
with some of the largest GHG emissions.
(See Figure 2.)

Rather than decelerating developing
countries’ dependence on fossil fuels,
ECAs appear to be investing heavily in
their long-term consumption and ulti-
mately the associated greenhouse gas
emissions. A recent report by the Insti-

Overview of Project FinanceWareBox 2

Private banks and other financial insti-
tutions use Project FinanceWare, a com-
mercial database available from Capital
Data Limited (London, United King-
dom) to track the status of project fi-
nance transactions. Capital Data Lim-
ited obtains its information directly from
commercial banks, investment houses,
and multilateral development banks.
These institutions report on the finan-
cial transactions in which they play a
banking role and include information on
whether or not there is ECA involve-
ment. Consequently, the data on ECAs
is indirect.

Project FinanceWare provides details on dis-
crete tranches of capital that are assembled
for individual trade and project finance deals.
The database identifies the financing roles
played by participating banks, including bro-
kers, managers, arrangers, providers, facility
agents, securitizers, and guarantors.  It
is possible to sort projects by
sector and subsector categories, country lo-
cation, country finance source, and whether
it is a development project that involves
multilateral development banks.  The data-
base reports on ECAs in the context of their
primary banking roles;  i.e., whether they are
providing or guaranteeing  (the latter includes
investment insurance) a tranche of financ-
ing.

Project FinanceWare contains time se-
ries data beginning in 1994 and is

updated quarterly.  The cumulative to-
tal project and trade financing recorded
in Project FinanceWare for the five-year
time period examined in this report
(1994 through the first quarter of 1999)
is $998 billion. About 38 percent of the
total ($376 billion) went to developing
countries.  This proportion is consistent
with official statistics on the flow of for-
eign direct investment to developing
economies. The latter figure is also
roughly equivalent to 30 percent of to-
tal capital (both public and private) that
entered developing countries during the
same five-year time period.

The values of project or trade financing
supplied by Project FinanceWare are not
corrected for inflation or adjusted to
reflect any base-year currency values.
Consequently, all the figures presented
in this document are also unadjusted for
inflation or currency values.  Capital
Data Limited,  calculates project
amounts using the U.S. dollar value of
the financing at the time they enter it
into the database.  In the case of for-
eign-currency denominated projects,
Capital Data Limited converts these to
U.S. dollar equivalents based on ex-
change rates published by the Financial
Times.

Source: ProjectWare Fields, Roles and
Tables.  Unpublished document. May 1999.
Produced by Capital Data Limited, United
Kingdom.
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tute for Policy Studies, Friends of the
Earth-US, and the International Trade
Information Service looked at thermal
power, and oil and gas projects in de-
veloping countries that received sup-
port from the Export-Import Bank of
the United States (Ex-Im Bank) and the
Overseas Private Investment Corpora-
tion (OPIC) between 1992 and 1998.
The authors estimated that these
projects will release 29.3 billion tons of
carbon dioxide (CO2) over their life-
times, an amount roughly equal to glo-
bal CO2 emissions in 1996.22

ECAS AND POLICY PERVERSITY

Public funds or institutions that support
private activities should generate wider
social and economic benefits such as in-
creased domestic employment, devel-
opment of new markets, equitable eco-
nomic growth, and pollution abatement.
Most ECAs claim that they generate
these benefits, and justify their financ-
ing and banking services to private cli-
ents on this basis. From a climate per-
spective, however, ECAs appear to be
doing more harm than good. ECA fi-
nancing to energy-intensive sectors is
even more concentrated in oil and gas
development (39 percent) than total
trade and project financing flows (29
percent) to these sectors.23   Further-
more, such lopsided investments are not
balanced by financing for cogeneration,
renewable energy, or energy efficiency
technologies in any significant volumes
(ECAs supported about $2 billion in fi-
nancing for hydroelectric and geother-
mal power projects).24

Data gleaned from Project
FinanceWare indicates that ECAs di-
rectly undercut the climate commit-
ments and concerns of their own gov-
ernments. This is particularly true of the
governments from the G7 countries. In
June 1999 at the annual summit meet-

ing of the G8, these countries agreed to
work toward a set of common environ-
mental guidelines by 2001.25  They greatly
emphasized the problem of climate
change, giving equal importance to mak-
ing progress domestically and increasing
the participation of developing countries
in limiting greenhouse gas emissions. The
communiqué specifically states: “We
welcome the action already taken by devel-
oping countries and stress the need to sup-
port their efforts through financial mecha-
nisms, the development and transfer of
technology, and capacity building.” 26

The January 2000 meeting of World Eco-
nomic Forum in Davos, Switzerland,
which brought together government,
business, and civil society leaders from
around the world, also stressed the ur-
gency of addressing climate change.
Leaders at the Forum voted climate

change the biggest challenge of the new
millennium. Yet, most of the wide-rang-
ing discussions on economic globaliza-
tion did not examine how international
finance might assist or limit global ef-
forts to meet this challenge.27

Of greatest concern, however, are the
contradictions between ECA financing
and the commitments under the
UNFCCC. Under this Convention (pri-
marily Articles 4.5, 4.8, and 4.9), indus-
trialized countries agreed to facilitate
the transfer of environmental technolo-
gies to developing countries and develop
the financial mechanisms necessary for
such transfers.28 The principal financial
mechanism functioning to date is the
Global Environment Facility (GEF),
which provides complementary funding
that helps developing countries to assess
climate change risks and remove barri-

Project and Trade Finance for Energy-Intensive Sectors in
Developing Countries Supported by ECAs, 1994-99

Figure 1

Source: Project FinanceWare, Capital Data Ltd., Copyright 1997-99.

US$
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ers to renewable energy and energy ef-
ficiency technologies. Between June
1991 and June 1998, the GEF approved
$1.9 billion in total financing.29 If addi-
tional government and implementing
agency funds (estimated at a third of
GEF financing) as well as private sector
financing (an estimated $1.2 billion at
the end of 1997) are factored in, the
GEF mobilized roughly $3.8 billion for
all global environmental problems in this
seven-year period.30 About 40 percent of
this went to climate change projects, but
even these figures reflect commitments
rather than disbursements (the GEF dis-
bursement to commitment ratio was
close to 50 percent as of June 1998).31

Thus, GEF funds, together with the ad-
ditional financing they have leveraged,
represent only a small fraction of the
resources ECAs mobilize. The reason for
this disparity is that most technology
transfer and technical change occurs

through market or private transactions.
In effect, the failure to align ECAs with
climate objectives represents a lost op-
portunity to influence technology trans-
fer, a major objective of the UNFCCC
and its signatories.

The G7 countries account for the larg-
est volumes of ECA financing for en-
ergy-intensive exports and projects in
developing countries. Figures 3 and 4
rank ECAs on the basis of the largest
cumulative flows of financing to energy
intensive sectors from 1994 to 1999. The
leading ECAs in order of importance are
the Japan Export Import Bank
(JEXIM),*  Germany’s Kreditanstalt für
Wiederaufbau (KfW), the two U.S. ex-
port credit agencies, Ex-Im Bank and
OPIC, and Canada’s Export Develop-
ment Corporation (EDC). In terms of
guarantees and insurance, the biggest
players in the field are Ex-Im Bank fol-

lowed by COFACE (France), Hermes
(Germany), the Export Credits and
Guarantees Department (ECGD) of the
United Kingdom, and JEXIM.

The ultimate irony is that in the ongoing
negotiation of the Kyoto Protocol, a num-
ber of these countries are pushing for
developing countries to take on volun-
tary commitments to reduce GHG emis-
sions. In the United States, the Congress
is conditioning its ratification of the
Kyoto Protocol on commitments by de-
veloping countries to emission reduction
targets. Industrialized countries are ask-
ing developing countries for one thing
(action to address emissions increases)
while their ECAs do quite another in
these countries (facilitate energy-inten-
sive development). Unfortunately, ac-
tions speak louder than words.

Developing country governments and
civil society groups will have different
perspectives on the implications of this
wave of ECA-supported investments
from the north. Some developing coun-
try delegations and negotiators under
the UNFCCC may emphasize the im-
portance of aligning these flows with in-
dustrialized countries’ commitments to
support technology transfer and leap-
frogging in developing countries. Civil
society groups in developing countries
are likely to stress the importance of
reducing the contradiction between
these flows and a number of interna-
tional commitments made by govern-
ments since the 1992 Earth Summit in
Rio de Janeiro, Brazil. But policymakers
in other arenas, particularly trade and
economic planning ministries, are likely
to perceive any initiative to redirect ECA
financing as limiting their own latitude
for policy and decisionmaking.

* In August 1999, the Export Import Bank of Japan merged with Japan’s Overseas Economic Cooperation Fund to form the Japan Bank for International
Cooperation (JBIC).  The data contained in these figures relate only to JEXIM lending and financing before this merger.

Top Developing Country Recipients of ECA-Supported
Financing for Energy Intensive Sectors, 1994-1999

Figure 2

Source: Project FinanceWare, Capital Data Ltd., Copyright 1997-99.

billions of U.S. dollars
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THE ROOTS OF POLICY PERVERSITY

The policy perversity discussed above
does not result from governments delib-
erately undermining climate commit-
ments. The roots of this perversity lie in
a number of institutional problems re-
lated to how trade and investment poli-
cies are set and how ECAs operate.
These problems are discussed below.

No Policy Coherence: The first prob-
lem is the lack of coherence among dif-

ferent policy arenas at national and in-
ternational levels. In most industrialized
countries, trade and finance policies are
set apart from environmental and devel-
opment assistance policies. The result is
that trade and finance ministries, includ-
ing the majority of ECAs that play within
their arenas, argue that addressing envi-
ronmental, human rights or equitable
development concerns are outside their
defined competencies.32 But this argu-
ment ignores the process of reform that

bilateral aid agencies and multilateral
development banks have undergone. In
the last 10 years, the latter group of in-
stitutions, in which OECD governments
are major shareholders, recognized the
need to address social and environmen-
tal impacts in their development financ-
ing. Most of these institutions (includ-
ing the World Bank Group and the
OECD’s Development Assistance Com-
mittee) have since adopted environmen-
tal standards and practices.

Leading ECA Suppliers of Direct Financing for Energy-Intensive Projects and Exports in
Developing Countries, 1994-99

Figure 3

(Total Financing = US $10.4 billion)

billions of US dollarsSource: Project FinanceWare, Capital Data Ltd., Copyright 1997-99.

Leading ECA Guarantors and Insurers of Energy-Intensive Projects and Exports in Developing
Countries, 1994-99

Figure 4

(Total Value = US$34 billion)

billions of US dollarsSource: Project FinanceWare, Capital Data Ltd., Copyright 1997-99.
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Most of the OECD governments that
supported the above reforms, however,
did not include their trade and export
agencies in a similar process. The mag-
nitude of this omission is becoming evi-
dent given the growing role of foreign
trade and investment in developing
country economies. Not surprisingly,
multilateral initiatives to expand com-
mon trade and investment regimes are
foundering on the rocks of environmen-
tal and social opposition. The recent
OECD failure to negotiate a Multilat-
eral Agreement on Investments (MAI)
and public protests at the meeting of the
World Trade Organization (WTO) in
Seattle are cases in point.

The globalization of the world economy
and the growing role of bank financing,
underscore the need for greater policy
coherence between trade, investment,
and development. In the last ten years,
commercial investment banks have en-
tered the dozen or so emerging markets
where most ECAs concentrate their
lending. As a result, ECAs are now us-
ing their leveraging power to benefit
industries or markets with growing ac-
cess to commercial financing and insur-
ance: aircraft, oil and gas, and telecom-
munications, among others. This begs
the question: Are ECAs fulfilling their
original purpose of supporting markets
and projects that commercial banks are
reluctant to finance or underwrite on
their own?

No Transparency in ECA Decision-
making: The second fundamental prob-
lem that contributes to the contradiction
between climate policies and commit-
ments and ECA investments is the lack
of transparency that characterizes most
ECA financing decisions. A review of the
environmental information that the lead-
ing ECAs of the OECD countries make
available and whether they engage exter-

nal stakeholders (see Table 1) explains
why policymakers and civil society groups
have not taken note of ECAs. As of Feb-
ruary 2000, only four out of twelve lead-
ing OECD ECAs made details of their
environmental guidelines publicly avail-
able. Only two ECAs routinely shared en-
vironmental information with outside
parties, solicited public comment on
their environmental assessments, and
reported some CO2 emissions.

ECAs generally argue against greater
transparency, citing the need to protect
their clients’ business confidentiality.
But two analyses of information disclo-
sure policies in the banking and power
sectors indicate that transparency con-
tributes to better decisionmaking and
does not significantly affect a company’s
or bank’s private interests.

The Institute of International Finance
(IIF), a global association of financial in-
stitutions with more than 300 members
from 50 countries, convened a working
group on transparency in emerging mar-
ket finance. This group examined the
need for timely, reliable statistics on
capital flows, external debt, and inter-
national reserves. It highlighted the
need for published financial audits and
information to permit more accurate
assessments of market risks in emerging
markets.33

Another report assessing the U.S. Energy
Information Agency’s proposed
confidentiality policy in the context of re-
porting requirements for utilities, em-
phasized the importance of adequate
environmental information to support
informed consumer choices, assess the
performance of private and public poli-
cies, and encourage market competition
in deregulated energy markets. This re-
port points out that in most cases, infor-
mation disclosure requirements can be

designed to minimize any potential com-
petitive harm to individual firms, and that
disclosure of power plant performance
usually has little competitive value. 34

No Credible Environmental Guide-
lines that Assess Climate Change
Impacts: Closely intertwined with the
problem of limited transparency is the
failure of ECAs to adopt a credible set
of common environmental guidelines.
When the G8 countries’ heads of states
called for common ECA environmental
guidelines, they set a deadline for de-
veloping them by 2001 and decided to
work within the OECD Working Party
on Export Credits and Credit Guaran-
tees (ECG) to meet this commitment.
Furthermore, at the1999 OECD Coun-
cil Meeting at the ministerial level, all
OECD countries asked the ECG to work
toward common environmental ap-
proaches among their ECAs. To date the
ECG (which excludes ECAs that mar-
ket investment insurance) has limited
the access of outside stakeholders to its
decisionmaking process, setting condi-
tions on the environmental advocacy
groups they will engage and agreeing
only to informal meetings.35   At a late
February 2000 meeting on environmen-
tal matters, the ECG agreed that each
country would continue to develop its
own methods for assessing environmen-
tal impacts, refine a previous agreement
to share environmental information be-
tween ECG members that co-finance a
project, and consider how to synthesize
best practices related to environmental
reviews and assessments.36 There are few
ways to monitor whether and how the
ECG and its members are advancing
these agreements, and no formal mecha-
nism for outside stakeholders to contrib-
ute to this decision-making process.
Even farther behind the ECG is the as-
sociation representing ECAs that mar-
ket investment insurance: the Berne
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Union. This group has yet to acknowl-
edge the need for, or any intent to, de-
veloping common environmental guide-
lines or standards for its members.

A deficiency that plagues most ECAs’ in-
dividual environmental guidelines is the
absence of any criteria or rules to assess
potential impacts on global commons: in-
ternational waters and oceans, climate
and atmospheric resources, forests, and
biological diversity. The wave of finan-
cial flows entering emerging markets has
important implications for the general
trajectory of GHG emissions in these
countries. With two lone exceptions, Ex-

Im Bank and OPIC which publicly re-
port some project-based CO2 emissions,
no other ECA reports on the GHG emis-
sions.37 , 38

A number of ECAs argue that a defined
set of common environmental standards
is inappropriate given their organiza-
tional differences, the need to consider
host country priorities, and the variations
in the nature and quality of business ac-
tivities they finance.39 While these con-
cerns are legitimate, the same set of chal-
lenges has not prevented ECAs from
negotiating a common set of rules in
other areas. The degree of harmoniza-

tion negotiated by ECAs under what is
an OECD-supported but nonbinding
gentleman’s agreement, Arrangement
on Guidelines for Officially Supported
Export Credits, is quite impressive.40

The agreement, which has been in place
since 1978, establishes minimum pa-
rameters for export credits and project
finance, mixed credits, and tied aid. It
also details requirements for evaluating
the quality of projects for which devel-
opment aid is provided, along with spe-
cific terms for financing for ships,
nuclear power plants, and civil aircraft.

Top Developing Country Recipients of ECA-Supported
Financing for Energy Intensive Sectors, 1994-1999

COFACE (France)

ECGD (UK)

EDC (Canada)

EFIC (Australia)

EID/MITI (Japan)

EKN (Sweden)

Ex-Im Bank (United States)

Finnvera (Finland)

Hermes (Germany)

JBIC (Japan)

Leonia Corp. Bank (Finland)

KfW (Germany)

OPIC (United States)

SACE (Italy)

World Bank Group

PUBLISH

ENVIRONMENTAL

GUIDELINES

DISCLOSE

SCREENING

CRITERIA

PUBLISH ENV.
ASSESSMENT

RULES

RELEASE

PROJECT ENV.
ASSESSMENT

SOLICIT

PUBLIC

COMMENTS

REPORT SOME

CO2 EMISSIONS

DISCLOSE

PROJECTS

APPROVED

Legend: Shaded areas reflect the positive position of ECAs on the indicated environmental criteria.
Sources: ECAs’ own webpages, annual reports, and other published reports analyzing ECAs. In a number of cases, NGOs that track the environmental performance
of these ECAs were also consulted. A detailed list of sources is available from WRI’s Institutions and Governance Program in the form of a technical note.

Environmental Information Disclosure by Leading ECAs and The World Bank Group
(February 2000)

Table 1
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MOVING FROM PERVERSITY TO

COHERENCE

It is tempting to conclude that the per-
versity outlined above inevitably lead
ECAs to do more harm than good from
an environment and development per-
spective. Based on this pessimistic as-
sessment, one might recommend that
governments extricate themselves from
the investment insurance and export
credit business. But the phenomenal
growth in the volume of private capital
flows, as well as the dearth of positive
policy instruments available to influence
these flows, means that reform rather
than elimination of ECAs should receive
priority. Major elements of such a reform
agenda are suggested below, with a par-
ticular focus on aligning ECA activities
with the climate commitments of both
industrialized and developing countries.

· Institutionalize consultation
and information disclosure, in-
cluding reporting of greenhouse
gas emissions.

One of the chief obstacles to harmoniza-
tion of ECA activities with climate and
development assistance is the absence of
timely and meaningful information on
ECA decisionmaking and financing.
Without access to such information, it is
impossible for policymakers in other are-
nas, banking institutions, or advocacy
groups to evaluate the environmental
merits of ECA-supported projects or ex-
ports.

 The first basic step ECAs can take to-
ward improving their transparency is to
open up the ECG process for defining
common environmental approaches and
guidelines. To date, this process has con-
sisted largely of an internal debate
among members of the ECG. Formal
consultations with environmental and
social advocates, development banks and
bilateral aid institutions that have envi-

ronmental policies and guidelines in
place, and environmental specialists,
would help the ECG make more robust
and technically sound decisions. If the
process continues to be closed, the final
guidelines or common approaches will
have little credibility outside of the
ECG. In the case of the Berne Union, a
commitment to discuss common envi-
ronmental standards or guidelines for
ECAs that are investment insurers is a
first priority.

Another step that should be considered
is to include transparency and disclosure
requirements in any common environ-
mental guidelines that are ultimately
adopted. This could take the form of
publicly disclosing environmental assess-
ments and screening exercises, allowing
periods for public comment on pending
financing decisions, requiring project
environmental assessments to include
consultation with governments and po-
tentially affected populations, commu-
nicating mitigation measures adopted,
and reporting basic environmental indi-
cators for projects receiving ECA sup-
port. In this context, assessing the im-
pacts of a project on the global commons
would help to put ECA activities in per-
spective and promote stronger policy
coherence.

A minimum action that ECAs could take
to address climate change impacts would
be to estimate and report on the annual
and cumulative emissions associated
with projects or exports receiving ECA
support. It could be made manageable
by requiring reporting only for projects
in key sectors: oil and gas development
projects; fossil-fueled power plants;
transportation infrastructure or equip-
ment; and the most energy intensive
manufacturing, such as cement, iron and
steel, chemicals, pulp and paper. The
methodology for such project-based re-

porting is not yet in place, but it could
be established by building on work al-
ready completed by the IPCC National
Greenhouse Gas Inventories
Programme (NGGIP). This program has
looked at calculating emissions from spe-
cific sectors, including energy, transpor-
tation, and industrial processes; as well
as research on performance
benchmarking and baselines under the
Kyoto Protocol’s Clean Development
Mechanism (CDM).41

Legitimately, ECAs along with other fi-
nancial institutions are concerned that
reporting project emissions will unfairly
saddle them with responsibility for the
climate impacts of the whole of a capi-
tal or development project.42 This argu-
ment ignores the fact that climate
change results from the cumulative
build-up of emissions produced by indi-
vidual activities. Unless mechanisms are
found to inform individual decisions, the
threat of global climate change will
never be addressed. For this reason,
adequate reporting of emissions by
ECAs is vital, even though it does not
conform to country-based reporting un-
der the UNFCCC.

Business groups and nongovernmental
organizations are increasingly recogniz-
ing such public reporting as a tool to
improve accountability and to aid man-
agement and decisionmaking. A clear
example of such a shift is the Global Re-
porting Initiative (GRI), established in
late 1997. The GRI seeks to design
globally applicable guidelines for multi-
national corporations to measure and
report on their economic, social, and
environmental sustainability. The Coali-
tion for Environmentally Responsible
Economies (CERES) convenes the GRI
with the active participation of nongov-
ernmental organizations, international
organizations, United Nations agencies,
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consultants, accountancy organizations,
and corporations. Through a multi-stake-
holder process, the GRI is working to
establish reporting practices that are
equivalent to, and as routine as, finan-
cial reporting, and to promote a standard-
ized reporting format with core metrics
for specific sectors that are applicable to
all enterprises.43

Another example of the growing inter-
est in reporting tools is the collabora-
tion between the World Resources In-
stitute and the World Business Council
for Sustainable Development on a com-
mon corporate greenhouse gas emissions
measurement and reporting protocol.
This collaborative effort is developing
modules for individual sectors, attempt-
ing to resolve key questions, such as who
owns emissions, the relation of corpo-
rate reporting to national inventories,
and how to define a reporting entity.44

Reporting is also becoming a binding re-
quirement on the part of governments.
In June 1998, 35 member countries of
the UN Economic Commission for Eu-
rope (UNECE) signed the Convention
on Access to Information, Public Partici-
pation in Decision-Making, and Access
to Justice in Environmental Matters,
known as the Aarhus Convention. A to-
tal of 23 countries have indicated they
will ratify the convention; it will come
into force when 16 countries complete
ratification, probably before the end of
2000.45 This Convention sets out re-
quirements for governments to disclose
environmental policies, environmental
aspects of institutional performance,
progress toward compliance with inter-
national environmental agreements, and
state of the environment reports. It will
also require public institutions to estab-
lish systems that ensure information
reaches the public and outside stake-
holders. With the exception of Canada,

Japan, and the United States, govern-
ments of the remaining countries re-
sponsible for the most significant vol-
umes of ECA financing (Finland,
France, Germany, Italy, Sweden, and the
United Kingdom) will all be bound by
the Aarhus Convention.46

  · Adoption of ECA environmental
guidelines that conform to inter-
national best practice for envi-
ronmental assessment and that
evaluate potential climate im-
pacts.

Environmental assessment has been
codified and routinized in almost all
OECD countries where public and pri-
vate entities are required to evaluate and
mitigate the potential environmental
impacts of new development activities.47

Among international and development
finance institutions,  the World Bank
Group, the Inter-American Develop-
ment Bank (IDB), and the European
Bank for Reconstruction and Develop-
ment (EBRD) have codified standards
of good practice. A few ECAs, princi-
pally the two from the United States,
have unilaterally adopted similar stan-
dards of environmental assessment prac-
tice. What these standards have in com-
mon are a set of procedural
requirements to evaluate social and en-
vironmental impacts, quantitative stan-
dards for categories of exports or
projects, exclusion of particular activi-
ties, and elements of public consultation
and information disclosure.48  But even
the highest standards of good environ-
mental assessment practice do not yet
include assessments of problems of glo-
bal commons.

A number of approaches for integrating
climate change into a broader set of en-
vironmental guidelines should be consid-
ered. One option is to identify a set of
project categories with important climate

change implications and then define
threshold quantitative standards for
GHG emissions or energy efficiency
within each of these categories (the same
ones identified for CO2 reporting). This
option would conform to the current best
practices for environmental assessment
that set environmental quality or emis-
sion standards for water and air. An al-
ternative to this quantitative approach is
to require project environmental assess-
ments for selected categories to identify
the best available technologies or best
management practices for reducing or
preventing GHG emissions, and to report
on the economic and technical feasibil-
ity of incorporating these technologies
and practices into a project. The most
favorable financing terms possible within
the Agreement on Guidelines for Offi-
cially Supported Export Credits could be
offered to those projects that incorpo-
rate best available technologies or best
management practices, or improve on
quantitative standards. For example,
under this agreement, certain technolo-
gies are granted 12-year payback peri-
ods. Similar flexibility could be granted
to projects that include GHG emission
reduction measures. This would help to
capture low-cost reductions, and make
more costly mitigation measures more
attractive.

 · Facilitate investments in renew-
able energy and other climate-
friendly technologies.

ECA staff point out that there is no great
demand for financing energy efficiency
and renewable energy projects.49 In gen-
eral, ECAs respond to existing commer-
cial and political demands, so projects
and exports in mature industrial sectors
tend to dominate. Another obstacle that
renewable energy and climate-friendly
technologies face is that project finance
granted by ECAs is non-recourse in na-
ture. That means that a loan or guaran-
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tee for a project is given on the basis of
the revenues that it will generate to per-
mit repayment. Renewable energy
projects are often not suited to this type
of financing because they are usually
smaller in scale, require longer payback
periods to recoup investments, and natu-
ral phenomenon (climatic conditions or
availability of sufficient biomass, for ex-
ample) can affect the revenues they gen-
erate.

This means that ECAs must develop
other mechanisms to attract and finance
these kinds of investments. Some inno-
vative financing alternatives are already
being tested (see Box 3) and could be
more widely emulated by ECAs. These
programs invest equity funds or estab-
lish more flexible financing terms to
compensate for the smaller scale, lumpy
revenue streams, and the relatively early
stage of commercialization of many of
these projects.

In the past, ECAs frequently combined
their own financing with official aid or
even commercial lending, which is called
tied aid. This practice often distorted
debt markets and resulted in the trans-
fer of technologies that were not neces-
sarily the most appropriate or the best
for developing countries. The problems
generated by tied aid led ECAs to nego-
tiate an agreement—the OECD Ex Ante
Guidance on Tied Aid—that governs how
and when it can be provided. The guid-
ance ensures that tied aid targets the least
developed economies and less commer-
cially viable projects without distorting
commercial debt markets.50

Under the terms of the guidance, any
ECA financing or commercial credits
must be combined with a minimum
amount provided in the form of grants
(35 percent). As a result, most govern-
ments have moved away from providing

tied aid because it means giving a third
or more of any tied aid package away.
Even with these restrictions, however,
some renewable energy and climate tech-
nologies qualify for tied aid because they
are not yet commercially viable. If such
opportunities for tied aid are pursued,
the grant elements should go to capac-
ity-building or applied research that will
advance the commercialization and long-
term viability of the technology.

· Dialogues between developing
country governments and ECAs
on investment and export priori-
ties that are supportive of sus-
tainable development goals.

Developing countries have many policy
instruments they can use to influence
the environmental quality of invest-
ments or exports entering their econo-
mies, such as environmental regulation, tech-
nology policy, inclusion of performance re-
quirements in public tenders, and tariff and
tax laws. As already discussed, industrial-
ized countries, in many cases through
their ECAs, also influence the destina-
tion and character of investments and
exports to developing countries. Capi-
tal flows respond to forces that both pull
(host country conditions and policies) and
push (source country conditions and poli-
cies). For this reason, more systematic
dialogues between ECAs and develop-
ing country governments are necessary
to explore how the investments and ex-
ports facilitated by the former can bet-
ter support the sustainable development
objectives of the latter. Such dialogues
should be designed to produce action
plans or commitments by both sides that
will permit closer alignment between an
industrialized country’s export and job
creation priorities and a developing
country’s development interests.

Such exchanges are particularly impor-
tant in the context of the commitments

both industrialized and developing coun-
tries have made to enhance and improve
technology transfer under the UNFCCC.
Because technology transfer occurs
largely under the auspices of private
markets and transactions, ECAs, through
their leveraging capacity, can help to in-
crease the volumes of private capital and
exports that generate clear climate, and
other sustainable development, benefits.

One example of such a cooperative ef-
fort is Ex-Im Bank’s joint initiative with
the U.S. Department of Energy, the
China Development Bank, and China’s
State Development Planning Commis-
sion. (See Box 3.)  This initiative, the
China Clean Energy Program, will en-
courage U.S. exporters to supply China
with technologies that clearly support its
own development priorities.

Potential collaboration could also touch
on another area of concern to develop-
ing countries, adaptation to climate
change—for example, investments in
coastal developments designed to meet
the threat of rising sea levels, or exports
of irrigation technologies that work with
reductions as well as fluctuations in rain-
fall.

· Reassessment of ECA missions

ECAs need to differentiate themselves
from commercial and private financial
houses with a growing presence in
emerging markets. The best way to ac-
complish this is to sharpen the mission
of ECAs so that they effectively support
long-term national competitiveness and
sustainable development objectives.
Currently, ECAs provide support to
mature industries with considerable
penetration in emerging markets. The
short-term benefits of this approach are
numerous (domestic jobs, favorable
trade balances, reduced ECA losses, and
support for politically influential indus-
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Innovations in Private Financing for Sustainable Energy and Greenhouse Gas MitigationBox 3

tries), but the long-term competitiveness
or development benefits are less clear.
To better serve the latter objectives,
ECAs could narrow financing to exports
or projects that

· establish or expand nascent markets
and industries;

· target exports and investments to the
least developed countries;

· complement development priorities
of donor organizations and host coun-
try governments; or

· incorporate innovations that address
threats to global commons.

If ECAs refocus their missions  on the
above priorities, they could develop
niches that are not well served by com-
mercial banks. A downside is that such
projects involve higher risks and could
affect ECAs bottom lines if claims and
defaults increase. But ECAs were origi-
nally created to assume these risks in
order to encourage private investors and
exporters to enter riskier markets. Man-
aging the tension between profitability
and risk is not new to ECAs. Neverthe-
less, governments need to decide which
objective takes priority: reduced losses
and lower risk for ECA balance sheets
and reserves or accepting near-term fi-

nancial costs to gain long-term develop-
ment advantages.

FULFILLING THE G8 MANDATE

The G8 decision on ECA environmen-
tal guidelines establishes a clear man-
date: harmonize ECA environmental
policies and help developing countries
address the challenge of climate change.
Fulfillment of the first part of this man-
date has been extremely limited, largely
because of the relatively closed debate
within the ECG, and a failure to include
ECAs that are investment insurers in any
development process. If this state of af-
fairs continues, the likely result is a set

China Clean Energy Program.  The
Export-Import Bank of the United
States (Ex-Im Bank), the U.S. Depart-
ment of Energy (DOE), the China De-
velopment Bank, and China’s State De-
velopment Planning Commission have
signed a Memorandum of Understand-
ing to carry out a clean energy program
in China. Under the program, the Ex-
Im Bank and the DOE will encourage
U.S. private industry to work with Chi-
nese authorities to support the identifi-
cation, assessment, and implementation
of projects that use wind, solar, and geo-
thermal technologies, industrial co-gen-
eration, energy efficiency building tech-
nologies, low nitrous oxide burners, and
sulphur dioxide reduction technologies.

Energy Efficiency and Emissions
Reduction Fund.  The European Bank
for Reconstruction and Development,
the Dexia Project and the Public Fi-
nance International Bank have created
a private equity fund to support invest-
ments that reduce energy consumption
and greenhouse gas emissions in Cen-
tral and Eastern Europe. The Fund will
invest across a range of sectors, includ-
ing district heating, public lighting, and
industry.  Investors are offered the op-
portunity to earn emission or carbon
credits as part of the investment and
trading mechanisms under the Kyoto
Protocol.

Renewable Energy and Energy Ef-
ficiency Fund for Emerging Mar-
kets (REEF).  The International Fi-
nance Corporation (IFC) has estab-
lished REEF as a commercial invest-
ment fund to mobilize new financial re-
sources for investments in privately
sponsored projects in the renewable
energy and energy efficiency sectors in
developing countries and economies in
transition. The Fund, which has a tar-
get capitalization of $100 million and is
supported by associated debt and grant
facilities, is now in operation.  Projects
supported by the Fund will generate
global environmental benefits as a re-
sult of avoided greenhouse gas emis-
sions. The Fund will also help catalyze
further private investment by helping to
introduce proven technologies and
project structures in new markets, sup-
porting new types of projects, and en-
gaging new sources of commercial fi-
nancing.

Small and Medium Enterprise Pro-
gram. The Global Environment Facil-
ity (GEF) provided $4.3 million to the
IFC to administer a  program designed
to stimulate greater involvement of pri-
vate small and medium enterprises
(SME) in addressing GEF biodiversity
and greenhouse gas mitigation objec-
tives.  Six experienced SME institutions

(e.g., banks, venture capital companies,
and nongovernmental organizations)
selected by IFC to act as intermediar-
ies for the program have received or will
receive a low interest loan from the pro-
gram. The intermediaries in turn will
provide debt or equity financing to
SMEs for the incremental costs of GEF
eligible projects. To encourage the in-
termediaries to participate in the pro-
gram, they may retain up to 50 percent
of all capital recovered from the SMEs.
The intermediaries and IFC will moni-
tor and evaluate financial and global
environmental aspects of the program.

Solar Development Group (SDG).
The IFC, the World Bank, the GEF, and
several U.S. charitable foundations col-
laborated in the development of the
Solar Development Group project.  This
project will provide finance and business
advisory services with the objective of
accelerating the growth of private sec-
tor businesses involved in the delivery
of solar photovoltaic systems to off-grid
areas of developing countries.  The So-
lar Development Group is designed to
have a substantial development impact.
The objective is to increase the use of
photovoltaic solar home systems—
which convert sunlight into electricity—
and thus bring environmentally clean
electricity to rural households.
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of guidelines that descend to the lowest
common denominator of ECA environ-
mental practice, and also fail to reach a
significant subset of ECAs.

The political reality is that developing
credible ECA guidelines and better
aligning ECA objectives with climate
policies will require decisionmakers at
much higher levels to take an active role
in determining how the G8 mandate is
fulfilled. This means that finance minis-
tries and ministers must assert the im-
portance of defining guidelines through
a transparent process and the relevance
of climate and other environmental con-
cerns. Decisionmakers in other arenas,
particularly development assistance and
climate, will need to push for greater
coherence between ECAs and their own
policy concerns. Finally, policymakers
will need to agree to eliminate the ECG’s
current monopoly over the debate on
what should constitute ECA environ-
mental practice. A decsionmaking pro-
cess that addresses the concerns, and
incorporates the experience of external
stakeholders, holds the greatest prom-
ise for producing technically credible
and politically feasible environmental
guidelines for all ECAs.
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