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The importance of the 
Study

Sustainable Finance: A management approach, whereby banks and 
insurance companies incorporate environmental and social aspects into their 
business. This can be achieved by developing financial products or assessing 
environmental risks associated with the credits/investments/advisory services 
undertaken by the Institution. 

In the short term, this concept can be materialized into the following concrete 
actions by financial institutions in order to:

• Minimize straighaway the risk of the credit granted and the risk coverd by 
insurers. This goal, which affects essentially the small and medium-sized 
business sector, entails creating a list of environmental risks by business 
sector. The assessment undertaken of a loan request will have to show how 
such risks are being mitigated by the company. 

• Promote change in consumer choice patterns while creating added value 
for the Institution.This goal may be achieved through, namely, the creation of 
specific credit lines to houses based on environmental criteria, funds for firms 
engaged in the renewable energy business, educational information on how 
to best manage savings, without encouraging overconsumption. This actions 
are likely to enhance the attractiveness of the Institution to both current and 
potential clients as wells as to any other interested parties. This differentiation 
factor may act as a critical success factor instrumental in winning and retaining 
clients.

In the long run, Sustainable Finance will entail:

• Consistency between the Institution’s managament philosophy and its 
performance in all the activities in which it is engaged. For example, the 
applicability of these principles to the property sector, strongly linked to the 
banking and insurance business. 

• Investment options which promote minimization of consumption of scarce 
natural resources in the long term. 

• Contribution towards the financial education of consumers by means of clear 
and transparent information on products and the risks associated thereto, 
taking account of how much the consumer knows about the workings of the 
market. 

This management approach promotes economic prosperity, environmental 
protection and social justice while contributing to the value added to banking 
and insurance.

A few concepts underpinning the drafting of this 
paper

“… the proper social 
responsibility of busi-
ness,…,, is to to turn  a 
social problem into:

Economic opportunity 
and economic benefit
Productive capacity
Human competence
Well-paid jobs
Wealth”

Peter Drucker, 1984

“[social responsibility] 
… begins where the 
law ends. 

A firm is not being 
socially responsible 
if it merely complies 
with the minimum 
requirements of the 
law as that is what any 
ordinary citizen would 
do. A firm that seeks to 
maximize profit under 
a traditional approach 
would behave this way. 
Social responsibility 
goes one step further. 
It is the firm’s 
acceptance of social 
obligation beyond the 
requirement of the law.”

Keith Davis, 1973



Promoting environmental protection and social welfare is the 
responsiblity of all economic agents: the state, large and small 
enterprises and citizens. As a resource allocator and risk 
manager, the financial sector has an added role in the way 
it anticipates new needs experienced by private clients and 
entreprises in respect of environmental and social aspects. In 
the banking and insurance sector there are already several 
concrete examples of innovative actions and projects, thus 
reflecting the market’s recognition that environmental and 
social factors can constitute market niches. 
This study aims, on the one hand, to explain what it means 
to develop sustainability practices for banking and insurance 
and, on the other hand, to respond to a set of needs that 
are beginning to be experienced by consumers and large 
and small enterprises in Portugal. In order to know the 
expectations of the various economic agents, a survey was 
conducted of 1200 Portuguese consumers, large and small 
enterprises, as well as banks and insurance companies 
operating in Portugal. These surveys specific to each of these 
groups of economic agents, permitted, on the one hand, the 
identification of expectations where demand for sustainable 
financial products (by consumers and small and large 
enterprises) is concerned, and, on the other hand, to gauge, 
through a survey of banks and insurance companies operating 
in the Portuguese market, the value and availability of the 
supply side for creating such products. This market survey 
enabled the gathering of a unique body of information at the 
national level. The findings of this survey substantiate some of 
the arguments and ideas presented throughout this paper.

Bearing in mind the importance attached to credit in the 
banking business, this paper presents further a guide 
which enables banks to identify how they will be able to 
include environmental and social aspects in the various 
stages associated with the credit process, as well as the 
principal environmental and social risk variables each sector 
represents.

Introduction and 
Importance of the Study1

1. Introduction and Importance of the Study



In drafting this Guide for the inclusion of environmental and 
social riks in credit granting, the working team relied on the 
support of UNEP FI and the World Bank-IFC in the form of 
access to specific studies which these two organizations 
carried out aimed at identifying environmental and social risks 
in several economic sectors. 

This paper draws on the knowledge and experience of 
the members of the advisory board, which is comprised of 
representatives from the Luso-American Foundation, the 
Portuguese Industrial Association, the Portuguese Bankers 
Association and Quercus. The outcome presented here is, 
therefore, an example of the work of several stakeholders 
representing the target audience of this paper, who have 
come together in pursuance of a common objective. 

The incorporation of sustainability in the core business of 
banks and insurance companies, as well as the inclusion 
of environmental and social aspects in credit granting 
is a process which interferes in fundamental areas of 
the enterprises but which is a necessary and inevitable 
development. We hope that this paper may contribute 
towards anticipating business and differentiation opportunities 
for the Portuguese financial sector in the diverse markets and 
geographies in which it operates.  

Luso-American Foundation
Portuguese Bankers Association
Portuguese Industrial Association
Quercus
Sustentare
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Introductory Texts
Promoters Entities2

From its inception, the Luso-American Foundation has 
increasingly emphasized the Environment and Sustainability. 
Having been created to promote development, the Foundation 
seeks to contribute to the inclusion of environmental concerns 
in the conception and application of a sustainable development 
model for Portugal.

In this context, the factor ‘sustainability’ assumes, 
independently of the environment issue that it is related to, a 
conceptually structuring and preponderant role, to the point of 
revealing the environmental sustainability at a deserving level 
of global ethical principle.

The financial sector, a common partner of the Luso-American 
Foundation in several activities, is one of the main driving 
forces of the economic activity of our societies, contributing 
decisively to the consolidation of the structuring role of 
sustainability as one of the guiding concepts of human actions. 
Therefore, and being the financial sector an important part of 
the ‘solution’, it becomes obvious that it has been chosen to be 
the focus of this Guide and its associated project.

By merging the conceptual importance of sustainability with 
the pragmatic role of the financial sector in the society’s good 
practices, the guide ‘Environmental and Social Aspects in 
Portugal’s Banking and Insurance Sector: Challenges and 
Opportunities’ becomes an important publication that aims 
to guide the national and international principles and good 
practices in this sector. It should also be emphasized that this 
guide is part of a more comprehensive sustainability project, 
which includes several initiatives, the most important being 
this guide, an international conference on sustainability in 
the banking sector and also the first survey on this issue in 
Portugal.

The Luso-American Foundation, promoter of this project from 
the start, is proud to be part of an illustrious group of institutions 

2.Introductory Texts Promoters Entities
Luso-American Foundation
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Portuguese Bankers Association

The impacts arising from the everyday activity of Society, 
namely, the social implications and the climate change that it 
causes, have increasingly focused attention worldwide, which 
has translated into a growing influence on the performance of 
the various economic agents and policy decision makers. In this 
context, the involvement of firms in the field of sustainability, 
while being a responsibility towards the development of the 
society to which they belong, is simultaneously a priority in the 
defence of their stakeholders’ interests.

Financial Institutions, Banks in particular, exert an indirect, 
albeit relevant, cross-cutting impact on economic activity within 
which their responsibility is two-fold. It stems, on the one hand, 
from the need to guide their performance in accordance with 
high social and environmental responsibility criteria and, on 
the other hand, from being privileged vehicles for publicizing 
and dynamizing performance practices which promote the 
development of a balanced and sustainable Society.
Also in the field of sustainability, the extensive knowledge of 
the needs and motivations of the Stakeholders involved is an 
essential condition for delineating and implementing effective 

that have worked in partnership to promote knowledge sharing 
and to contribute to clarify the main aspects on this issue. 
Furthermore, one of the main positive aspects of this project 
is precisely the combination of knowledge and efforts for the 
inclusion of environmental sustainability in the basis of social 
life. Society can only develop basic principles of sustainability 
among its members by means of dialogue and joint efforts. 
Because a problem that affects us all must be solved by 
everyone. And also because good planets are hard to find.
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Portuguese Industrial Association

The Portuguese Industrial Association – together with FLAD 
and APB – has committed to preparing this GUIDE FOR THE 
INCLUSION OF ENVIRONMENTAL AND SOCIAL RISKS 
IN CREDIT GRANTING, as it has deemed it to be a theme 
highly relevant to business activity, although still somewhat 
unfamiliar, mainly to Portuguese small and medium-size 
enterprises.

We are all familiar with the pressure that, in particular, the 
wide-ranging environmental theme exerts on the day-to-day 
activity of enterprises, creating constraints, but also 
challenges and opportunities.

and coherent strategies that surpass expectations. Therefore, 
the initiatives which aim to deepen and divulge such knowledge 
in a credible and consistent fashion, deserve to be valued and 
supported, and that is why the Banks, through the Portuguese 
Bankers Association, have come together and contributed 
towards the fulfilment of this project whose object was to 
identify in a systematic and well-founded manner opportunities 
and challenges resulting from the integration of environmental 
and social aspects in their day-to-day activities.  

Although there is still some way to go in this field, and 
acknowledging that this is not, nor is intended to be, a 
cut-and-dried or definitive solution, the Guide for the inclusion 
of environmental and social risks in the granting of credit is 
meant mainly as a reference tool which will enable the Financial 
Institutions, notably the Banks, to have a useful instrument to 
pursue their endeavour to adapt and progressively integrate 
the sustainability factors into the development of their business, 
thus reflecting and renewing the commitments assumed by the 
Stakeholders.

Introductory Texts
Promoters Entities
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Quercus

For a non-governamental environmental organization 
like Qercus, the challenges posed by a more sustainable 
development entail not only dialogue, discussion and the 
identification of divergences but also a quest for constructive 
solutions, with the various partners taking on responsibility.

The banking and insurance sectors have been taking on a 
very relevant role due to their capacity for interving in the direct 
financing or support of projects which may decisively influence 
territorial planning, nature conservation or the production and 
consumption of resources and energy. Such intervention is 
undertaken with regard to enterprises but is also targeted at 
consumers on a daily basis.

Within the wider context of sustainability, enterprises are 
subject today to unavoidable contigencies which affect business 
success, both negatively and positively. Situations are reported 
every day where enterprises stand out because of their good 
practice recognized by the communites of which they are part, 
by clients and collaborators. But we also learn of cases of 
destruction of value and even of unexpected collapse as the 
result of environmental and social accidents or incidents.

These are parameters and dimensions which, although still 
seeming to many entrepreneurs to be exogenous and outside 
the object of the business, have a decisive bearing on the day-
to-day success of the enterprise – on the enterprise risk – and 
should therefore be reflected in the relationship status with the 
financial institutions.

It is a chart to steer us to a “safe port” in a sea that has already 
welcomed and embraced us. 

Nuno Ribeiro da Silva



Sustentare

The application of environmental criteria in credit granting and 
the internal behaviour itself of the financial institutions within the 
framework of broader environmental and social responsibility are 
vital to a policy that seeks to be pro-active, coherent, transparent, 
and able to contribute to the resolution of domestic and world 
issues such as biodiversity preservation and climate change.

This Guide for the inclusion of environmental and social risks 
in credit granting analysis is from the point of view of Quercus 
a major step in the compilation of fundamental and detailed 
information in the construction of a pathway capable of better 
integrating an environmental approach into both the banking 
and insurance sector, and capable of initiating a more in-
depth assessment of the role of each of the players, including 
environment protection agencies.

2

Nowadays, both in Portugal and worldwide, the private sector 
faces new challenges, arising from the needs and expectations of 
several stakeholders, such as the political power, the regulatory 
authorities, the non-governmental organizations and citizens, 
towards the way that social, environmental and economic 
aspects, related to their activities, are managed. The financial 
sector has, in this context, a structuring function due to the role 
it plays in the enhancement of the economic activity and social 
development, as an allocator of resources. Its commitment 
towards the principles of sustainable development will be 
determinant to achieve the professed goals.

If, on one hand, the commitment of the financial sector towards 
sustainability reflects its responsibility in the area in which it 
operates – in its economic, social and environmental dimension 
– on the other, it is a way to defend its stakeholders’ interests, 
by implementing a more comprehensive risk management 
model that incorporates, not only the usual risks but also the 
environmental and social aspects that might affect its clients’ 

Introductory Texts
Promoters Entities
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performance or reputation and, as a consequence, its own 
activity.

It was in this context that Sustentare, in partnership with the 
Portuguese Banking Association, the Portuguese Industrial 
Association and the Luso-American Foundation has developed 
this project, in which the challenges and new opportunities 
of the banking sector are put in context according to the view 
of sustainable development, at the same time that a new set 
of opportunities that may be developed by the banking and 
insurance sector, in Portugal, are identified.

The guide for the inclusion of environmental and social risks 
in credit granting by the Portuguese banks, which is one of 
the sections of this publication, represents a working tool for 
companies in the banking sector that wish to incorporate the 
environmental and social aspects in the risk evaluation process. 
Throughout this document, readers will be able to find out the 
expectations of 1200 Portuguese consumers, banks, enterprises 
and insurance companies in regard to potential financial products 
that can be developed by institutions, in the future. This study was 
conducted with the Polling Centre of the Catholic University, and it 
enabled the gathering of a unique body of information in Portugal.

This document is the result of the support and investment of 
several national and international institutions and it materializes 
the principles and actions that financial institutions may, 
voluntarily, implement to increase the value of its business in 
a global economy, while, at the same time, contributing to the 
present and future economic and social development.
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IFC - Creating Opportunity
IFC, a member of the World Bank Group, fosters sustainable 
economic growth in developing countries by financing private 
sector investment, mobilizing private capital in local and 
international financial markets, and providing advisory and risk 
mitigation services to businesses and governments.

IFC’s vision is that poor people have the opportunity to escape 
poverty and to improve their lives. By promoting open and 
competitive markets and providing investment and advisory 
support to private sector clients, we seek to create opportunities 
for progress in emerging markets. These opportunities take many 
forms: productive and profitable enterprises, new or better jobs, 
innovative products and services, lower prices, and new tax 
revenues that fund public programs. They allow people to work, 
prosper, and live better and longer lives.

The private sector plays a key role in the sustainable development 
of any economy. Private markets drive growth in productivity, 
creating jobs and raising incomes. Private initiative is also critical 
in expanding the basic services— infrastructure, health, and 
education—that empower poor people and create the conditions 
for sustained improvements in everyday life.

More and more governments have put the private sector at the 
center of their development strategies. Developing countries are 
growing faster than ever, with international capital flows reaching 
record highs. An increasing number of governments are reforming 
the laws and regulations that underpin private sector activity, 
bringing down barriers to initiative and growth. In this promising 
climate, IFC can focus more than ever on how we add value --
- making our engagements broader, developing new investment 
products, and enhancing the quality of our advisory work. 

Introductory Texts
International References
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Challenges on the frontier

Despite progress, many of the poorest countries and regions are 
not yet able to access the growing capital flows and participate in 
economic growth. And for many of the 4 billion people at the base 
of the economic pyramid, the better jobs and higher incomes that 
markets can provide are still unattainable.

IFC plays a crucial role in promoting the development of the 
private sector, so that opportunities can reach more of the neediest 
people and places. Our financial products and advisory services 
go beyond those that developing country markets and private 
investors can provide on their own. We focus our efforts on the 
fundamental challenges facing the private sector, including the 
basics of the business environment, reliable infrastructure, and 
development of capital markets.  And much of our work targets the 
economic frontier of low-income or high-risk countries and regions.  
For the most part, these are also recipients of assistance from IDA, 
the World Bank’s International Development Association. 

IFC’s Contribution To Development 

IFC works with private investors, putting money at risk alongside 
theirs to support promising business projects that might not otherwise 
attain financing. Our approach—taking debt and equity risks that 
the market would not otherwise bear—helps expand opportunities, 
especially in frontier countries and for poor people.

We seek to support profitable businesses that contribute to 
sustainable development, and we add value to our clients while 
remaining fully accountable to our shareholders. In the process, we 
demonstrate that sustainability, development impact, and sound 
financial performance can, and do, go hand in hand. 

IFC makes many investments, both large and small, that become 
cornerstones of growth in developing countries; and through our 
commitment to sustainability, we help increase their positive impact 
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on the environment and their benefits to local communities. We also 
invest in financial intermediaries that serve new entrepreneurs and 
smaller businesses.

IFC’s profitability allows us to invest in more private enterprises 
and innovate in the financial products we offer. Proceeds from 
investments help us grow our business—annual commitments 
have increased sixfold since our last capital increase in 1991—and 
demonstrate that responsible investors can make a strong profit in 
emerging markets.

These proceeds also help fund advisory work aimed at opening 
markets and helping firms grow and compete. We leverage the 
strengths of many partners, across the World Bank Group and in 
the larger development community. With generous donor support, 
our advisory services focus on creating a robust environment for 
business and on helping companies enhance their performance, 
governance, and sustainability.

Our strategic approach 

As IFC works to advance private sector development, we have set 
ambitious goals for growth and for development impact.  These focus 
on five key areas or “strategic pillars”: 

•  Strengthening our focus on the frontier—the countries and regions 
where needs are greatest.

•  Building long-term partnerships with emerging players.

•  Ensuring environmental and social sustainability.

•  Promoting private sector growth in key sectors such as infrastruc-
ture, health, and education.

•  Supporting the development of local financial markets.

Introductory Texts
International References
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IFC has a unique status as a global multilateral institution, working at 
the intersection of the public and private domains.  We have always 
emphasized the value we can bring to clients, and we have continu-
ously developed new products and services to meet clients’ evolving 
needs.

IFC’s financing role is guided by our Articles of Agreement: “the 
Corporation shall not undertake any financing for which in its opinion 
sufficient private capital could be obtained on reasonable terms” (ar-
ticle III). Through the design of our financing, IFC provides clients with 
advantages they would not otherwise have, including longer maturi-
ties, better amortization patterns, better security structures, and prod-
ucts such as equity, local currency financing, and structured finance.  
IFC’s preferred creditor status and global brand bring other benefits, 
allowing client companies to manage political risks and improve their 
access to finance, especially in frontier markets.

Beyond financing, IFC’s advisory services, global knowledge, 
objectivity, results measurement, and strong client relationships also 
add value.  Increasingly, we provide integrated solutions to meet the 
individual needs of our clients:

•  Promoting standard-setting for social and environmental perfor-
mance and good corporate governance, while investing in ways that 
help implement these standards.

•  Spreading global best practice through advisory services and dem-
onstration projects, including in the critical sectors of health, educa-
tion, and infrastructure.

•  Pairing our investments in frontier fi nancial markets with advice to 
strengthen the regulatory foundations of these markets, while focus-
ing our free-standing advisory work with governments on laws and 
regulations that support a better business environment.

IFC will continue striving to make a real difference in our fi nancing 
and advisory work, adding to and adjusting our approaches as busi-
ness conditions and our clients evolve. 
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The international community’s Millennium Development Goals for 2015 
set specific targets in areas ranging from child mortality to environmental 
sustainability. IFC addresses the MDGs directly through, for example, 
investments in sectors like agribusiness, which has important impact on jobs 
and incomes in rural areas, and pharmaceuticals, where locally produced 
and generic drugs can make life-saving medicines more affordable for 
millions. We are active, along with the World Bank, in promoting innovative 
partnerships in sectors like water and sanitation that are critical for improving 
health and increasing economic opportunity. We work with our investment 
clients to address HIV/AIDS in the workplace and the community. More 
broadly, we help address the MDGs through our efforts to improve the 
environment for private sector development. 

A study by IFC’s Independent Evaluation Group finds that countries with a 
better investment climate are also better positioned to reach the MDGs. 

IFC’S CONTRIBUTION TO THE 
MILLENNIUM DEVELOPMENT GOALS

Scaling up our development impact

In the last five years, IFC has committed $28.9 billion of its own 
funds and arranged over $6.4 billion in loan participations for 
1,240 investments.  We have also mobilized $5.61 billion through 
structured finance during that time and have been at the forefront 
of domestic capital market development. In addition, over the last 
five years we have provided more than $650 million of advisory 
services, funded to a large extent through the generosity of donor 
partners.

New investment commitments for IFC’s account amounted to $8.2 
billion in FY07, an increase of 22 percent compared to $6.7 billion 
in FY06. IFC also mobilized $1.78 billion through loan participations 
and $2.08 billion through structured finance for 299 investments 
in 69 developing countries in FY07. The disbursed outstanding 
investment portfolio stood at $16.2 billion on June 30, 2007, 
compared with $13.4 billion on June 30, 2006.

Introductory Texts
International References
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IFC’s committed portfolio, including off-balance sheet guarantees 
and risk management products, increased by 18 percent to $25.4 
billion on June 30, 2007, from $21.6 billion at the end of FY06. 
This increase is after taking into account new commitments, 
repayments, sales, cancellations, prepayments, write-offs, and 
translation adjustments. During the fiscal year, the disbursed loan 
portfolio grew by 19 percent, while the disbursed equity portfolio 
grew by 21 percent.

A new global benchmark

In April 2006, IFC reinforced a long-standing commitment to 
sustainability by adopting a new policy and performance standards 
for managing environmental and social risk.  We also support the use 
of our standards by commercial banks, export credit agencies, and 
other financial institutions.  Previous IFC safeguards were adopted 
as the basis for the Equator Principles in 2003.  Today our standards 
form the basis of a revised set of Equator Principles for financing 
projects with capital costs above $10 million.  Over 50 leading 
financial institutions have signed on—including some key players 
from emerging markets—and the principles are estimated to cover 
nearly 90 percent of global, cross-border project finance.  During 
FY07, 18 of the Equator institutions provided 46 percent of new loan 
participations in IFC investments.  In June 2007, the Organisation for 
Economic Co-operation and Development updated the Common 
Approaches for Export Credit Agencies with references to IFC’s 
performance standards.

Stronger standards

IFC’s new policy and performance standards for social and 
environmental sustainability took effect on April 30, 2006.  Some 
182 new projects have been screened against them as of June 30, 
2007, and we have improved procedures and internal monitoring 
systems to keep pace.

The standards enable our clients to meet environmental and 
social challenges and IFC to process complex projects more 
effectively. With the performance standards we are doing more 
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and better deals. Our clients are implementing the standards and 
meeting IFC’s requirements; these include, among other things, 
comprehensive environmental and social management systems; 
safe working conditions; avoidance of child labor; free, prior, and 
informed consultations of affected communities; and mitigation of 
threats to biodiversity.

The standards apply to all new IFC investments. For a given 
project or company, certain standards are particularly relevant 
depending on levels of risk, location, and the nature of the 
business, and the application of these standards results in 
specific items that the client is expected to act on.

The new performance standard on Labor and Working 
Conditions has strengthened IFC’s engagement with clients on 
these issues, including the International Labour Organization’s 
core labor standards. IFC now assesses the client’s 
management systems on labor and working conditions and looks 
at how these are implemented with the company’s employees 
and contractors, as well as how the company addresses child 
labor and forced labor among its suppliers. In such industries 
as agribusiness and global manufacturing and services, we pay 
particular attention to traceability and monitoring of labor and 
working conditions across the supply chain.

Our Board expects us to work more quickly, effectively, and 
without compromising on quality. Initial results indicate that 
applying the new standards has not significantly increased 
IFC’s cost of doing business or the time we need to process 
projects.  We continue to share our experiences with the rest of 
the private sector. In May 2007 we convened the first Community 
of Learning Event for Equator Banks and other bilateral and 
multilateral financial institutions.

Introductory Texts
International References
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ASCERTAINING COMMUNITY SUPPORT FOR COMPLEX PROJECTS

To ensure the support of the local people their projects will affect, IFC’s 
clients are required to undertake free, prior, and informed consultation 
wherever communities are subject to risks or adverse impacts as the 
result of a new IFC investment project. In such cases—and before 
seeking Board approval of the project—IFC verifies that the process 
has enabled the informed participation of the affected communities and 
has led to broad community support for the project.  Such consultations 
were required in seven instances during FY07: two category A and five 
category B projects.

Managing environmental and social risk and performance in 
our portfolio

IFC monitors the environmental and social performance of 
investments and manages associated risks as part of our portfolio 
management. We have been calculating an environmental and 
social risk rating (ESRR) for applicable investments since 2000. 
This rating is given and updated, typically once a year, by our 
environmental and social specialists and is based on reports 
provided by clients and on supervision site visits. The frequency of 
visits depends on an investment’s risk rating and how it performs.

With the launch of new performance standards in 2006, 
IFC introduced an expanded methodology that allows us to 
disaggregate data on performance and risk components for all 
projects following the performance standards.  We give an ESRR 
to companies that have some degree of risk in their projects (as 
reflected by their categorization as A, B, or FI) and that have 
passed their first reporting period.  IFC has environmental and 
social risk knowledge on 70 percent of the portfolio, including 
projects with no expected risk (category C) and projects that 
have not passed their first reporting milestone (normally after 14 
months).  We do not update ESRRs on projects that have no 
remaining IFC investment.
IFC’s goal is to have an ESRR for all investment projects that 
have potential adverse environmental and social impacts and 
have passed their first reporting milestone. Sufficient information 
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for an ESRR is particularly difficult to obtain where companies 
run into financial or legal difficulties. In these cases, IFC regards 
these investments as no longer reporting, although from an 
environmental and social risk management perspective we still 
seek to assure ourselves that there is not a significant risk to IFC, 
the environment, or local communities.

The DOTS* rating includes IFC’s assessment of the extent to 
which companies in the portfolio are meeting environmental and 
performance requirements, drawing from the ESRR.

IFC INVESTMENT PROJECT CATEGORIES

Expected to have significant adverse social or environmental impacts 
that are diverse, irreversible, or unprecedented.

A

Expected to have limited adverse social or environmental impacts that 
can be readily addressed through mitigation measures.

B

Expected to have minimal or no adverse impacts; includes certain 
financial intermediary projects

C

Investments in financial intermediaries that have no adverse social or 
environmental impacts but that may finance subprojects with potential 
impacts.

FI

* To enhance our 
measurement of 
the development 
effectiveness of 
our investment 
and advisory work, 
IFC launched the 
Development Outcome 
Tracking System 
in October 2005.  
The new system 
is consistent with 
the ongoing work 
of the World Bank 
Group’s Independent 
Evaluation Group but 
differs in permitting 
contemporaneous 
monitoring of 
development results 
throughout a project’s 
life cycle.  This earlier 
feedback gives IFC an 
ability to make mid-
course corrections in 
investment operations 
and advisory work. It 
enables us to capture 
more systematically the 
developmental reach of 
our engagements—for 
example, how they 
help create jobs or 
expand critical services. 
Information captured 
in DOTS also informs 
IFC’s incentive system 
at the corporate, 
departmental, and 
individual levels, 
and it feeds into the 
formulation of strategy.

Implementation of the standards 

Highlights since April 2006 have included the following:

• Adopting an environmental and social review procedure that guides 
staff and formalizes new components in the appraisal and supervision 
process.

• Creating a central information management system that 
consolidates related decision making for all projects.

• Introducing a new quality assurance system and team to ensure 
higher standards of supervision and monitoring.
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• Training 1,228 IFC employees, including 532 investment staff, in 
sessions at headquarters and in the field.

• Providing additional training on standards related to labor and 
working conditions and security personnel.

• Running nine external training sessions for consultants and clients 
in China, Ghana, India, Indonesia, Kenya, Russia, South Africa, and 
Turkey.

• Issuing new versions of the World Bank Group’s Environmental, 
Health and Safety Guidelines on April 30, 2007, which offer technical 
guidance on pollution prevention and abatement to both public and 
private sector users.

• Publishing guidance on lessons of experience from two major 
oil pipeline projects, BTC and Chad-Cameroon; a handbook on 
stakeholder engagement; and a guide to applying the International 
Labour Organization’s code regarding indigenous peoples.
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UN PRI - Principles for Responsible Investment

(1) 
http://www.unglobal-
compact.org

Over the last decade, the United Nations has worked hard to 
encourage the global business community to adopt sustainable and 
socially responsible policies.

A number of UN agencies have sought to align the goals of financial 
markets and long-term institutional investors with the goals of the 
UN. They recognise that institutional investors, as the owners of 
companies’ securities (totalling US $54 trillion in 2006), can be a key 
partner with the UN in addressing many of the challenges of delivering 
long-term prosperity and economic security. 

UNEP Finance Initiative has been leading this debate in the banking, 
insurance and asset management sectors since the early 1990s. 
UNEP FI is a partnership between UNEP and 160 institutions, 
including banks, insurers and fund managers, working to understand 
the impacts of environmental and social considerations on financial 
performance. Their groundbreaking research undertaken by the 
Asset Management Working Group and sell-side brokers on the 
materiality of environmental, social and governance (ESG) issues has 
moved the agenda considerably and helped to usher these issues 
firmly into the mainstream.

The UN Global Compact, announced in 1999 by UN Secretary-
General Kofi Annan, leads the corporate citizenship agenda, working 
with business to advance 10 universal principles in the areas of 
human rights, labour, the environment and anti-corruption. Since the 
launch of its operational phase in 2000, the Global Compact has now 
grown to over 3,800 participants, including over 2,900 businesses 
in 100 countries around the world (1).  The efforts of companies 
participating in the Global Compact have resulted in significant 
progress being made in the way in which companies manage and 
report on environmental, social and governance issues. The Global 
Compact also oversaw the Who Cares Wins initiative, whereby 
leading world wide financial institutions issued recommendations 
for financial market actors to better integrate ESG issues into their 
practices.
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The Principles for Responsible Investment (PRI), an investor 
initiative in partnership with UNEP Finance Initiative and the UN 
Global Compact, was launched in April 2006 at the New York 
Stock Exchange. The PRI is a set of aspirational guidelines for 
asset owners (such as pension funds or insurance companies), 
managers and service providers designed to assist the incorporation 
of environmental, social and corporate governance issues into 
mainstream investment processes and ownership practices. 

The PRI builds on the growing awareness among institutional 
investors that environmental, social and governance issues are 
relevant to their investment performance. Yet, while institutional 
investors have become very effective at assessing financial risks, 
they are only now beginning to learn how to assess and manage 
extra-financial, or ESG, risks in their portfolios. Part of the reason for 
this is that while investors and academics over decades have put in 
significant intellectual effort to develop valuation models, there has 
been less effort applied to how to assess the long-term variables 
relating to ESG issues that need to be included in those models. 
Additionally, little analysis has been conducted on the economy-wide 
implications of externalities to diversified portfolios which effectively 
own a slice of the global economy.

Over the last decade, investment activity has become increasingly 
focused on the short term. Organisations such as the SEC and 
the CFA Institute (2) have pointed to the dangers of short-term 
approaches to investment (3). The short-term nature of investment 
markets managing money for long-term investors leads to businesses 
facing contradictory messages: manage your business in a 
sustainable way for the long-term; and keep investment markets 
happy by satisfying quarterly earnings expectations.

These concerns about failures in the market, combined with the 
growing recognition of the importance of ESG issues, led the UN to 
initiate a dialogue in 2005 with a group of 20 of the world’s largest 
institutional investors to develop guidelines on how to integrate ESG 
issues into investment processes and ownership practices. This 
group, consisting mainly of large pension funds, was backed by a 

(2) New York, July 24, 
2006 – The CFA Centre 
for Financial Market In-
tegrity and the Business 
Roundtable Institute 
for Corporate Ethics 
http://www.darden.
edu/corporate-ethics/
news/060724.htm

(3)  William H. Donald-
son, CFA, Chairman of 
the U.S. Securities and 
Exchange Commis-
sion in his address to 
fellow members of CFA 
Institute http://www.
cfainstitute.org/abou-
tus/press/release/
05releases/20050509_
01.html
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multi-stakeholder expert group including academics, mainstream 
fund managers and socially responsible investors, NGOs and 
service providers. In total, there were nine days of in-person 
meetings and numerous conference calls and online discussions. 
The process concluded with an agreement on the final text for the 
PRI, which was launched at the New York Stock Exchange by 
United Nations Secretary-General Kofi Annan on 27 April, 2006.  

Practitioners of sustainability have historically focused on 
environmental, social and economic questions. Recently 
however, in working with financial markets, the UN and others 
have added the essential issue of corporate governance, leading 
to widespread use of the acronym ESG (environmental, social 
and corporate governance). Broadly, corporate governance 
defines the accountability and control mechanisms that 
regulate relationships between shareholders, management and 
stakeholders of companies. It sets risk control processes, but also 
defines essential rights, such as shareholder and stakeholder 
rights to information or shareholder rights regarding voting at 
AGMs (4).

This suggests that corporate governance is a sustainability issue 
in itself, since in many ways it sets the framework for the long-
term economic sustainability of the company and its stakeholders. 
It also involves important mechanisms for investors to address 
their environmental and social concerns with companies, 
particularly when those can be perceived as risks. For example, 
a CERES research paper published in 2003, “Corporate 
Governance and Climate Change: Making the Connection” (5), 
highlights the links between climate change issues and the way 
company boards, shareholders and management choose to 
address them. 

While many large corporations started looking at ESG issues 
years ago, investors still lag in their understanding of them, and 
how they may affect a company’s value. Global supply chains 
and global markets incorporate new and different risks and 
opportunities for companies operating in this more complex and (5) See ceres.org

(4) For more informa-
tion on corporate gover-
nance, see for example  
OECD guidelines at 
www.oecd.org 
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competitive global environment.

The PRI offers the first ever global framework developed by and 
for investors to assist them in addressing these new challenges. 

The PRI consists of six principles, representing high-level, 
aspirational guidelines:

1. We will incorporate ESG issues into investment analysis and 
decision making processes.

2. We will be active owners and incorporate ESG issues into our 
ownership policies and practices.

3. We will seek appropriate disclosure on ESG issues by the 
entities in which we invest.

4. We will promote acceptance and implementation of the 
Principles within the investment industry.

5. We will work together to enhance our effectiveness in 
implementing the Principles.

6. We will each report on our activities and progress towards 
implementing the Principles.

Each Principle has a number of ‘possible actions’ that offer 
additional guidance on implementation. It was felt that with 
aspirational principles, it was important to have enough ‘meat 
on the bones’ to ensure that signatories have a clear direction in 
which to head. 

There is often misunderstanding about the nature of the PRI and 
mainstream approaches to responsible investment in general. 
While the socially responsible investment sector has a rich history 
dating back to early last century, and remains an important 
contributor to what we refer to now simply as “responsible 
investment” (RI), the core objective of the PRI initiative is to 
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enhance financial returns through the better management of 
ESG risks and opportunities – not just through stock selection but 
also through active ownership. The focus is not on ethics, but on 
gaining a better understanding of companies’ long-term prospects 
for growth (and enhancing that growth through shareholder 
engagement) to deliver better returns to beneficiaries. The 
Principles clearly state that they should not be interpreted in a 
way that is inconsistent with fiduciary duty.

Principles 1 and 2 represent the core of the PRI. Principle 1 
invites investors to look carefully at how extra financial issues 
may impact their investments. The premise of this Principle is 
that the more information an investor has about a company, the 
better the investment decisions. But this Principle is not limited 
to gaining a better understanding of individual companies or 
sectors – investors also need to understand how issues may 
affect their entire portfolio through the economy-wide impacts of, 
for example, environmental externalities such as climate change. 
Climate change can certainly have an impact on individual 
companies, but more broadly, the issue will affect the economy as 
a whole, and thus overall portfolio performances. 

However, better analysis and integration is only half the story. 
Investors also need to become active owners – the focus of 
Principle 2. To be an active owner means engaging in dialogue 
with companies, voting shares and when necessary, filing 
shareholder resolutions. It also means taking part in policy 
debates to ensure that regulatory frameworks facilitate rather 
than inhibit responsible investment practices. Strong corporate 
governance principles are essential to making the implementation 
of Principle 2 possible.

With a focus on the relevance of ESG issues to financial 
performance over the long term, the PRI has been able to engage 
the mainstream investment industry, rather than just the SRI 
community. Signatories to the PRI now come from 30 different 
countries. They include large asset owners or pension funds such 
as CalPERS and the Norwegian Government Pension Fund, 
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and also insurance companies such Standard Life and Swiss 
Re. They include large diversified asset management firms, from 
HSBC Asset Management, Mitsubishi UFJ Trust and Banking 
to Colonial First State Asset Management and JPMorgan Asset 
Management. A third category covers dedicated service partners 
that provide consultant services or research to the sector. Beyond 
the big names, there are also many smaller funds and other 
service providers that have signed and are actively involved in the 
PRI network. 

Since the establishment of the PRI, over 240 signatories have 
joined the initiative, representing over US$ 10 trillion. For a full list 
of signatories please see http://www.unpri.org/signatories/.

The PRI is not just a set of principles. A Secretariat was 
established to support and facilitate implementation of the 
Principles by its signatories. In the context of the aspirational 
nature of the Principles, signatories have varying understandings 
and experiences regarding integrating ESG into their investment 
practices. The Secretariat aims to share best practice with all 
signatories, and, in particular, facilitate collaboration among 
investors, which is regarded as a key tool to leverage influence 
with investee companies. 

The Secretariat uses a variety of tools to achieve its goals

Recruitment
The PRI can only achieve its goals if it is supported by a broad 
group of signatories. The Secretariat actively reaches out to 
new investors across a broad geographical base to explain the 
benefits of signing. A staff member has recently been appointed 
to focus on emerging markets and developing countries. Indeed, 
tackling global challenges also requires global approaches. 
While some countries have historically been involved and lead in 
responsible investment activities, on their own they will only have 
limited impact.
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Networking
In July 2007, 135 representatives from signatory organisations 
gathered in Geneva for the first PRI in Person annual event. Over 
the course of two days, signatories discussed implementation 
issues and strategies in large and small discussion groups. A 
scaled-down version of the event is being held in the Asia Pacific 
region on October 26, 2007 in Melbourne as part of the UNEP 
Finance Initiative Global Roundtable. The second global PRI 
event will be held on June 17-18, 2008 in Seoul, Korea.

PRI in Practice
The PRI signatories’ intranet includes a section called PRI in 
Practice, which is a repository for sharing best practice. Industry 
leaders and specialists are interviewed about their activities. 
Investor policy documents are also available in a reference library.

Reporting and Assessment Tool
Through an annual questionnaire process, signatories can 
measure their success in implementing the Principles. The results 
are aggregated and compiled in the PRI Report on Progress. The 
first such report is available at http://www.unpri.org/report07. 
It provides an interesting overview, as well as suggestions for 
improvement. Eighty-eight per cent of signatories said they 
practice some form of shareholder engagement. More than half 
of signatories have asked investee companies for standardised 
ESG reporting, while 10 per cent plan to start in 2007. The 
Carbon Disclosure Project attracted the greatest participation. 
Eighty-three per cent of investment manager signatories have 
specialist staff dedicated to responsible investment issues. Sixty 
per cent of asset owner signatories are involved in at least some 
form of collaborative engagement, with another 12 per cent 
planning to become involved in the coming year. Sixty-six per 
cent of asset owner signatories currently consider responsible 
investment issues to some extent in their investment manager 
selection processes, with another 13 per cent planning to do so in 
2007.
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Engagement Clearinghouse 
To successfully integrate ESG issues into investment processes, 
investors must become active owners, the focus of Principle 
2. One of the ways in which the PRI assists signatories to be 
active owners is through the PRI Engagement Clearinghouse. 
The Clearinghouse is a password-protected online forum for 
signatories to post issues on which they would like to collaborate 
with other signatories. In addition to collaboration on company 
dialogue or shareholder resolutions, the Clearinghouse provides 
a learning platform where signatories can seek out other 
investors interested in a particular topic or simply review what 
others are working on. There are more than 60 items posted to 
the Clearinghouse on a broad range of issues, from corporate 
governance to climate change, ESG disclosure and human rights

It is important to recognise that the PRI commitments do not 
make any mention of specific issues – that is for each signatory 
to determine, and will vary according to the asset class and 
investment style. The PRI is not prescriptive, but rather commits 
signatories to developing their own systems for evaluating 
and dealing with ESG risks and opportunities. For investors 
considering signing the PRI, the most important point is that 
signing is a commitment to begin the journey. It does not mean 
that an organisation is necessarily implementing all the Principles 
and possible actions at the time of signing, and indeed, very 
few are when they first become involved. Signing is a first 
step, and provides signatories access to a strong network of 
peers, a dedicated Secretariat to support implementation, and 
considerable implementation resources to assist in the process.

The PRI is a voluntary, aspirational set of guidelines – along with 
a network and supporting infrastructure – to help investors do 
their jobs better and deliver for their beneficiaries and clients.

Donald MacDonald, Chair
Principles for Responsible Investment
(An investor initiative in partnership with UNEP FI and the UN Global Compact)
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EIRIS is a leading global provider of independent research into 
the social, environmental and governance (ESG) performance of 
companies. Over the past quarter of a century EIRIS has conducted 
detailed research on the issue of corporate social responsibility 
(CSR) on behalf of investors in the UK and abroad. EIRIS expects 
that corporate responsibility reporting will continue to grow, meeting 
the needs of all stakeholders whilst ensuring that investor needs are 
increasingly central.

Today EIRIS provides research on corporate ESG and other ethical 
performance indicators for
approximately 3,000 companies worldwide. EIRIS currently has 
over 100 clients ranging from those who use the research for stock 
selection or exclusion, to pension funds and other institutional 
investors applying an engagement or responsible investment overlay 
to their investment strategy. The value of responsible investment 
funds has grown dramatically in the last ten years, with around USD 
4 trillion of funds incorporating an analysis of ESG factors now being 
managed globally2.

EIRIS’ experience of researching ESG issues for nearly 25 years 
suggests that investor appetite for increased responsiveness to ESG 
issues by companies will continue to grow. One should expect to 
witness an increase in the value of assets managed according to 
ESG and responsible criteria. The value of assets represented by the 
signatories of the Principles for Responsible Investment (PRI) already 
exceeds USD 8 trillion3, a figure that is likely to increase. In addition, 
recent evidence suggests that incorporation of ESG issues into 
investment analyses can help fund managers better understand the 
future performance of companies in the long term. 

Customer demand, competitive pressures, increased transparency 
and a growing number of initiatives encouraging responsible business 

Ethical Investment Research Services - EIRIS 
The state of responsible business: Global corporate 
response to environmental, social and governance 
(ESG) challenges         
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practices are likely to work together to continue to raise expectations 
of the standards adopted by companies. In particular the continued 
growth
of responsible investment will drive companies to improve their 
responsible business strategies.

In 2007 Eiris published a report which analyses the extent to 
which companies are addressing their environmental, social 
and governance (ESG) impacts. The companies examined are 
constituents of the FTSE All-World Developed Index and the data 
presented was extracted from databases maintained by EIRIS 
in March 2007 1. The data is presented by country/region and 
contextual analysis is provided. The issues covered are corporate 
governance, equal opportunities, human rights, supply chain labour 
standards, environmental responsibility and community involvement. 
The report focuses on these issues because they illustrate a cross 
section of key ESG risks that companies face and key sustainability 
issues of interest to clients.

Main findings
• Over the past 25 years EIRIS has seen CSR evolve from a mainly 
philanthropic activity to a more mainstream approach that integrates 
responsible business principles into core business activities.

• Responsible business practices are increasingly being adopted 
by companies worldwide though there are significant differences 
between regions.

• European companies have well developed responsible business 
practices across a broad range of issues. This is due to a 
sophisticated responsible investment market, NGO pressure and a 
strong regulatory environment.

• Japanese companies demonstrate strong performance on 
environmental issues, although need to make progress on other 
areas to match European levels.
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• Beyond a core of companies which have adopted responsible 
business practices, North American companies significantly lag 
behind their European counterparts across all the areas researched.

• Large companies are more likely to adopt responsible business 
practices than smaller companies. Larger companies by market 
capitalisation are more likely to adopt human rights policies and 
demonstrate environmental performance improvements

• Continued growth in responsible investment especially amongst 
‘mainstream’ investors, driven by a belief that environmental, social 
and governance issues affect financial performance, is expected to 
drive greater corporate take up of and reporting on these issues.

Additional findings
• European and Japanese companies are clear leaders with 
respect to managing environmental impacts. Over 90% of high 
impact companies in Europe and Japan have developed basic or 
advanced policies, compared with 75% in Australia/New Zealand, 
67% in the US and 15% in Asia ex-Japan.

• Progress is not as good with respect to human rights approaches 
both in companies’ owned operations and in the supply chain, 
particularly in countries outside Europe. Nearly 75% of European 
companies operating in high risk countries have developed a basic 
or advanced human rights policy compared with less than 40% of 
North American companies and around a sixth of Asian companies. 
Over 50% of European companies have adopted a basic or 
advanced supply chain policy where relevant, however less than 
20% of North American companies and less than 10% of Asian 
companies have done the same.  Corporate governance practices 
are converging globally. Governance codes are being revised 
to improve levels of transparency and independence, and the 
proportion of companies adopting Western board structure models 
is increasing. The proportion of independent directors is on the rise, 
as are disclosure of director remuneration and the proportion of 
women on the board.
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• Companies in Asia ex-Japan are least likely to have adopted 
responsible business practices in relation to all the criteria examined, 
although this may be set to change as NGO presence is increasing 
in Asia and investors are becoming more interested in emerging 
markets.

• Australian, New Zealand and Canadian companies do not perform 
exceptionally on any issues compared to their peers in other 
countries.

• Large companies are more likely to adopt responsible business 
practices. 56% of all companies in the FTSE All World Developed 
Index have adopted an environmental policy meeting at least basic. 
These companies represent 77% of the value of the index. Similarly, 
43% of all companies operating in high impact countries have 
developed at least basic human rights policies and these companies 
represent 70% of the value of those companies in the index.

• A number of factors have driven the rise of responsible business 
practices, including regulation, ethical consumerism, brand 
reputation management, process improvements and responsible 
investment.

Corporate governance
While corporate governance can be defined in a variety of ways, 
it generally refers to the mechanisms by which company directors 
are held accountable for corporate conduct and performance. In 
principle, good practice in the way in which boards are structured 
and how directors apportion accountability should facilitate good 
corporate performance  by ensuring that a company is managed 
in the best interests of its owners. Although improved governance 
practices and procedures cannot provide a foolproof safeguard 
against deliberate fraud or financial collapse, many investors see 
their existence as evidence of sound management practice within a 
company.



• 62% of the companies studied have boards containing more than a 
third of independent directors. However the proportion of independent 
directors varies greatly between countries. Over 90% of companies 
in North America, UK, Switzerland, the Netherlands, Norway, Finland 
and Australia have more than a third of independent directors, 
compared with less than 10% in Germany, Austria and Japan.

• Disclosure of directors’ remuneration is consistently high, with 96% 
of all companies disclosing this information.

• In half of the countries studied over 90% of companies separate the 
roles of chair and chief executive. However rates of separation are 
lower in the US (30%), Japan (54%) and France (56%).

• These differences are driven by the fact that companies largely 
adhere to their relevant national Corporate Governance guidelines.

• However corporate governance practices are converging. 
Governance codes are being revised to improve levels of 
transparency and independence, and the proportion of companies 
adopting Western models of board structure is increasing.

Equal opportunities/Women on the board
Employers increasingly recognize employee discrimination as being 
bad for business because it limits the skills pool from which they can 
draw talent and creates a closed mindset towards developing new 
markets and opportunities. For example, by not discriminating on the 
grounds of age, a company can take advantage of highly experienced 
staff who are often overlooked in the marketplace. Companies can 
achieve similar results by being pro active in combating discrimination 
on the grounds of religion or sexual orientation and moreover, use 
this to their advantage in helping to market their products or services 
more widely. Increasing numbers of companies therefore now see 
improving diversity not just as a way to avoid criticism or lawsuits, but 
as a means of building reputation and gaining competitive advantage.
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• Increasingly, companies view equal opportunities less as a way to 
avoid criticism or lawsuits, but more as a means to build reputation 
and gain competitive advantage by accessing a broader skill set.

• Around 90% of companies in North America (94%), Europe (88%) 
and Australia/New Zealand (87%) have basic or advanced equal 
opportunities policies. Conversely, just over 50% of Japanese and 
less than 25% of companies in Asia ex-Japan meet these standards.
The pattern is slightly different for equal opportunities management 
systems. The criterion includes disclosure of staff demographics in 
relation to women and ethnic minorities as well as the presence of 
flexible working policies. Europe and Australia/New Zealand both 
perform well, with around 80% and 70% respectively demonstrating 
at least basic systems. Performance amongst Japanese companies 
is also strong at 60%, whereas it is weaker amongst US companies 
at 25%. In the US, companies are less inclined to disclose this 
information, possibly due to fear of litigation.

• Worldwide, only 8.1% of board members are women. 
Representation of women on the board continues to be lowest in 
Japan at less than 1% and remains generally low in Mediterranean 
countries. These low levels are driven by a mixture of cultural factors 
including a history of fewer women in formal employment combined 
with weak legislative encouragement.

• The highest rate of 33% is seen in Norway where the government 
has enforced a quota for a minimum of 40% board members to be 
women by the end of 2007. The number of women on the board is 
set to increase in Spain as the Spanish government has recently 
established a quota similar to that imposed in Norway.

Human rights
Human rights are central to research into corporate responsibility 
and sustainability issues. Globalisation has had a significant affect 
on a large number of companies’ approach to human rights, as 
corporations are being asked to consider whether their involvement 
in a particular country reinforces or undermines the human rights 



of their employees and the wider community. Many high profile 
campaigns that have contributed to awareness of responsible 
investment and corporate responsibility have related to human 
rights. Most famously, concerns about investment in apartheid-era 
South Africa in the 1980s and more recently controversies about 
commercial relations with Burma, Sudan and elsewhere have often 
placed the spotlight on companies investing in countries where 
human rights are seen as at risk.

• In particular, investors look for proof of compliance with standards of 
fundamental human rights as recognised in the Universal Declaration 
of Human Rights and related international conventions.

• Companies in Norway, the Netherlands, the UK and Finland are 
more likely to have developed advanced human rights policies; 50% 
or more of companies in these countries with large operations in high 
risk countries have an advanced human rights policy.

• In contrast, a low proportion of US and Japanese companies 
operating in high risk countries have developed advanced policies, 
less than 5% in each case.

• Less than 5% of relevant companies in Hong Kong, and none of the 
companies in Singapore or Portugal have developed even a basic 
human rights policy, system or report.

• The low proportion of US companies achieving an advanced grade 
may be explained by the frequent omission of freedom of association 
and collective bargaining from human rights policies.

• The low proportion of Asian companies achieving an advanced 
grade may be explained by differences in their perceptions of what 
constitutes human rights, as well as relatively lower levels of NGO 
and responsible investor activity in Asian countries.

• Large companies are more likely to address their human rights 
risks. 15% of all companies in the FTSE All World Developed Index 
operating in high risk countries have adopted an advanced policy. 
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These companies represent 27% of the value of those companies 
in the index. Similarly, 43% of all companies have developed either 
basic or advanced policies and these companies represent 70% of 
the value of those companies in the index.

Supply chain labour standards
Companies are increasingly sourcing products from developing 
countries as supply chains become more globalised. As a result 
they are under increasing pressure from responsible investors 
and NGOs to demonstrate that their products are manufactured 
employing acceptable labour standards.

• Across all regions, with the exception of Europe, the majority of 
companies with a significant degree of reliance on global supply 
chains show little or no evidence of having a supply chain labour 
standards policy. Over 80% of companies in North America and 
Australia/New Zealand and over 90% of Asian companies do not 
demonstrate any evidence of a supply chain labour standards 
policy.

• Conversely, over 50% of relevant European companies have 
developed a basic or advanced supply chain policy.

• This pattern is repeated for supply chain systems and reporting 
mechanisms.

Environmental responsibility
Public concern about environmental degradation, climate change 
and water availability has grown in recent years. Protests, 
shareholder actions, investor pressure, regulation and the 
introduction of initiatives such as the European carbon emissions 
trading scheme have focused the attention of business onto these 
concerns. In recent years, there has been a steady expansion 
in the number of companies seeking to actively manage their 
environmental impacts as well as ongoing improvements in the 
standards of these efforts. Initiatives such as the Global Reporting 



Initiative (GRI) and the Carbon Disclosure Project (CDP) have 
helped to provide guidance to companies and facilitate greater 
levels of reporting on, and management of, environmental issues.
 
• 57% of all companies have a publicly available environmental 
policy statement in place. A similar percentage of companies 
have implemented environmental management systems (58%), 
although a much smaller proportion (29%) report their environmental 
performance.

• A greater proportion of companies with a high impact on the 
environment have environmental policies, systems and reports (78%, 
81% and 57% respectively).

• Large companies are more likely to address their environmental 
impacts. 56% of all companies in the FTSE All World Developed 
Index have adopted an environmental policy meeting at least basic. 
These companies represent 77% of the value of the index.

• Over 90% of high impact companies in Europe and Japan have 
developed basic or advanced policies for managing environmental 
impacts, compared with 75% in Australia/New Zealand, 67% in the 
US and 15% in Asia ex-Japan.

• Environmental performance is strongest amongst companies in 
Europe and Japan, however performance in Asia ex-Japan and 
the US is less encouraging. 7% of Asia ex-Japan and 18% of high 
impact US companies demonstrate an improvement in environmental 
performance, compared with over 50% for companies in Japan and in 
several European countries.

• A number of factors drive the strong performance demonstrated by 
European companies including strict EU regulation and a high level of 
pressure on companies to adopt sustainable environmental practices 
from investors, NGOs and civil society.

• Performance is strong in Japan as ISO 14001 has been widely 
adopted, championed by the government as a way of providing 

22 Introductory Texts
International References



40|41     

customer assurance and as a means to avoid losing export business 
to certified firms elsewhere.

Community involvement
Community involvement is a major corporate responsibility issue. 
When a company gives to charity, it often produces a tangible 
business reward in terms of improved reputation and profile, as well 
as benefiting a good cause. However the simple signing of cheques 
in themselves does not always impress responsible investors, 
especially if they do not share the same priorities as companies 
in choosing which causes to support. The donation of expertise, 
time and resources may often be considered more valuable in 
terms of the benefit it provides to the wider community and society. 
Conversely, there are instances, particularly where companies 
make gifts in kind in lieu of cash donations where the gifts given 
may not be considered as an appropriate or helpful response to the 
cause in question.

• Community involvement is widely used in all regions of the world 
as a means to build reputation. In all the countries covered, at 
least 50% of companies score basic or advanced (Europe 85%, 
Australia/New Zealand 77%, North America 70%, Japan 66%, Asia 
ex-Japan 60%). Even in the lowest performing country, Hong Kong, 
58% of companies meet at least the basic level.

• Differential tax rates and incentives for charitable giving between 
different countries play a part in affecting the average amount 
donated from country to country.

Concluding remarks
EIRIS is confident that responsible business will continue to 
grow around the world. It is expected that increasing numbers 
of companies will improve their responsible business practices 
and that European companies will continue to lead this process. 
However it is also expected that companies in other regions will 
make significant progress towards current best practice. Asia ex-



Japan is expected to embrace responsible business as economic 
expansion continues in the region. In addition, one might expect 
US companies to embrace responsible business, particularly in 
response to the environmental challenges faced as a result of 
climate change.

To read the full report please consult www.eiris.org

22 Introductory Texts
International References
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The banking industry is one of the largest industries worldwide. Its 
principal function in the economy is financial intermediation. In order 
to develop its financial intermediation activity, the banks capture 
resources from clients at highly attractive interest rates in order to 
apply such resources in the activities that the banks deem the most 
profitable. The resources that banks manage to capture can be 
used, fundamentally, to guarantee the loans granted and to make 
financial investments in the international market via the transfer of 
financial resources from families to enterprises (and states). 

When the economic agents deposit money or buy a participation 
unit in an investment or bond fund, they are financing directly, and 
through the banks (who by holding more deposits can also grant 
more credit), the activities of enterprises or states which may be 
located on the other side of the planet. The specificity of the banking 
business enables it to influence, directly and indirectly, the activities 
of citizens, families, SMEs, large enterprises as well as states, by 
the way in which that capital is invested by businesses and/or spent 
by private invidividuals. As the great majority of economic agents 
resort to bank financing to develop their economic activities, the 
banks wield an extremely important influence as regards the criteria 
they may impose on enterprises so as to ensure that the money 
lent is invested within a context where the environmental and social 
risks faced by those enterprises have been duly addressed.  These 
are the assumptions that explain the vital importance of the financial 
sector for sustainable development in both national and global 
economies.

Banking Industry is one 
of the biggest World 
wide Industry

Banks have a crucial 
power on the criterias 
they demand in their 
lending procedures. 
These criterias can 
influence and ensure 
that the money they 
lend is invested in 
a way that seeks 
to minimize their 
clients’ social and 
environmental risks.

3. Sustainable Banking
3.1 What does it mean?

A Brief Introduction
What is the business of banks?

Sustainable Banking3 What does it mean?3.1
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Sustainable Banking3 What does it mean?3.1

The principal activities of banks are: 

•  To capture savings from the economic agents;
•  To apply these savings in diversified and adequate assets so as 
to reflect the cost of financing and the risks undertaken;
•  To apply these savings in investment funds with a profitability/risk 
binomial inaccessible to most individuals;
•  To offer financial advisory services to their clients;
•  To assess, control and diversify the risks of their asset portfolios

Principal products
Analysing the structure of 2006 Sectoral Balance Sheet, the 
principal activities of the sector in Portugal involve capturing financial 
resources from client savers (deposits) and granting loans to 
families and businesses in need of financing. 

Sectoral Asset Structure 2006

Source: Portuguese Bankers Association
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Sectoral Liability Structure 2006

41,6%
Client Resources
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Securities

27,1 %
Resources of Credit Institutions



Loans to private clients presently account for 55.6% of total credit 
with a strong dynamism in consumer credit.

As regards credit granted to economic activities, the property 
services and the services provided to businesses accounted for 
35% of the total credit granted, with construction accounting for 
20%, manufacturing 13%, transport and communications 6%, 
production and distribution of electricity, gas and water 2%. As 
we shall see below, it is also in these sectors that pressures of an 
environmental nature exist which need to be duly addressed and 
anticipated.

 

The need for a new banking sector approach to environmental and 
social risks 

Social and environmetal risks represent a new challenge for the 
banking sector. Due to pressures from society and new legal 
obligations, the sector should bring into the procedures that consitute 
its role as credit grantor several traditionally non-financial aspects 
which now carry a related money risk. 

 Source: Bank of Portugal

Structure of the National Credit Portfolio by business, 2006
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enterprises
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Such risks arise from the action of different Stakeholders such as:

•    The State, through (mainly environmnental) legislation which 
affects the sector directly and indirectly through the imposition of new 
environmental responsibilities on the economic agents;

•    The enterprises, which asssume contingencies (namely 
environmental) which if unfulfilled will have financial repercussions, not 
least on their ability to meet their credit obligations;  

•    The Families, who are increasingly more sensitized to such 
issues as global warming, water pollution, ozone layer problems and 
social problems;

•    The NGOs, which might cause their products, and the products 
of other enterprises to which they granted credit, being boycotted, 
resulting in serious damage to both reputation and brand image; 

•    The Media, which may negatively influence public opinion about 
the banks or about the enterprises to which the banks granted credit.

All theses potential pressures from the identified Stakeholders are in 
connection with the environmental risk associated with the investment 
being financed. Such risk may emerge in three ways:

•    Financial risk associated with the continuity of the client’s 
business owing, for instance, to changes in legislation or in market;

•    Potential costs that may arise to the bank from environmental 
damage as a result of investments made by its clients (insurance 
area);

•    Reputational damage due to the association between negative 
environmental impacts and the bank.

What does it mean?3.1



Infuence of the various stakeholders on the Sustainability Policy of 
Financial Institutions

Banks can turn risks into opportunities in three distinctive ways by:

Integrating environmental and social issues into their core 
business – Indirect environmental impact and social impact 
management:
      • Developing an environmental risk analysis of the loans granted: 
before the loan is granted; during the life of the loan; at the time of 
negotiation in the event of default on payments; on full repayment.
      • Creating new products and services which will be conducive to 
meeting the new needs of clients as well as to the creation of new 
markets

   Source: Sustentare

State/
Regulator

Consumers

Media

NGOs

Financial 
Institutions

Enterprises
Setting standards

Ex
ist

en
ce

 o
f P

re
ss

ur
e

H
ei

gh
te

ne
d 

et
hi

ca
l, s

oc
ia

l a
nd

 
en

vir
on

m
en

ta
l c

on
ce

rn
s

Information Avai
lab

le 

Info
rmatio

nEx
pe

ct
at

io
ns

Expe
cta

tion
 mana

gem
ent

: 

pro
duc

ts, 
ser

vice
s, im

age

New
 ne

eds

Expectation drivers
Compliance or 

non-compliance

Expe
cta

tion
 mana

gem
ent

: 

pro
duc

ts, 
ser

vice
s, im

age
New

 ne
eds

Expectation drivers
Compliance or breakdown



Incorporating these factors into their operating management– 
Direct environmental impact and collaboration, supply and client 
management;
      • Improving their energy efficiency by rationalizing the consumption 
of goods.
      • Promoting internal social welfare through their relationship with 
collaborators and with other suppliers.

Engaging in strategic philanthropy – Liaising with the Community;
       • Through Sponsorship, Philanthropy and specific support which 
has two concurrent distinct goals: to achieve gains in reputation 
and image and to contribute to the development of the surrounding 
community.

This study will focus solely on how banks can and should incorporate 
environmental and social issues into their core business. It seeks, 
in this context, to identify how the banks can turn the new risks facing 
them and their clients into new business opportunities by integrating 
social and environmental risks into their credit risk analysis and 
through the creation of new financial products and services. 
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   Source: Sustentare

. Cut down consumption

. Relationship with collaborators

. Relationship with suppliers

. Philanthropy

Manage 
Direct 
Impacts

Banks

Environment 
and Society

. Consumer credit

. Housing credit

. Home loans

. Loans to large enterprises

. Loans to small and micro firms

.Setting-up and marketing of property and    
securities investment funds
. Savings management advice

Manage 
Indirect 
Impacts

This study focus on the 
management of indirect 
environmental and social 
risk impacts on the core 
business of the Financial 
Institution.

What does it mean?3.1



The integration of environmental and social aspects into the core 
business of banks is the result of two fundamental factors:

1.   Economic motivation, where risks relevant to the business are 
incorporated.

2.   Commitment to sustainable development in a way that 
contributes positively to influencing behaviours by the economic 
agents that are “environmental friendly” and promote social 
cohesion.

Economic Motivation

Motivation is linked to the new responsibilities that might emerge in 
a regulation context from governments and other competent entities, 
through legislation, and also, and mainly, from the expectations 
of society in respect of the responsibility a bank should undertake 
within the context of its sustainability policy. In fact, in deciding to go 
ahead with a sustainability strategy, the enterprise ought to keep in 
mind that by undertaking such a commitment it is creating a number 
of expectations in the various stakeholders. These expectations 
will require the implementation of coherent policies between the 
strategic discourse and the applicability of this vision to the diverse 
operations the enterprise performs. It is also important to point out 
that the implementation of a sustainability policy, irrespective of 
which sector an enterprise operates in, entails a willingness on the 
part of the enterprise to implement voluntary practices beyond those 
required by law; to take on responsibilities which it deems important 
for the long-term success of its business. 

The Importance of Integrating Environmental and Social Apects into 
the Core Business
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In this context, and for the banking sector, some of these 
responsibilities might be:

•    Reponsibility for cleaning any space owned by the enterprise 
being financed and which it has given as guarantee for the loan;

•    Responsability for poor assessment of the envrionmental risks of 
the projects or activities being financed;

•    Responsibility for negligence that might lead to non-identification 
of actual or potential environmental risks.

Note that, traditionally, the only social and environmental risks to 
which the banks were subject were those imposed by the laws that 
focused directly on them. However, stakeholders pose a number 
of indirect risks which may lead to non-repayment of loans by 
enterprises. For example:

•    An enterprise which took out a bank loan carries on its business 
in breach of labour laws. The penalty might be so high that, at its 
limit, may cause the enterprise to close down. The enterprise starts 
defaulting and goes to litigation. The bank is left with a worthless 
asset;

•    If an enterprise faces a boycott of its products for defaulting on its 
payments, it may cause the same type of problem to the bank from 
which it obtained the loan.

What does it mean?3.1



This new credit risks represent financial costs to the banks. These 
costs may be identified as:

Decreased asset quality because any credit granted to enterprises or 
to private individuals that produces harmful environmental and social 
impacts might represent expenses and liabilities for the business 
clients of the banks and, at its limit, lead to default on the financial 
obligations undertaken towards the bank; 

Decline in 
Asset quality

Increased provision for doubtful debts given that these risks increase 
the likelihood of enterprises eventually facing financial difficulties;

These two factors cause a reduction in the capital adequacy ratios 
of banks, that is, the bank’s capital may be reduced in order to tackle 
possible defaults on its credit portfolio which now carries more and 
greater risks;

Potential profit reduction. The increase in financing costs forces the 
bank to reduce the spreads between the interest rates it charges on 
loans in order to remain competitive. If it opts to increase the interest 
rates on the loans it grants and/or lowers the interest rates it pays 
on deposits, it will lose clients who will look to other banks for more 
advantageous rates;

Decreased Rating. A decrease in their capital adequacy ratios and in 
their profits makes the rating agencies regard them as less solid and 
as more risky for investors, which reduces their capacity for attracting 
investments and increases the costs of financing; 

Potential increase in the bank’s costs of financing. The reduction 
in the capital adequacy ratios causes a decrease in the capacity to 
absorbe losses without having to close down, that is, there might be 
a decline in its financial soundness which will require the need for 
financing at increasingly higher tax rates.

Increased 
Provision for 

Doubtful Debts

Reduction in 
the Capital 
Adequacy 

Ratios 

Reduction in 
Profits

Decreased 
Rating Level

Increased 
Financial Costs

Source: Sustentare



In other words, there is a tendency for a rapid transmission of risks. 
The risk for enterprises resulting either from legislation or from 
that which is valued by society may cause financial difficulties for 
enterprises, driving them to non-compliance with such legislation 
and or social standards. Such non-compliance becomes therefore 
a risk for the financial institution that financed them. The operational 
environmental and social risks of enterprises may thus turn into 
credit risks.

Commitment to sustainable development

The financial sector has been developing actions in the context of 
sustainability due not only to economic factors but also because 
it acknowledges the existence of a new international order where 
the values associated with ethical, environmental and social 
aspects are ever more important for promoting a more balanced 
and fairer global economy. Quoting a quite well-known phrase 
“Companies cannot succeed in societies that fail”, the financial 
sector recognizes the veracity of this statement and is aware that 
a set of economic agents may influence positively the behaviour 
of a number of economic agents: whether through the financing of 
activities that promote social and environmental welfare, or through 
internal policies of rationalization of the use of natural resources, or 
through actions it performs in the community to which they belong, 
supporting major social causes which would, otherwise, struggle to 
exist. 

All these actions bring with them reputational recognition of the 
bank. There is no doubt. However, it is necessary to say that the 
financial sector too is responsible for the society of which it is part 
and, as such, recognises the importanc of its actions aimed at 
contributing to sustainable development where economic welfare is 
closely bound up with social and environmental welfare.
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Value Chain of a Bank – The environmental risk of a client’s client 
may turn into a credit risk

What can be the value chain of a bank? An example:

The Bank granted a 
10-yer loan to Enterprise 
Y - whose business is 
property development- 
- in 2007, for developing 
a new urban project. 
In this case, the clients 
are civil construction 
subcontractors. 

In 2012 (halfway 
through the 
loan period) 
Enterprise Y 
starts having 
financial 
difficulties due to 
an environmental 
problems that 
occurred in its 
clients’ sector 

2017
Final date for 
the repayment 
of the granted 
loan

Enterprise Y starts having fewer clients for these clients are 
unprepared to meet certain requirements:

• With the transposition of the Environmental Liability Directive, 
diverse sectors of activity, including civil construction, will be forced to 
guarantee not only prevention but also redress for any environmental 
damage caused in the course of their activity – not all enterprises 
(which are mostly SMEs) are capable of responding to these 
requirements

• Emission requirements are becoming increasingly more strict:

• An increasing number of examples are beginning to emerge of  the 
use of renewable energy in the construction sector at more affordable 
prices, which increases demand 

 • CO2 emissions tend to be more limited;
 • The payment of fines is envisaged as a result of the new “tax” on  
each ton of CO2 emitted, which  would increase the cost structure 
still further;
 • The price of fossil energy is increasingly  higher.
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Enterprise Y starts having greater costs:

•  The price of fossil energy is higher which increases the cost 
structure for subcontractors and, consequently, for the enterprise; 

•  Enterprise Y’s assets are immobilized in the sense that it is unable 
to sell them because there are assets on the market which respond 
better to the new demands, but the cost of maintaining such assets 
remain;

•  Due to the Environmental Liability Directive which was 
implemented in 2007, the enterprise is faced in 2012 with 
unexpected costs as well as costs associated with the damage 
its activity has caused to the environment (water, soil) and the 
enterprise then becomes responsible for restoring the environment 
to what it was prior to the damage or liable to compensate for such 
damage;

•  The enterprise was not covered by insurance other than civil 
liability, that is, it was not covered by insurance in the event of 
needing to restore the environment or pay damages.

In 2012, 5 years after Enterprise Y had secured the loan for new 
investment, it loses a considerable volume of clients and has to cope 
with additional costs – it is not able to get a return on the asset in 
which it invested. At this point, Enterprise Y stops making the montly 
payments to the Bank and enters into a court settlement process 
(litigation).

What does it mean?3.1



How could all this have been prevented?

The Bank anlyses beforehand the 
economic, environmental and social 
risks of the loan to be granted and 
provides Enterprise Y with feedback 
on a number of factors:

•  New environmental risks within the 
context of the Environmental Liability 
Directive for this business sector; 
•  The Kioto Protocol could be extended 
to the construction sector and related 
activities and, as such, this sector might 
undergo crucial changes (besides the 
ones already in place);
• The need for diversification of product 
supply, namely, through the inclusion of 
renewable energies.

What had been necessary to do before 
granting the loan?

•  That the bank’s commercial agent had 
knowledge that the property promotion 
sector and the construction sector would 
be future risk sectors;
•  That the commercial agent made 
the connection between Entreprise Y 
(Property Promotion) and its reliance on 
the civil construction sector;
•  That the commercial agent was not 
scrutinized  merely on the basis of the 
amount it manages to borrow but also on 
its quality and risk analysis;
•  That is, that the Bank had sustainability 
build into the core business. 

Bank Enterprise Y

Cross-cutting 
Sectors

 
Construction

Energy
Transport 
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• Could have taken out environmental insurance to guard against 
possible damage;

• Could have developed a Project which incorporated more (or 
exclusively) renewable energies;

• Could have engaged in dialogue with their stakeholders in order 
to understand their future expectations in terms of development of 
their projects

Will this be relevant to Portuguese Banks?

Around 99% of the Portuguese entrepreneurial fabric is 
made up by SMEs and about 45&% of the credit portfolio of 
domestic banks is accounted for by both construction and 
property promotion activities, which are, together with transport 
and services, the sectors with greatest weight in the national 
economy.  It is expectable that these sectors will be faced with 
strong environmental challenges in the future, namely, after the 
transposition of the Environmental Liability Directive and in the 
event of a new “version” of the Kioto Protocol, more demading and 
more encompassing, in terms of business sectors.

Source: Sustentare
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The case of Citigroup – thousands of credit cards were 
returned due to the Bank’s participation in Project Finance 
projects regarded as controversial by a coallition of non-
governamental organizations located at several points of the 
Globe.

The year 2000 saw the beginning of one of the largest 
campaigns of a coalition of NGOs against controversial 
projects by private financial institutions from an environmental 
and human rights point of view. The objective of the campaign 
was to influence the project finance decisions of the Bank’s 
Financial Institution. According to Rainforest Action Network, 
the NGO responsible for the campaign, the Institution’s 
choice was not just due to the type of projects it financed. It 
was also due to the fact that it is the world’s largest financial 
institution serving, as such, as the benchmark for all the other 
institutions in the world. The main pressure was brought to 
bear on the retail banking division of the Financial Institution, 
with various clients of the Bank returning their snipped cards 
to the Institution’s head office. This campaign adversely 
leveraged the importance of the project finance business 
unit, affecting other divisions of the business in the process, 
namely, Retail Banking. Taking into consideration that the 
campaing gained the backing of many young clients – mainly 
students – the bank suffered incalculable loss given that a 
young client signifies a lifetime of savings and steady credit 
with the Financial Institution. 

According to the NGO responsible for the campaign, the latter 
stretched over four years, spreading strategically to other 
areas related to the impact of financial institutions on society. 

 It should be noted that the said Financial Institution is a 
leader in the implementation of environmental and social 
variables in its business, serving as a benchmark for the 
market. This Institution was one of 10 pioneers in the drafting 
of, and adherence to, the Equator Principles, in 2003. Its 
microcredit scheme won the Financial Times and IFC 
sustainable business award, 2006.
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The main risk that NGOs, families and the media pose to banks 
is the reputational risk. The loss of brand value may, on the 
other hand, have serious consequences for the future business 
performance of banks. This risk is particularly important for the 
banks whose business strategy is founded on borrow-short, 
lend-long. This strategy relies critically on the establishment and 
maintenance of a relationship of trust with the clients. These three 
Stakeholders, either in isolation or in concert, may negatively 
influence certain banks, which might cause serious damage 
to their brand image and to their reputation, thus leading to a 
significant reduction in the deposits they succeed in attracting. A 
fall in operating reserves has, on the other hand, an impact on the 
increase in the cost of financing and on the potential diminution in 
the rating level awarded by analysts. 

In a small-scale economy like the Portuguese economy, 
characterized by the need for banking expansion and by very 
aggressive competitiveness, quite visible in spreads charged on 
some products, the banks may start envisaging sustainability as a 
factor in differentiating and attracting potential clients.

This vision may be substantiated by (6):

•  The integrated aspects of Basle II, Financial Instruments Directive 
and the Consumer Credit Directive

•  The findings of the market survey undertaken, which show that: 
      - 65% of Portuguese consumers consider that Transparency in 
Banking Advertising is a very serious problem;
      - 88% of Portuguese consumers consider that the fact that a 
bank provides clear and transparent communication may constitute 
an important criterion in chosing a bank; 
        - 52% of Portuguese consumers stated that, if they know that a 
bank has environmental concerns, that may be a factor in choosing 
that bank instead of another. 

(6) Data obtained 
from a survey of 1200 
Portuguese consumers 
in 2007
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Basel II – Operational risks and their link to Sustainability
 

1st Level 
Operational Risk 

2nd Level 
Operational Risk 

Link to 
Sustainability

Environment:
Potential disasters 
deriving from climate 
changes (long term).
Social:
Civil liability to face 
up to internal and 
external stakeholders.

Governance:
Internal procedures 
of good conduct, 
related to the 
observance of ethics 
code, transparent 
information given 
to our clients and 
observance of good 
market practices.

Social:
Internal and external 
non-discriminatory 
policies, good 
working conditions for 
employees and also 
to receive clients at 
our facilities,
To observe good 
labour practices 
laying great stress on 
human capital.

Damage in Physical 
Actions

Disasters and other 
Events.

Clients, Products and 
Commercial Practices

- Welcome Activities;
- Adequacy, 
Confidentiality and 
Reliability;
- Products Defects;
- Market or Business 
Practices;
- Selection, 
Patronage and 
Exposure.

Employment 
Practices and Safety 
at Work

- Discrimination;
- Health and Safety at 
Work;
- Employment 
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1st Level 
Operational Risk 

2nd Level 
Operational Risk 

Link to 
Sustainability

Governance:
To observe the 
internal procedures.
Limited link to 
sustainability.

Limited link to 
sustainability.

Governance:
To observe the bank’s 
ethical principles and 
code of ethics.

Governance:
To observe the 
internal procedures.
Limited link to 
sustainability.

Execution, Delivery 
and Management of 
Processes

- Clients and 
documentation;
- Non-client 
counterparts;
- Information Control 
and Report;
- Management of 
Clients’ Accounts ;
- Service Providers 
and Suppliers;
- Reception, 
Processing and 
Maintenance of 
Operations;

Disturbances in 
Commercial Activities 
and Systems Failure

Systems

Internal Fraud - Unauthorised 
activities;
- Theft and Internal 
Fraud.

External Fraud - Theft and External 
Fraud;
- IT Systems Security.

Source: BPN Innovation Management Report, 2006
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Incorporation of Social and Environmental Factor sinto the 
Financial Market

As a response to the evolving expectations of the global society 
where environmental and social factors have increasingly 
gained importance, the traditional financial market has also been 
incorporating these features as a matter of course:

The traditional financial market and how the environmental and social factors 
are being incorporated    

Banks are subject to pressure from the various Stakeholders. This 
pressure has forced the banks to progressively incorporate the 
environmental and social aspects into their core business. On the 
other hand, consumers and enterprises – who also form an integral 
part of the financial market – increasingly value the ethical behaviour 
of enterprises, which have progressively been carrying out voluntary 
agreements and sustainability policies.

Families

Source: Jeuken, “Sustainable Finance and Banking”, 1998
Environmental aspects added by Sustentare 
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At the international level we have witnessed the development of 
both voluntary and legal agreements focusing on the environmental 
and social area.  Examples of these are the Kioto Protocol, the 
Millenium Goals, the United Nations Global Compact, or the Equator 
Principles, among many others. These agreements were created 
as a response to the growing concerns about the environment and 
the society of the international community, in geral, and of families, 
in particular. They have cross-cutting effects on society, posing new 
risks and obligations to enterprises, constraining the behaviour of 
governments and families, thus creating new direct risks for the 
credit portfolio and the reputation of the banks.
 
The growing concerns about the environment and society also drive 
Governments to start legislating to preserve the environment and 
improve social conditions. This legislation poses direct risks to banks 
(when they directly affect their activities) and to credit portfolios, 
when they affect the activities of their business clients.
All of this shows that the environmental and social aspects have, as 
a matter of course, been internalized by the international economy 
and the financial markets, and that their role is acknowledged as 
being one that poses risks as well as opportunities for business.  

Banks can transform these new risks into new opportunities by 
integrating the environment and society into their core business in 
implementing a Sustainable Manangement System which:

1.   Takes account of environmental and social risks in their credit 
risk analyses, reducing the costs arising from deterioration in credit 
portfolio quality;

2.   Creates “environmental/social” financial products and 
services which succeed in meeting the needs of families and 
enterprises;

Measure 1), by reducing the need for provision for doubtful debts 
and increasing the capital adequacy rations it indirectly cuts the 
costs of financing and increases profits;

What does it mean?3.1



Measure 2), by attracting new customers while retaining the 
loyalty of the old ones and creating new markets, it causes 
revenues to increase, thus directly increasing profits. In addition, it 
enhances an image of solididy and confidence;

These measures lead to an improvement in performance, in the 
short and medium term, both financial (through increased revenue 
and cost reduction) and non-financial (through reduction in the 
indirect negative impacts on the environment and society); 

In the long term, the measures generate gains:

- in financing, because they improve capital adequacy ratios and 
financial solidity. 

- in reputation, for the bank acquires an image of social and 
environmental responsibility which contributes towards reinforcing its 
client portfolio and gaining market share. 

- attractivness, in that these practices attract business partners 
and investors because they increase their profits and boost their 
reputation. 

All of this contributes to a potential increase in profit in the long run. 
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SUSTAINABLE MANAGEMENT SYSTEM

1) 
Take into account 
environmentand social 
factors in risk analysis 

2) 
Create new 
“environmental/social” 
financial products and 
services

3) 
Eliminate the need to 
recognise future costs.

4)
Generate direct profits, 
attracting clients and 
creating new markets.

5) 
 In the short and medium term
Improve both financial and non-financial performance

6) 
In the long term
Generates reputation gains by helping with building 
the client portfolio and the market share, and attracts 
business partners and financing.  

POTENTIAL POSITIVE EFFECT ON 
VALUE CREATION

Source: Sustentare
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By incorporating the environmental and social factors into their core 
business, the banks willl then, in addition to taking into consideration 
these variables in the risk analyses of their credit portfolio, also create 
new products and services. This enables them to cope with with new 
risks and, simultaneously, create new business opportunities.

The financial products and services that turn environmental and social 
risks into opportunities are:

•  Promotion of loans intended to minimize the environmental 
impacts of enterprises, namely, SMEs; 

•  Promotion of financial products specific to each sector (for example, 
construction, tourism, energy, etc), so as to promote the sustainable 
growth of these sectors; 

•  Loans for Environmental Projects such as renewable energy 
production and/or distribution plants and industrial water and waste 
treatment facilities.   These are loans at lower risk of default than other 
loans for similar enterprises which are dedicated to environmentally 
riskier activities and, therefore, make them higher value assets. 
Additionally, the involvement of a bank in this type of undertaking 
provides them with reputation and image gains; 

•  Financing of Eco-Efficiency Projects, that is, enterprises who 
wish to increase their energy efficiency as well as their commodity 
consumption efficiency. When these loans are granted to enterprises 
already financed by the bank, they lower the environmental risks to 
the credit portfolio;

•  Environmentally and Socially Responsible Investments  which 
makes investment less risky and generates reputation and image 
gains vis-à-vis public opinion;

The New Products and Services
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•  Financial Inclusion Activities which, besides winning new 
clients and creating new markets, represent reputation and image 
gains. They contribute further to fair and balanced social progress, 
encouraging entrepreneurialism. Some examples are:

     Microcredit which consists in providing financing for sole 
entrepreneurs and/or microbusinesses. It is targeted at a 
disadvantaged class of clients who, traditionally, had no access to this 
type of product; 
    Microfinance which widens the previous concept by offering to 
the same class of clients another type of products or services, such as 
access to exchange rate risk insurance cover, treasury management 
solutions and insurance;
    Financial education actions whose object is to enable less 
informed clients to get to know and understand all the types of 
financial products and services  available, thus contributing to a more 
responsible use of such products and services; 

    The Financial Instruments Directive, already in force, and the 
Consumer Credit Directive, currently at the drafting and analysis stage 
Europe-wide, makes these activities gain added importance:

•  Credit on favourable terms for socially and/or environmentally 
responsible projects. For example: 

    Projects aimed at the production, distribution and utilization of 
renewable energy;
    Projects aimed at increasing both energy and consumption 
efficiency;
    Projects aimed at creating the conditions necessary for compliance 
with the regulations on safety and  hygiene

• Make the spreads on loans for the purchase of vehicles contingent 
upon the type and amount of energy consumed, penalizing the most 
pollutant and favouring the least pollutant;

What does it mean?3.1



Bank activity and its economic results rely fundamentally on factors 
such as:

•  Financial Performance. How they generate the risks to which they 
are exposed, particulary those to their credit portfolio, and their ability 
to attract new deposits and investments;

•  Satisfying Expectations, which depends on successfully meeting 
the needs of clients and the demands of Stakeholders. 

•  Reputation. How they are viewed by the market with regard to 
standards of behaviour towards the environment and society;

•  Licence to operate. How the existence of their activity is 
perceived as advantageous and positive for the development of the 
communities to which they belong. 

The environmental and social aspects constitute, first and foremost, 
new risk factors for the the banking sector.

These risks can be transformed into business opportunities through 
the creation of products and approaches which are successful in 
attracting new clients and minimizing new risks. 

Through the creation of these products and services, the banks have 
the capacity to influence behaviour for all economic agents need 
financing for consumption and investment.

This ability to induce behaviour has been increasingly valued by 
the market, and indeed the major international leaders in this sector 
currently have concrete policies and products in this regard. 

Conclusion 
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The banking sector is the driver of sustainable development 
as it manages to develop practices which bpth minimize its 
credit risk and attract new investors, being able to induce more 
environment-and society-friendly behaviours into the various 
economic agents. These practices are particularly appreciated 
by investors, consumers, workers and institutions. The banks 
must however seek to ensure consistency between sustainability 
policies that uphold the business practices that have been 
implemented. 

Banking Sector as the engine of sustainability 

Banks can be inducers of behaviours that are more environmentally-friendly 
and, likewise, defenders of the social aspects through: 

•   Loans granted for investments;
•   Financial products sold; 
•   Financial advice given to clients.

Source: Sustentare

Banks

Government 
Borrowings

Personal 
Consumption

Home loans

Loans to large 
and small 

enterprises
Own Business 
(e.g. property 
investment 

funds)

Create and 
market 

investment 
funds

Project
Finance

Generate and 
create property 

funds

What does it mean?3.1



 

Building and Impementing a Sustainable Management System entails:

•  Incorporating environmental and social risks into its credit risk analysis systems; 
•  Creating new “environmental/social financial products and services;
•  Encouraging clients to fulfil and respect the social and environmental laws 
and standards through the products and services they offer.

•  Improved Financial Performance
•  Reputational Gains
•  Investors, consumers, workers and institutions placing special emphasis 
on fulfilling the expectations that have been raised
•  Enhancing the licence to operate

Source: Sustentare 

Financial 
Performance

Licence to operate

Reputation Satisfying 
Expectations

Model of Governance 
that incorporates 

Environmental and 
Social Management 
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Next, we present a set of examples of banks that incorporated 
environmental and social risks into their core business, and 
developed strategies, new products and services to transform the 
threats created by those risks into opportunities for business. 

We will analyse these strategies for different-sized banks. The 
examples presented below comprise world leaders, emerging 
banks and market niches. We will, likewise, bring to light the work 
that has already been carried out in Portugal.

The Leaders
ABN-AMRO: Very active in the Social Responsible 
Investments (SRI) market and in microcredit. Highly 
preoccupied with the hygiene, safety and well-being of 
its collaborators. It launched onto the market the Climate 
& Environment Total Return Index which invests only in 
enterprises which devote themselves to the production of 
alternative energy, to water distribution and treatment, toxic 
refuse and waste treatment, and the production of metal 
catalysts. The Bank was one of the founders of the Equator 
Principles. It is the DJSI leader Bank and the 2007 sustainable 
Bank of the year according to the prizes awarded by the 
Financial Times and IFC. 

BARCLAYS: Very active in the CO2 emissions market, 
Barclays Capital was voted the best enterprise operating in 
the European Union’s Emissions Trading Scheme in 2006 
by the readers of the magazines Environmental Finance and 
Risk. Involved in the financing of several renewable energy 
projects and enterprises, it owns 16% of the share capital 
of Greenergy International Limited, the world leader in the 
biofuels market.  It surveys its suppliers on human rights, 
the environment and business ethics in order to assess their 
social and environmental responsibility. In the event of the 
survey being unsatisfactory, the bank works with them to try 
and improve their social and environmental performance, yet 

3.2 Concrete examples of banks’ actions
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if it finds that no improvement has been achieved, the bank 
excludes them from its list of suppliers. It takes account of 
the environmental and social risks in the risk management of 
its credit portfolio and in the assessment of the viability of the 
loans to be granted. Barclays Capital was one of the founders 
of the Equator Principles.    

CITIGROUP: Attaches great importance to financial inclusion 
in developing countries, providing risk management services, 
savings products as well as credit to MFIs and clients. It has 
a vast environmental and social risk management prgramme, 
applying the Equator Principles, of which it was one of the 
founders. It won the Financial Times Sustainable Deal of the 
Year Award, 2006 for its $50m loan in local currency (Mexican 
Peso) to Financiera Comportamos (Mexican MFI) designed, 
mostly, for credit to sole-owned farm businesses.  
  
GOLDMAN SACHS: It has an environmental policy 
mechanism whose main objective is the founding and 
financing of a Center for Environmental Markets aimed at: 1) 
research into policies on the development of environment-
related markets in financial products and services; 2) making 
$1bn available for investing in renewable energy; 3) keeping 
the group’s position as the market maker in the CO2 and 
SO2 emisions market. It wishes to be the leader in the 
North American wind energy market. It believes social and 
environmental risks affect business performance and are, 
therefore, risks for the bank. It does not finance projects that 
may destroy ecosystems nor businesses connected to illegal 
lobbies.  

HSBC: The bank offers business sustainability performance 
evaluation services to SRI analysts and clients. It takes 
into consideration environmental and social risks in the risk 
management of its credit portfolio and in the assessment of 
the viability of the loans to be granted. Financial inclusion 
is one of its main objectives, working with Microfinance 
Institutions (MFIs) in Argentina, India, México, the Phillipines, 
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Sri Lanka and Turkey. The bank’s philosophy in respect 
of these markets combines commercial viability with high 
social benefits. It will announce, in the course of 2007, its 
“microfinance” strategy, which will involve offering MFIs and 
clients access to: fixed-rate credit, the international debt 
markets, securization, exchange rate risk insurance cover, 
treasury management solutions, and insurance.

Emerging Markets
BANCO DO BRASIL (Brazil): Will not do business with 
clients or suppliers who engage in slavery or provide their 
workers with degrading working conditions (based on the 
list published by the Ministry of Labour). It has launched 
onto the market an investment fund whose benchmark is the 
Sustainability Index of the Sao Paulo Stock Market. It backs, 
in conjunction with another 33 Brazilian enterprises, a project 
to raise society’s awareness of the effects of carbon on the 
environment and public health. It has developed a regional 
development strategy which has involved more than 250.000 
underprivileged families and around $500million in credit 
resources. It was one of the first Brazilian banks to sign up to 
the Equator Principles. It won the 2007 FT/IFC Sustainable 
Bank of the Year Award in Latin America.

CESKÁ SPOITELNA (Czech Republic): With IFC support, 
it provides loans for SMEs for projects targeted at energy 
savings and renewable energy ventures. 

DEXIA BANKA SLOVENSKO (Slovakia): Holds a leading 
position in the financing of local sustainable development 
projects, such as small scale hydroelectrics.  It was one 
of the first in Eastern Europe to apply and develop Project 
Finance methodologies in the renewables sector. It is one of 
the few EU banks which act as manager of National Register 
of Greenhouse Emission Quotas. Having this responsibility, 
the bank provides training in carbon emissions and created 
a forum on this subject for workers and government 
representatives. In collaboration with IFC, it participated in 
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the financing of several infrastructure projects in the area of 
energy efficiency. It was vote Sustainable Bank of the Year in 
Eastern Europe by the Financial Times and IFC in 2007. 

ITAÚ (Brazil): Possesses a state-of-the-art social and 
environmental management system achieved with IFC’s 
close collaboration. Analysis of the risks of the credit granted 
takes into account the social and environmental aspects. 
The conditions of the loan agreements depend on borrowers 
obtaining environmental licences and certifications. Itaú 
regularly carries out environmental monitoring and evalutation 
of the enterprises and projects it finances. It finances many 
renewable energy, water reuse and recycling projects and 
enterprises. It has benn a signatory to the Equator Principles 
since August 2004.

NEDBANK GROUP  (South Africa): Incorporated social and 
environmental aspects into its core business. A signatory to 
the Equator Principles since November 2005, it distinguishes 
itself with the Affinities Programme whereby clients, when 
using their credit cards, their cheques or opening a savings 
accounts are simulatenously, and at no cost to them, donating 
funds for environmental protection, helping disadvantaged 
children and supporting the conservation of the cultural 
and artistic heritage of their country. Nedbank is the 2007 
Sustainable Bank of the Year in the Middle East and Africa, 
an honour bestowed by the Financial Times and IFC.

STANDARD BANK (South Africa) – The South African bank 
has a sustainability strategy centred on the essential aspects 
of the needs of the country’s population and the core business 
of the bank. The bank has formalized a dialogue with 
interested parties as a fundamental part of its business. One 
of the pillars of its strategy is financial inclusion by making 
banking services available either to the populations that have 
no access, or to small and medium enterprises that are unable 
to obtain funds from financial institutions. 
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RAND MERCHANT BANK (South Africa) – The Bank’s 
strategy is underpinned by sustainability in the development of 
its human resources, by ethical principles translated into good 
Governance and by a healthy relationship with the community. 
The Institution’s main campaigns within the community are the 
fight against HIV and the empowerment of black populations 
by providing them with credit.  

Market Niches
THE COOPERATIVE BANK (United Kingdom): Has voted 
society and the environment as its Stakeholders. Uses 
environmental and social responsibility indicators to assess its 
performance. Does not invest, backed by 98% of its clients, in 
any state or enterprise that shows disregard for the Universal 
Declaration of Human Rights, has links with, manufactures 
or sells arms to an oppressive regime, or contributes in any 
way to polluting the Planet. It is a regional bank which has 
differentiated itself in sustainability.  

KPA PENSION (Sweden): Offers only ethical investments and 
invests only in enterprises that pursue activities that make a 
beneficial contribution to society and the environment. In 1998 
it was the first financial institution in Europe to obtain an ISO 
14001 environmental certification.

In Portugal
Next we present a set of good practices developed by 
Portuguese banks. However, in some of the banks mentioned 
below, there are currently situations of legal conflict 
associated to actions carried out by the banks or by the 
groups to which they belong and which had, in some way, 
negative environmental impacts.

BANIF: Is an investor and one of the main promoters of the 
Luso Carbon Fund. In the course of 2005, within the scope of 
its project, it contributed €5.00 for each account opened for 
the Gil Foundation, for Acreditar and for the project “A smile 
has no age”. In 2006 it promoted a concert at the Coliseu 
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dos Recreios in Lisbon whose proceeds went to these three 
institutions. 

BES: With the programme Realizar Mais (Achieving More), 
it built sustainability into the group’s core business, being 
the first Portuguese bank to integrate FTSE4GOOD in 2007. 
It received the Renewable Deal of the Year Award - 2006 
from Project Finance International, rewarding the financing 
of Enersis wind and water projects to the tune of 985 million 
euros. It commercializes ethical funds and created microcredit 
and microfinance lines whose target audience is individuals 
and enterprises that have no access to traditional financial 
products and services. BES has been a signatory to the 
Equator Principles since 2005. It is an investor in, and one 
of the main promoters of, the Luso Carbon Fund, and was 
the first private carbon fund in Portugal. It seeks to reduce its 
direct environmental effects through the lean banking project 
whose aim is to improve efficiency in the management of 
resources required for its functioning (paper and energy) and 
the management of waste resulting therefrom. Has produced 
sustainability reports since 2003. 

CGD: Its goal is to be “Zero Carbon” by 2010 by endeavouring 
to reduce direct emissions resulting from its operation, to 
compensate for inevitable emissions, for literacy in the carbon 
effects from its collaborators and to develop financial solutions 
which are conducive to structural changes in energy use 
and in the behaviour of its clients. In this sense, it is worth of 
special mention the personal credit line for renewable energy 
on special conditions in terms of repayment deadlines and 
interest charged to clients who wish to install environment-
friendly technologies in their homes. It co-sponsored with Al 
Gore the conference “An inconvenient truth”. 

MILLENNIUM BCP: Has an autonomous network of fours 
branches specializing in microcredit whose aim is to offer 
credit to financially disadvantaged clients, stimulating 
enterpreneurialism and providing continuous support to micro-
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entrepreneurs. It has been a signatory to the Equator Principles 
since 2006 and seeks to formalize environmental policy beyond 
what is required by law, incorporating the environment into its 
investment and credit-granting policies. It conducts surveys 
of its suppliers based on the principles of the UN Global 
Compact in order to get an insight into their social responsibility 
and environmental conservation practices. It has prepared 
sustainability reports since 2004. 

MONTEPIO: It has a credit card which allows the holder, by 
using it, to contribute towards several charitable organizations 
without having to draw on their own income as the contribution 
is made by Montepio itself by ceding part of its margin. 

SANTANDER TOTTA: Assigns environmental rating levels 
to its business clients and provides them with computer tools 
for environmental risk identification. It follows the three R’s 
environmental policy: reduce, recycle and reuse. It carries out 
an impact inventory of its activities in terms of geenhouse gas 
emissions. It is involved in the funding of various renewable 
energy and water treatment investment projects. Standard Tota 
is one of the investors in the Luso Carbon Fund. It has been 
preparing sustainability reports on its activity in Portugal since 
2004. 
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Financial Instruments Directive 

The Markets in Financial Instruments Directive (MIFID) is the 
new directive that regulates organized markets in Financial 
Instruments trading.  

The MIFID presents a few significant changes, namely, with 
the regard to broadening the scope of investment services, 
promoting core investment service advice, with all the rights 
and duties that this entails. The MIFID also extends coverage 
to new financial instruments commodity derivative contracts, 
climate variables, financial instruments for the transfer of credit 
risk, and differential contracts.

One of the main goals of the MIFID is to harmonize financial 
market rules for all the member states. Hence, it strengthens 
the rules on compliance, risk management, internal audit 
management, and accountability of board members as the 
people chiefly responsible for the enforcement of market rules.

Although this is not new in the previous directive, the present 
directive gives practical fulfilment to certain aspects relating to 
client assets, the formulation and management of conflicts of 
interest in the investment process and, lastly, the protection 
and conservation of investment records both of the intitution 
itself and of clients. This last measure is a safeguard of the 
regulation of future verification needs.

Finally, the financial institutions that provide investment 
services will be bound by certain rules of assessment of the 
knowledge of the clients themselves (the Know your Customer 
principle) so that the Institution may ascertain the level of 
information and the types of investment they can make.
 

3.3 Some of the new challenges: Financial 
Instruments Directive and Consumer Credit
Directive 
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What it entails:
The new directive, in additioin to being more stringent in respect 
of the points aforementioned, increasing the responsibilty of the 
Financial Institutions, also enhances communication between the 
regulator and the Financial Institutions, that is to say, it does not 
suffice to abide by the rules, it is necessary to report daily to the 
regulator all the transactions they perform systematically. 

This directive also implies a greater protection of investor clients. 
Information made available to the consumer, knowledge of the 
consumer, and communication relationship and transparence, 
are all fundamental aspects that ensure a higher level of 
protection than that of the previous legislation. For the financial 
institutions, this entails sophistication in the client relationship 
processes. Once the directive has been transposed into law, it 
will be crucial to understand what knowledge and capabilities are 
required for the client to buy an investment service and explain 
this fact to the consumer. Esta directiva implica também uma 
maior protecção ao investidor cliente.

When for: 
Transposition is scheduled for January 2007 and is due to 
take effect from 1 November 2007 in order to give financial 
intermediaries adequate time for its implementation. However, 
transposition has not yet taken place in Portugal, nor in many 
other member-states and, therefore, it is envisaged that the date 
of transposition will coincide with the coming into force date.  
 

Instruments Directive and 
Consumer Credit
Directive 

3.3



What has it got to do with Sustainability?

1.  Complying with the law and with regulation is an obligatory 
step before formulating a sustainability strategy. 

2.  However, complying with the directive entails complying 
with some of the emerging issues in the area of financial 
market sustainability. . 

The emerging issues identified in the directive that are 
material to this paper are: 

Subjects mentioned 
in the MiFID

How these 
subjects relate to 
sustainability 

Why do they relate 
to sustainability?

These three aspects are 
most important for GRI 
financial inclusion, and 
DJSI, FTSE4GOOD. 
criteria

- Risk Management

-Compliance

- Internal Audit

- Affects the organization’s 
financial performance

- Affect the financial 
performance of interested 
parties – collaborators and 
clients 

- Ensure sustainabiility, 
transparency and reliability of 
the financial sector 

Relationship with 

investors/clients

Financial information 
made available, as well 
as assessment of clients’ 
knowledge is regarded 
as good sustainability 
practice. 

Financial information 
and education is one 
of the emerging issues 
in the financial sector.  
The quality of fiancial 
information, as well as 
knowledge evaluation, 
enables financial 
institutions to ensure that 
the client understands 
the implications and 
consequences resulting 
from the product he or she 
is buying. On the other 
hand, the consequences 
of the investments made 
may come as a surprise to 
the client. 
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Client Classification

One of the objectives of the MIFID is the protection of 
investor clients, and, as such, it regulates the classification 
of clients within an enterprise. The directive distinguishes 
three categories of client: 

1 - Non-professional clients – who are afforded the most 
regulatory protection. They include all those that do not 
meet the requirements of the present directive. However, all 
professional clients may, upon request, be classified as retail 
clients.

2 - Professional Clients

    Professional clients by category – entities generally 
regarded as institutional investors, such as credit institutions, 
investment firms, insurance companies, collective investment 
schemes and management of such schemes.

    Professional clients upon request – all clients who 
wish to be treated as non-professional must fulfil three 
requirements:

     • Have carried out transactions at an average frequency of ten per 
quarter.
     • The size of the client’s financial instruments portfolio, defined 
as including cash deposit and financial instrument, exceeds 500,000 
euros.
     • The client works or has worked in the financial sector in a 
professional position

3 - Eligible counterparties – Are afforded the least regulatory 
protection, and are entities which generally request this status 
according to criteria laid down in the MiFID itself, and are 
usually equivalent to institutional investors.

What type of 
information should 
be provided to the 
Client?
The financial 
intermediary is obliged 
to provide, taking into 
account the client’s 
classification, a series 
of institutional and 
commercial information 
so as to enable the 
Client to better sustain 
the bond he wants to 
initiate. We are talking 
about specific and 
detailed information.

Instruments Directive and 
Consumer Credit
Directive 
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Relationship with Investors and transparent communication 

Article 19 emphasizes the duty of financial institutions to act 
honestly, fairly and professional when conducting business 
with investors. Financial institutions must ensure that they act 
in the best interests of their clients and provide the services 
that best serve their interests.

To that end, the Directive enshrines rights of information 
which the Financial Institution must make available to its 
clients and potential clients. Information regarding its financial 
intermediary, the services provided, the proposed financial 
instruments and strategies, investment order-execution 
arrangements and associated costs, all this in order that the 
investor may take an investment decision on an informed 
basis.  

The exact content of the information shall depend on the 
classification of the client. Most client information rules apply 
to non-professional clients, thus highlighting the protection of 
the investor with the least means of information.

Know you customer and assess the suitability of the proposed 
operation 

Besides classifying clients in order to protect the client by 
providing more information, the regulation requires financial 
intermediaries to take their knowledge of the client further.

The know your customer, enshrined in previous legislation, 
has evolved in this directive into a real utilization of this 
concept by the intermediary in order to select the most 
suitable transactions according to the client’s knowledge.
 

What products are 
covered by this 
directive?
Covered generally are 
financial instruments, 
namely, securities 
and some derivative 
instruments, such as: 

Non-complex 
products:
Shares | Bonds | 
participation units 
| money market 
instruments.

Complex products:
Participating shares| 
Autonomous warrants  
and certificates |Direitos 
destacados de valores 
mobiliários | Commodity 
derivative instruments| 
Options, futures, 
swaps and other 
derivative instruments | 
investment fund-linked 
insurance contracts| 
Open pension fund 
units.
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The MiFID provides for three distinct levels of requirement:

1. The suitability test applies to the provision of investment 
advice and portfolio management services. In the absence of 
this test, the intermediary shall not provide this service to the 
client.

2. In the exclusive provision of services that consist in the 
reception, execution and transmission of orders it is not 
necessary to ascertain the client’s knowledge or experience 
providing that:
•  The transaction relates to non-complex financial 
instruments.
•  The service is provided at the initiative of the client. 
•  The client is aware of what the intermediary is required 
to do in these circumstances and has been informed of 
any potential conflicts of interest.

3. For all other situations the intermediary is only required to 
ask for information about the knowledge and experience of 
the client. The absence of such information shall not impede 
the provision of the service although the intermediary must 
inform the client that on the basis of the information available 
he may not be able to assess the suitability of the product he 
is going to consume. 

All these innovations in the MiDIF rules are aimed at creating 
systematic mechanisms that encourage investors to consume 
investment products that are appropriate to their knowledge 
and experience in the investment field.

Transparency in the provision of investment services is 
another fundamentl objective of the directive which lays it 
down that it should be explained to the investor, depending 
on the investor, the mechanisms that lead to the provision of 
the service itself and to the results obtained therefrom. This 
transparency is leveraged by the fact that all these processes 
and services must be communicated to the Regulator.

Instruments Directive and 
Consumer Credit
Directive 
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A high level of compliance with this Directive, together 
with good financial results for both the Financial 
Institution and the clients signifies a high sustainability 
performance. As such, it is indissociable from the 
analysis of a financial institution with high sustainability 
performance and the application of the MiFDI in the 
business departments and segments to which the 
directive applies.

Consumer Credit Directive

The current consumer credit directive came into force in 1987. 
Since then there have been significant developments in the 
financial markets, developments which are not regulated by 
the directive currently in force. 

In 2002, the European Commission proposed the first version 
of the new consumer credit directive. In 2005, the European 
Union published a new version of the future directive on 
consumer credit.  

After a two-year-long debate between the various 
stakeholders, the European Union reached a political 
agreement on the new consumer credit directive which was 
approved by the European Parliament in May this year.

The main objectives of the new directive are:

•   Adapt the legislation to the new market products and 
instruments, thus ensuring a higher degree of protection for 
consumers. 

•   Adapt the directive so as to harmonize the European 
market, allowing greater competition between member states.
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The European Union information memoranda on the new 
consumer credit directive emphasize that the directive’s 
main focus is on “transparency and consumer rights”, hoping 
to provide consumers with “standardized and comparable 
information”.

The directive will regulate credit advertising across the whole 
of the EU, providing the same compulsory standardized 
information throughout all member states.

The directive will make it compulsory to provide timely all the 
necessary information to the consumer so that he may make 
relevant comparisons between financial institutions. The 
central piece of information that the banks must provide is the 
annual borrowing rate (effective rate), which will contain the 
same calculation formula for all financial institutions in Europe. 
This rate will enable consumers to make direct credit-cost 
comparisons among all the banks within the EU.

The directive will contain a body of information which must be 
communicated to all credit-purchasing clients. The required 
information will be the same in all member states. 

This directive also grants the right to all consumers who 
take out a loan to subsequently cancel that loan, at no extra 
cost them, within a deadline set out and standardized in the 
directive. 

Another major provision in respect of credit consumption 
laid down in the directive is the right of repaymant before 
the due date. The conditions in which this may be done and 
the amount of interest payable shall be established by the 
directive. 

 

Instruments Directive and 
Consumer Credit
Directive 
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What has it got to do with Sustainability?

Subjects mentioned 
in the Consumer 
Credit Directive 

How these 
subjects relate to 
sustainability

Why do they relate 
to sustainability?

Transparency in 
Advertising, 

Advertising Transparency in all 
communications from 
financial institutions is one 
of the pillars of credibility 
of the financial sector. The 
directive has laid down some 
compulsory requirements for 
all bank advertising. 

Financial Responsibility Financial institutions 
have responsibility for 
communicating clearly their 
products and services to 
their clients. This directive 
has simplified the way 
in which the Institution 
communicates with its 
clients in the consumer 
credit field.  

Good practice in 
Sustainability according 
to GRI 

Financial Education Financial education is one 
of the most emerging issues 
in developed markets, as 
is the case of the United 
Kingdom. The banks that 
have developed the most 
skills in this regard will gain 
competitive advantage in that 
the directive envisages the 
consumer’s right to withdraw 
from any credit agreement.

Good practice in 
Sustainability according 
to GRI, DJSI and 
FTSE4GOOD

GRI, DJSI, FTSE4GOODConsumer Satisfaction Is one of the main 
stakeholders of the financial 
institutions. Consumer 
satisfaction brings financial 
returns to the Bank and 
creates value for the client. 

Source: Sustentare
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The evolution of consumer credit in Portugal over the years has 
been positive, following the evolution patttern recorded in Europe. 
The sophistication and innovation in the banking sector, as well 
as easy consumer access to credit, are important factors for this 
continued growth.  

However, the fact that consumer credit has increased did not mean 
an increase in doubtful debts in our financial system. Over the last 
few years, this doubtful debt ratio has been decreasing slowly but 
steadily. 

With the new directive, more transparency, comparability and, 
consequently, more competition will be expected within the EU. 
However, these new variables entail, yet again, more innovation 
on the part of consumer lenders owing to a greater possibilty of 
comparability and an increase in consumer rights. The possibility 
of withdrawing from a credit agreement within a stated deadline 
implies a deeper knowledge of the client’s financial situation in 
order that the finanancial institutions do not incur costs arising from 
clients who opt out subsequently.

The consumer credit directive was approved by the European 
Parliament in May 20087. No date has yet been set for 
transposition of the directive or for presentation of its final version.

Consumer credit
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A Brief Introduction
What is the insurance industry

The insurance industry is one the largest industries world 
wide. Its particular nature gives it the power to influence 
citizens, families, as well as small, medium and large 
enterprises.

Its business enables enterprises, citizens and families to 
transfer the risks of their activities, their assets and savings, 
so that they may carry out their activities with some safety in 
the future. Although not being substitutes for public service, 
these services substantially lessen the presence of the public 
sector in the community. On the other hand, the insurance 
sector also influences priorities in global investment due to the 
amount of investmen they have to make to diversify their risks 
and obtain the necessary return.  

The power of the insurance sector to influence sustainable 
development is undeniable – the sector is able to assume 
a preponderant role in the development pattern of national 
economies.

Main Products

The sector’s activity is divided into life and non-life. The non-
life business usually comprises industrial property or private 
property insurance, vehicle insurance, and risk insurance, 
such as fire risk which accounts for 5.2% of Portugal’s direct 
insurance portfolio.   Life insurance usually covers savings 
insurance and health insurance. The potential clients of the 
insuance industry are all economic agents who, for some 
reason, wish to transfer insurable risks.

Sustainability in the 
insurance sector 4

4.  Sustainability in the insurance sector 
4.1 What it means?



What it means?4.1
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Source: The Portuguese Insurance Institute

In Portugal, all the insurance companies offer what is called 
direct insurance. This means that the insured client is always 
a stakeholder outside the insurance industry, that is to say, 
there is no market share in Portugal for companies that insure 
the portfolios of insurance companies.

The great majority of Portuguese insurance companies is 
included in financial groups. All financial groups in Portugal 
own at least one insurance company operating within 
the group. A coherent sustainability strategy initiated by 
Portuguese financial institutions should, therefore, encompass 
the insurance sector. This implies that there is the possibility 
of using synergies in the sustainable management of both 
industries, which is a particular feature of the Portuguese 
financial groups and is, therefore, one more reason for 
including Portugal’s insurance sector in this paper.

The core business, what are the main tools for insurance 
profitability
Typically, the insurance industry’s main feature is risk 
management, whether offering a product or setting the 
respective price, or investing the policies in its portfolio. 

1,99 %
Miscellaneous

14,77 %
Vehicle

5,2 %
Fire and other damage

9,55 %
Accident and illness

68,56 %
Life insurance

Structure of direct insurance portfolio



Good risk management is crucial to the success and 
profitability of the Industry.

The main insurance sector-related activities are: 

•  Risk assessment and classification; 

•  Setting the respective price of the risks covered; 

•  Diversifying portfolio risk through the investments made 
or through the existing financial mechanisms for transferring 
portfolio risks ;

•  Mitigating the risk of each insured person. Developing 
services which make it possible to reduce the risk of those 
insured;

•  Researching new and emerging risks, or the evolution of the 
risks already insured. 

Source: Sustentare

The insurance industry in a Risk Management perspective

Continuous improvement process

Risk assessment 
and classification

Risk pricing

Risk 
diversification
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What are the main connection points between sustainability 
and the insurance sector 

As one of the largest industries in the world, the insurance 
sector has all the economic and social agents on the planet 
as its stakeholders, including the environment.  By the 
very nature of the activity herein described, the potential 
contribution of the sector to sustainable development is crucial 
to our economy and lies essentially in the core business of 
each and every insurance company in the market.

Climate change represents to our economy one of the 
main drivers for changing the development paradigm and, 
consequently, for integrating business sustainability. This 
implies that most innovations in the insurance sector emerge 
as a consequence of the effects of climate change on the 
insured. Several challenges are posed to the global industry, 
namely:

•   Assessment of new and emerging risks, such as water 
scarcity, rising water levels causing destruction of property 
on coastal areas, or even the consecutive increase in natural 
catastrophes which cause damage to all parties concerned.
•   Quantificiation of the already existing risks with the highest 
probability of occurring in Portugal,. such as fires
•   Setting up multistakeholder partnerships which will enable 
the sector to obtain solutions and specialized knowledge from 
expert institutions specializing in environmental matters. 

Another major driver of sustainability implementation into the 
core business of insurance companies is social inequality 
between cities, between regions, and, mainly, the huge gulf 
in wealth between countries in the North and the South of the 
globe.

The best initiative, on a worldwide scale, for the development 
of countries with lower economic and social indicators 
is called UN Millenium Goals. For each of these goals, 

What it means?4.1



the insurance sector has a product or service which can 
contribute to its development. For Portuguese enterprises 
(capital letters are not used in Portuguese to indicate 
nationality, except to identify the language: make sure to 
change similar indications in the remainder of the text), the 
Portuguese-speaking markets represent a great opportunity 
for expansion, for they are underexploited and their long-term 
potential value is still unknown.

Lastly, it should be pointed out that insurance companies, 
similarly to other sectors of our global economy need, 
first and foremost, to change their internal management, 
namely, their environment-impacting consumption patterns, 
their sustainability governance models or even their worker 
management. This internal management will necessarily 
have to be in line with best international practice because the 
economic, social and environmental results depend to a large 
extent on how enterprises manage their internal resources. 

How can the insurance sector integrate these aspects into its 
business

Just like for the banking sector, in this project we shall focus mainly 
on the incorporation of sustainability into the core business. The 
contribution of the insurance sector to sustainable development 
entails the integration of new procedures into the central activities 
of insurance companies.  These innovations must be capable 
of boosting the current business model by adding competitive 
advantages for the insurers. In line with best international practice, 
the Portuguese insurance sector can innovate through the 
following actions, inter alia:

•  Environmental impact research – as mentioned above, 
climate change causes new environmental impacts and, 
consequently, new risks. In order to understand the new risks 
it is ncessary to understand and investigate the new impacts.



•  Information about environmental impacts on insurance 
business performance – Even though large firms have 
sufficient capital to cover their risks, small and medium 
enterprises might not have the resources to keep up with the 
mitigation requirements for these new risks. The insurance 
sector, as the first support in the event of a catastrophe, 
performs a crucial role to empower these enterprises to 
survive natural accidents or environnmental violations. 
Information management by insurance companies takes on a 
crucial role, therefore, in the mitigation of enviromental risks 
for SMEs.

• One of the most important services provided by insurance 
companies is the managemnt of life insurance policy 
funds. Financial information and education of consumers 
makes the whole process more transparent and beneficial to 
both parties.

•  Environmental risk mitigation is one of the most important 
processes in insurance provision. Visiting the insured may 
represent a competitive advantage for the insurers, for it adds 
to the information available on the property to be assessed for 
insurance purposes.

•  Microinsurance – a new product typical of developing 
economies, may represent an incentive to microcredit given 
that microcredit risk has diminished. Even though this is a 
typical product of developing countries, it may be a financial 
inclusion mechanism in developed societies, following the 
same philosophy as that of microcredit.  

•   Environmental risk insurance cover. With the new 
Directive on Environmental Liability there are new risks which 
need a gurantee under this new legislation. The insurance 
sector, in addition to its importance in the assessment of risk, 
may be very important in providing the financial guarantees 
envisaged under the law.  
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•   To improve and innovate the already existing products 
and services. Another simple way of defining priorities, or 
influencing the rest of society, is through the already existing 
products. An example of that are the bonus schemes for co-
efffient homes. This way, companies achieve market niches 
which encourage the sustainable construction of buildings. 

•   Innovate portfolio risk transfer. If it true that climate 
change and the new products bring new risks for the portfolio 
of insurance companies, it is also true that that insurance 
companies nowadays have new forms of transferring 
these risks. One of the most recent and innovative are the 
“Catastrophe Bonds”, which transfer to the capital market the 
risk of a catastrophe occurring.

•   One of the main roles of the insurance industry is to 
invest the funds from the insurance policies it holds in its 
portfolio. The return on these investments allows the company 
to hold a margin to pay all compensation claims. However, 
these investments made by the insurance companies are 
one of the best means of influencing industry development 
in the future or, put another way, not investing in enterprises 
that jeopardize the future of the citizens and the future of our 
planet. This positive differentiation of investments is one of 
the major tools that insurance companies employ to achieve 
and influence sustainable developement and provide ways to 
triumph in the market by obtaining the desired profitability.  

The points described above are just a few examples of how 
the sector can contribute towards a transition to a sustainble 
economy in the long term. Because of its unique characterists, 
this industry has the power to innovate its products and 
services with the emphasis on industries, business segments, 
populations and geographic areas that contribute strongly to a 
sustainable economy in the long run. 
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Source: Sustentare

The insurance industry in an Environmental and Social 
Risk Management perspective
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The insurance industry worldwide has provided some good 
examples of how to integrate environmental and social 
aspects into its business model. These examples illustrate the 
sustainability of the insurance business. 

ALLIANZ Envirnonmental impact research – Allianze has 
a research centre for new risks, insurance, technology and 
sustainable development. For 75 years, the Allianz Centre for 
Technology has provided the Allianz Group with knowledge in 
diverse industries on loss prevention, analysis of the causes 
of compensation and reparation of damage. This sophisticated 
intelligence centre is formulating the Group’s global strategy 
for sustainable development, with special emphasis on 
energy, climate protection and ren.

A Munich Re  publishes a report on natural catastrophes 
every year. Within the remit of the Group’s foundation, It 
investigates issues relating to climate change, entering into 
partnerships with NGOs to identify these emerging matters. 

A AXA  Finanancial education - Axa Uk conducted an 
experiment with two consumer groups. The first group gave 
advice and explanation on the financial products while the 
second consumer group was responsible for the company’s 
choices without any kind of advice. The results show that 
there was a reduction in the debt in the first consumer group 
and better financial choices by the second consumer group. If 
all financial institutions adopted the same measures in the UK, 
it would result in a $60 million debt reduction, thereby solving 
an emerging problem in society and releasing liquidity for 
Financial Institutions through family savings.

FM GLOBAL - Mitigate risks through on-site 
assessment  - FM Global is a property insurance company 
with more than fifty offices spread across the world. Visiting 
the facilities it insures is an integral part of its process of 
insurance provision. The company’s expert knowledge of how 
to mitigate the riks of each client’s business has an important 

4.2 Concrete examples of insurance companies



bearing on the final decision on whether to accept the client 
and on the insurance price. Whenever required, the company 
issues recommendations to enterprises on how to mitigate the 
risks they face and effect concrete changes to their property. 

AIG Environmental liability - a business opportunity?
– The directive on environmental liability has enshrined the 
polluter pays principle. In this paper we will work and better 
interpret this directive and its implications for the Insurance 
and Banking Sector. Companies like AIG are already covered 
against business environmental risks. However, the specificity 
of the insurance cover itself is limited to the historical 
knoweldege of each environmental risk the directive regulates 
as a legal object; a case in point is the non-existence of 
insurance cover against biodiversity violations. The Dutch 
insurance industry developed a product which provided 
environmental damage insurance which provided cover for 
redress for environmental damage to the insured person’s 
facilities, and to third parties affected by the violation. This 
product previously only covered cleaning costs. This product 
is, however, an example of how the Dutch industry responded 
to the new environmental risks.

Improve the already existing products and services as a 
way to influence behaviours – Insurance companies have 
means of influencing consumer behaviour by making products 
available to a set of consumers who are more aware of 
climate change. With a simple bonus scheme for co-efficient 
houses the company manages to conquer a market niche with 
a future, contributes to facilitating sustainable construction, 
and meets the expectations of consumers who are sensitive 
to sustainable development.

Innovate the risk transfer procedures – With the 
development of the financial markets, many financial products 
have been created and the emergence of new risks entails 
innovation in the diversification and transfer of those risks 
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for the investors who wish to diversify their portfolio. One 
innovative way to diversify environmental risks for the capital 
markets is, for example, by creating “Catastrophe Bonds”, 
reinsurance or “Reinsurance sidecars”.

PRI - Insurance companies as promoters of responsible 
investment  – An important part of the insurance business 
is precisely how insurance companies invest their clients’ 
assets. In this way, insurance companies not only diversify 
risks, they also gain revenue from these loans.The greater the 
profitability of these investments, the greater the economic 
viability of the economic sector. It is necessarily in this regard 
that insurance companies can contribute to sustainable 
development. A worldwide list of insurance companies signed 
the “Principles for Responsible Investment”, an initiative of 
the former UN General-Secretary, Kofi Anan. Investment in 
enterprises that observe and encourage the development of 
environmental, social and governance criteria compatible with 
sustainable development form the basis for these principles. 
Enterprises such Dexia Insurance Services, of Belgium, 
Kolksam, of Sweden, Standard Life, of the UK, Swiss Re, 
of Switzerland, Tayo Life, of Japan and Axa, of France, are 
just some of the examples of enterprises operating in the 
insurance sector that have already signed up to the Principles 
for Responsible Investment.
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What has Sustainability got to do with the Governance of 
an enterprise or the enterprise group to which it belongs? 

Why is it fundamental that there be a policy of 
transparency as well as consistency between the 
sustainability strategy of the organization, the products/
services sold and the other investments of the Group?

Governance as a pillar of transparency and responsibility 

Corporative governance is one of the entreprenurial pillars 
of transparency and responsibility. The governance structure 
specifies the allocation of rights and responsibilities of the 
Board, of executive and non-executive directors, independent 
directors, shareholders and stakeholders. It further 
specifies the decision-making rules and procedures within 
organizations. The importance of the governance model must 
be strongly associated with the professionalism of its senior 
staff, as wel as independence, transparency and performance, 
so as to define and implement the strategies and objectives 
that best uphold the interests of the various stakeholders. 

Quoted enterprises are committed to a network of external 
stakeholders such as shareholders, regulators, suppliers, 
collaborators and society, whose success depends upon the 
success of the organization. All organizations must, first and 
foremost, live up to the expectations of the shareholders who 
invest in the enterprise by yielding a return from their capital 
both in the short and the long term.

Significant changes are expected also in Portugal where 
recognition of good practice is concerned. The new Stock 
Market Quoted Enterprises Code (whose public discussion 

5. The importance of the existence of Governance 

The importance of the 
existence of Governance 5



The importance of the 
existence of Governance 5

ended in July 2007) has evolved significantly towards 
international codes. Issues such as the independence 
of supervising directors, the composition of specialist 
audit committees, the remuneration and evaluation of the 
governing bodies, the transparency in communication with 
investors, creditors and analysts, or the implementation of 
communication systems for co-workers, and the codes aimed 
at preventing conflicts of interests of directors and conferring 
independence on them, are all embodied in the new CMVM 
Code as well as in the the Dutch Code (2004) and the 
English Code (2006). All this new guidance will influence how 
Portuguese enterprises are managed.

The connection with sustainability is clear: many of the 
indicators of the Global Reporting Initiative, which must 
feature in a sustainability report, and many of the indicators 
analyses against sustainability ratings (FTSE4GOOD e 
DJSI, for example), are related to aspects of governance, 
transparency, independence, and auditing, among others. 
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Compliance Agreements and internal and external 
undertakings on sustainability, e.g: 
human rights 

Systems of (confidential) 
communication between workers 
and management 

Is a good way of reporting leadership 
non-compliance to the senior 
management.

Investors Office 

Governance Model (entails a 
clear explanation of the allocation 
of responsibilities among the 
supervising executive and consulting 
bodies).

Governance for Sustainablity 
Governance 

A good way of giving transparency to 
the organization 

A good Governance structure which is 
in line with regulations means that the 
organization is transparent and meets 
stakeholder needs. 

It reports on how the organization 
is managing sustainability, from its 
governing bodies through to its business 
unit.  

Source: Sustentare

Traditional Governance Themes Sustainablity Governance vis-à-
vis GRI, DJSI and FTSE4GOOD 
indicators

Link between remuneration and 
coporate performance

It is necessary to explain how the 
directors are rewarded for their 
contribution towards the economic, 
environmental and social objectives of 
the enterprise.

Conflict of Interests Codes and Internal Policies.

Risk managment supervision Management of environmental and 
social risks 

The importance of the 
existence of Governance 5



Governance implies a coherent management model

The actions of business enterprises should be coherent 
and focused. There must be a link between the Mission and 
Values of the enterprises and the products and services they 
offer. Such coherence is not always visible – it is indeed 
difficult to achieve in reality.

Creation and sale of sustainable products/
services: 
environment-friendly and promoting social welfare 

Incorporating them all into the evaluation, 
how they contribute to carrying through the 
enterprise’s policies on sustainability

Procedures that incorporate 
environmental, social and conduct 
aspect s

Policies:
Environmental, Social, Conduct.

Mission

Business Principles

Values

VisionIn what context do you view your 
institution and its performance?

What is the role of the Institution in 
promoting Sustainability?

What are the values underlying 
its mission? 

How are the values connected 
to the business proper and its 

stakeholders?

How do workers apply these 
principles on a daily basis?

Are thre any individual environmental 
and social goals? Quantity vs Quality in 

the credit portfolio

Do the products and services sold 
incorporate these values? 100%, 
50% or 5%? Or even 0%? What 

does it mean) What to do?

Source: Sustentare
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In concrete terms, when we speak of coherence in this report we 
are referring to the following situations, inter alia: 

•  A financial institution starts developing credit and insurance 
products for homes that are more environment-friendly, which 
is innovative and practical. However, this institution also creates 
and commercializes property investment funds. Is this area of the 
institution truly aware of how much the “environmental” property 
in their portfolio might appreciate in value.Is it familiar with the 
international trends in “green property”? Is it conducting any work 
in this area? Does it incorporate environmental criteria when it 
looks for a property to add to its portfolio?

•  A financial institution belongs to a group of enterprises with 
several business areas: tourism, construction, and services, 
among others. Assuming that the institution has identified a list 
of environmental risks by sector, and made it a requirement that 
those who apply for a loan provide evidence of how such risks 
have been safeguarded, will those same requirements then be 
incorporated into the remaining enterprises of the group that 
operate in the same economic sector? And are the enterprises of 
the group aware of this?

Sustainability is not meant to cause enterprise revolutions. It 
aims, rather, to contribute to an increase in competitiveness 
and productivity. Therefore, it is to be expected that there will be 
some inconsistency in the first few years which is incidental to the 
differentiated evolution in the various business areas. However, 
if that inconsistency continues to be obvious, then one may 
conclude that there is a gap between the strategy, the values 
upheld and the way the business operates.

This fact may have harmful consequences in that the values 
and the strategy are not backed up by effective practices, which 
undermines the legitimacy of a set of actions that had been 
prioritized at the outset for both society and the enterprise.  

The importance of the 
existence of Governance 5



Currently, financial analysts incorporate sustainability into their 
analyses, as is the case with Eiris when it evaluates enterprises 
for FTS4Good, or SAM, in the case of selection of enterprises for 
DJSI. Even at the level of equity research, as in the case of West 
LB, Goldman Sach, among others, these entities analyse the 
enterprise’s governance in great detail. Part of this governance 
relates to the way the commitments undertaken by the enterprise 
are being managed and fulfilled. Sustainablity themes are, thus, 
ever more present in the day-to-day management of enterprises. 

Being such a cross-cutting issue for enterprises, sustainability is also related 
to some themes traditionally associated with Governance. In fact, modern-day 
Governance systems have progressively been including matters such as “how 
to respond to stakeholders expectations”.

CMVM (the Portuguese Securities and Exchange Commission) acknowledges 
that the existence of policies on sustainable development and social 
responsibility, as well as the existence of an Administrator responsible for this 
matter, constitutes good management practice. These governance models will 
progressively include sustainablilty aspects until these become current practice 
within the organization. 

CMVM’s Corporate Governance Code – a project under public 
discussion 
E.1 In addition to the oversight competencies with which it is invested, this 
administration board must perform a continuous monitoring, advisory and 
assessment role with respect to the management exercised by the executive 
board. The following are the matters on which it must pronounce:
•  Strategic plan, and investment and financing policies with respect to society;
•  Business and budget plans to bring such policies to fruition;
•  Entrepreneurial structure of the group, including special investment vehicles 
and entities domiciled in countries regarded as tax havens; 
•  Research and development policies;
•  Sustainable development and social responsibility policies;
•  Policies on the appointment, remuneration and assessement of the 
executives;
•  Investments or operations that may be considered strategic due to their 
amount and risk. 
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This chapter presents the main national and international 
milestones relative to sustainable development and 
sustainability in the banking sector.

International Context 
In the following tables we present the main milestones of 
legislation and voluntary agreements relating to sustainable 
finance at the international level.

6. Main international and national Milestones

USA
1980: Congress enacts the Comprehensive Environmental Response, 
Compensation and Liability Act (CERCLA), commonly known as 
Superfund.This law created a tax on the chemical and petroleum industries to 
respond directly to releases or threatened releases of hazardous substances 
that may endanger public health or the environment. Cercla: 
  •  Established prohibitions and requirements concerning closed and/or 
abandoned hazardous waste sites;
  •  Provided for liability of persons and/organizations responsible for releases 
of hazardous wastes at these sites; 
  •  Established a tax-financed trust fund to provide for clean-up when no 
responsible party could be identified.

1986:  Amendment to CERCLA aimed at increasing State involvement, 
providing new enforcement authorities and settlement tools and increasing the 
size of the trust fund. (www.epa.gov).

EU
1993: The European Commission publishes the Green Paper on 
environmental impacts which is based on the “polluter pays” principle and on 
prevention.   

2004: The Environmental Liability Directive is published:
    • Based on the “pollluter pays” principle 
    • Gives the competent authorities in each Member-State the power to oblige 
organizations to take appropriate preventive and/or reparation measures. 

2004: The Markets in Financial Instruments Directive (which should have 
been transposed by 1 January 2007) is published with a view to harmonizing 
national laws. 

LEGISLATION 
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2007: The deadline for transposing the Environmental Liability Directive into 
national law is 30 April.

The Consumer Credit Directive aimed at harmonizing national laws (still 
under discussion by the EU).

UK
1995:  The government enacts the Environmental Act, which allocates 
added responsibility to banks making them liable to bear the cost arising from 
damage to the environment caused by the activities of the enterprises they 
finance. 

The British Bankers Association:

From 1993 to 1998: It publishes several articles on the link between 
the environmental responsibity of banks and the need to develop 
methodologies which will enable them to implement better risk management.

From 200 onwards: sees the publication of legislation in Belgium, France, 
Germany, Spain and the United Kingdom.

NU 
1972:  Creation of the United Nations Environment Programme – UNEP 
– whose mission is to promote partnerships for environment conservation, by 
helping, informing and empowering individuals to improve their quality of life 
without compromising future generations.

1987: The Bruntland Commission, created by the UN in 1983 , defines 
sustainable development 

1992: The United Nations Environment Programme Finance Initiative 
(UNEPFI): Publishes the “Statement by banks on environmental 
sustainable development”, on how banks should manage their 
environmental risks.

1997: Establishment of the Global Reporting Initiative (GRI) which since 2002 
has been a not-for-profit independent body whose mission is to develop and 
disseminate globally guidelines underlying the drafting of sustainability reports.

VOLUNTARY 
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2000: Millenium Objectives which set out global targets involving the 
improvement of socio-economic conditions and the creation of a global 
partnership aimed at sustainable development. Goals to be achieved by the 
2015 target date.

2000: Launch of the operational phase of the Global Compact which brings 
together enterprises and NGOs to work together towards improving conditions 
in the field of human rights, workers’ rights, the environment and the fight 
against corruption. Many financial institutions have joined this initiative.

2006: The Principles for Responsible Investment are launched with a view 
to providing investors with a wealth of tools designed to incoporate social and 
environmental aspects into the investment decision-making processes.

USA
1994: Founding of the Environmental Bankers Association designed to assit 
financial institutions in developing environmental risk management policies and 
procedures.

1999:  Establishement of the Dow Jones Sustainability Index, the first global 
index that covers the leading sustainability-driven companies worldwide. This 
is evidence that there is a market for this type of financial product. 

Germany:
1994: Setting-up of the Association for Environmental Management in Banks, 
Savings Banks and Insurance Companies for assistance with environmental 
reporting and accounting.

UK: 
2002: The “London Principles of Sustainable Development” published by 
the London Principles Project aimed at assessing the role played by British 
financial institutions in sustainable development. The London Principles aim to:
   • Promote transparency in the financial sector and in the sectors being 
financed;
   • Reflect the cost of environmental and social risks in the pricing of financial 
products and services; 
   • Promote financial inclusion and the funding of socially and environmentally 
responsible activities. 

2006:  The Financial Times and the World Bank launch the annual Sustainable 
Banking Awards, split into several categories. The Sustainable Bank of the 
Year Award was won by HSBC in 2006,  and by ABN AMRO in 2007.
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International:
1995: Establishment of the World Business Council for Sustainable 
Development (WBCSD) composed today of 160 enterprises which aim to 
promote social responsibility and co-efficiency in a context of entrepreneurship 
and innovation.

2003: The Equator Principles were created by banks such as Citigroup, 
ABN, West LB and Barclays that started having environmental-related risk 
problems in their areas of Project Finance. These principles currently imply:
   • A rigorous assessment of the environmental and social impacts of Project 
Finance projects worth over $10 million. 

2003: The Collevecchio Declaration was created by NGOs and institutions 
outside the financial system in response to the Equator Principles. It proposes 
more ambitious restricted measures and reveals some naivety with regard to 
the workings of financial institutions.

2005: The Kioto Protocol comes into force officially. It proposes a timetable 
whereby the developed countries have an obligation to cut greenhouse gas 
emissions by at least 5.2% by 2012 on the 1990 levels.

Brazil:
2005: BOVESPA launches the Corporate Sustainability Índex composed 
only by sustainable enterprises. 

EU
1993: The Fifth EU Environmental Action Programme is adopted. It holds 
that financial institutions, when assuming the risks of enterprises, can exert 
influence or, in some cases, control over them. The financial institutions can 
thus enforce a more socially and environmentally responsible behaviour on the 
enterprises they finance. 

2002:The Sixth Environmental Action Programme is put into practice. It 
goes further than the previous one in that it states that the financial sector 
can also encourage environment-friendly activities through its credit and 
investment policies. The EU undertakes to work with the financial institutions in 
develoing criteria for environmental investments.
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In the graph below we can see an evolution in volutary 
agreements over time.

Source: Triple Value | Sustentare

Principles for Responsible Investment
2006

EU’s environmental programmes

Equator Principles, Collevecchio Declaration 
2003

GRI guidelines - Banking suplement 
2002 - 2003

London Principles 
2002 

WBCSD: (Report on banks as drivers for SD 2002)

FTSE4GOOD 2001
Dow Jones

Sustainability Index 
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FI

German association for environmental Management in banks and Insurances, 1994
USA Environmental Banks Association 1994
UK Banking Association, position papers, 1993 - 1998
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National Context

Starting with the main sustainability milestones in Portugal

National Economic and Social Development Plan 
(2000-2006). Its main objectives are to promote the sustainable 
development in the regions, the quality of urban life, rural 
development and the sustained improvement of social policy.

Signing of the Kioto Protocol.

Lisbon Strategy – advocates the Triple Bottom Line 
Perspective : organizations must take account of financial, 
environmental and social factors;

Foundation, by a group of enterprises, of GRACE 
(Entrepreneurial Citizenship Support and Reflection Group) 
– whose mission is to promote the citizenship and social 
responsibility of enterprises. 
 
Creation of BCSD – Portugal for national enterprises aimed 
at transposing WBCSD guidelines to the national arena, 
i.e., making enterprises a catalys for changing the course of 
Sustainable Development and promoting eco-efficiency and 
social responsibility; 

Creation of RSE (the Portuguese Association on Corporate 
Social Responsibilty) – a not-for-profit business association 
that follows social responsible practices and is a role model on 
Corporate Social Responsibilty.

Ratification of the signing of Kyoto Protocol

Plan for Implementation of ENDS setting targets and concrete 
deadlines, means of implementation and evaluation indicators. 
Documents have been created for Financial and Fiscal Matters 
for other sectors of the economy and society; 

The Presidency of the Republic devoted the year to Sustainability 
and the Environement;

Creation of a working group for the reformulation and adaption of 
the National Plan for Sustainable Development;

1996

1997

2000

2001

2002

2003

2004



Launch of the Portuguese version of the guidelines for drafting 
sustainability reports (GRI): a multistakeholder group (BRISA, 
EDP, Millenium BCP, BCSD, OIKOS e OROC).

The new Government works on a National Strategy for 
Sustainable Development.

Implementation of the Kyoto Protocol

In its Technology Plan the Governnent envisages:
• Using the mechanisms provided for under the Kyoto Protocol 
for strengthening bilateral cooperation relations; 
• To contribute to the fulfiment of the Millenium Development 
Goals by 2015; 
• Create a Financial Society for Development in 2006;
• Ensure that 80% of Portuguese public opinion is aware of 
international issues relating to development cooperation. 

Set up a site on National Strategy for Sustainable Development: 
http://www.desenvolvimentosustentavel.pt/

National Strategy for Ecological Purchasing by the Public 
Sector, to be implementd over 2008-20010  
National Strategy for Sustainable Development – ENDS 
2015 and respective Implementation Plan (PIENDS), were 
approved by resolution of the Council of Ministers. 

2005

2006-2007

2007
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The following table shows the principal milestones of the 
Portuguese banking sector in terms of sustainablity.

Banco Espírito Santo publishes Sustainability Report 2003.

Millennium BCP, signs up to the Global Reporting Initiative.

Banco Espírito Santo signs up to the Equator Principles and the 
Global Compact (validate dates).

Millennium BCP publishes Social Responsibility Report and 
opens an autonomous microcredit commercial network with the 
opening of 3 branches in Lisbon, Porto and Braga.

Banco Santander Totta publishes 2004 Corporate Social 
Responsibility Report.

Millennium BCP signs up to the Equator Principles and the 
Global Compact.

BES and Millennium bcp start putting together an inventory of 
energy consumption relating to the operation of their business as 
well as making estimates of their indirect CO2 emissions.

Banif Investimento and BES created Carbon- and Energy-related 
investment funds.

2004

2005

2006 - 2007
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What is the environmental responsibility directive?

The environmental responsibility directive places the 
environment as a subject of law. According to the directive 
“The objective of the present directive is to establish a 
framework for environmental responsibility based on the 
principle of the «pollutant-payer», to prevent and repair 
environmental damage.” Which implies that, as of the end 
of the transposition period deadline on 30th April 2007, 
the directive can be invoked in the member states of the 
European Union. Portugal is no exception, although its 
transposition has not yet occurred at the date of preparation of 
this document.

In practical terms, the directive makes all companies 
responsible which, in any form, damage the environment, or 
are in the process of damaging it. More than consecrating 
the principle of the pollutant-payer, this Directive places 
the environment as a tangible good which has a cost to all 
companies using the environment in their production process.

But what does damage to the environment mean?

According to Article 2 of sub-paragraphs a, b and c the 
following is environmental damage: “Damage caused to 
protected species and natural habitats” (…) “Damage caused 
to water” (…) “Damage caused to the soil”. 

Point five of Article 4 of the Directive also specifies the 
responsibility of the polluter, “The present directive is only 
applicable to environmental damage or to the imminent threat 
of this damage, caused by pollution of diffuse character, 
whenever it is possible to establish a causal link between the 

7.  The Environmental Responsibility Directive, 
implications for banking and insurance 
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The Environmental 
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damage and the activities of individual operators.” This article 
assumes, on the one hand, that the operator should pay for 
the damage caused, and, on the other hand, that, if a causal 
link is proved between the operator and probable damage, the 
operator will be required to pay for its future damage, even 
before the actual damage has occurred.

All this damage will have to be removed to return the 
environment to its initial state. When this is not possible, the 
company will be required to pay compensation in the same 
value as the damage caused.

The Financial Guarantee

The present directive establishes the creation of financial 
guarantees. Paragraph 27 states - “Member-States should 
adopt measures to encourage the use, by operators, 
of insurance or other appropriate financial guarantee 
mechanisms and development of financial guarantee 
instruments and markets, to provide effective coverage of 
the financial obligations resulting from the present directive”. 
This financial guarantee is not mandatory until 2010, which 
provides the Financial Market with a margin to react and test 
the new business opportunities resulting from this directive.

What are the implications of this directive for the insurance 
sector?

Insurance companies have, up to 2010, an undeniable 
business opportunity. All companies active in the market 
and which, as a result of their activity, have some probability 
of causing the abovementioned environmental impacts, will 
have a new need: to reduce environmental operational risks. 
Filling this need is typically the core business of the insurance 
sector, or in other words, in a wider sense, of the Financial 
Institutions. 

116|117     



However, various factors should be taken into account:

•  Risk – Risk evaluation is fundamental to understand the 
market potential for the insurance sector. There is little history 
in relation to environmental risks, which makes the definition 
of its price and coverage difficult. However, institutions which 
will pioneer more sophisticated analyses of environmental 
risks will gain competitive advantages.

•  Definition of the Baseline – Defining the “initial state” 
mentioned in the directive may be an ambiguous and difficult 
process. The responsibilities and transparency in the definition 
of this initial state will, partly, define the attractiveness of this 
business.

•  Opportunity on the market – Policies aimed at combating 
climatic alterations have come to stay, and this directive 
follows these policies. In the words of Nicholas Stern, 
coordinator of the Stern report, “climatic alterations represent 
the greatest failure of markets that the world has ever 
known”. In one way or another, companies and citizens will 
increasingly have to pay for the environment. This implies 
that the market will have to absorb this externality and adopt 
its products and services to this constraint. The insurance 
sector can take on the role of problem solver in this chapter of 
the directive, absorbing environmental risks and transferring 
them to other market players, through sophisticate financial 
mechanisms.

The environmental responsibility directive establishes the 
creation of financial products and services by the insurance 
sector to cover the financial responsibilities of the operators. 
However, in 2010 the proposal to turn this guarantee 
mandatory will be on the table. 

The Environmental 
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What are the implications of this directive for the Banking 
sector?

The banking sector is largely responsible for financing the 
companies operating on the market, and which are covered 
by this directive. 

The risk of environmental damage by large companies 
(depending on the environmental damage) does not imply 
a significant increase in credit risks for banks, due to the 
collateral and assets they possess. This cannot be said to 
apply to most SMEs, which do not possess collateral to cover 
loans, if a considerable violation should occur. However, 
for both SMEs and large companies, there is increased 
real operational risk of the companies, which affects banks 
through increased credit risk which is under assessed in terms 
of environmental risks.

This fact is not new, and specific examples already exist of 
environmental damage to third parties which have led to the 
closure of companies and loan default or to contaminated 
collateral as a final result to supplier banks. 

This directive further aggravates this fact since it is not 
necessary for the harmful environmental impact caused by 
a company affect a third party. It is sufficient that damage is 
caused to the environment and must be remedied, repaired 
and/or that the soil, water or natural habitats must be returned 
to their initial state.

This is the main impact which, during a first phase will 
necessarily imply a reactive attitude on the part of the banking 
sector, to enable minimising environmental risks which are 
not being duly compensated for in the interest charged. 
This reactive attitude may require measures mitigating the 
environmental impact, such as providing information to clients 
with strong probabilities of environmental risks.

118|119     

The Environmental 
Responsibility Directive7



During a second phase, after the transposition of the directive, 
a proactive attitude is required on the part of the sector. The 
analysis of environmental risk evaluation will increasingly 
be an essential tool in the risk analysis of credit portfolios. 
Banks which progress most in this perspective will possess a 
strong advantage in relation to financial institutions which do 
not adopt these analytical tools. This is not longer an issue of 
image, but of the operational management of credit portfolios.

Important information to retain

The transposition of the directive to Portugal may have 
particularities which are not included in the directive. However, 
it is the responsibility of Portuguese legislation to comply with 
the European directive.

The present directive also establishes that Non Governmental 
Organisations which are “active in environmental protection 
contribute to the effective application of the present directive”. 
This may imply the constant vigilance by third parties on 
the private sector. This adds reputation risks and limits the 
operating licenses of companies violating the environment. 
This reputation risk may be extended through the value chain 
to the financial institutions.

The model for mandatory financial guarantees will only be 
decided in 2010. Financial Institutions, namely insurance, 
need to react immediately in order to be able to assess the 
attractiveness of the market. Once again, the management 
and quantification of environmental risk will be the key to 
success in this market. 

The European directive is merely one more step in the 
direction of the world trend to combating climatic alterations. 
The private sector should anticipate regulation through its 
core business in order not to loose competitive capacity. 
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This implies the creation or adaptation of its products in light 
of the new challenges presented by this new paradigm.

The driver of this study is not the progresses in environmental 
regulation, but the world trend in the fight against climatic 
alterations which represents one of the greatest challenges to 
the competitiveness of Industries and Companies.

In the Portuguese market, financial groups, which generally 
also carry out business, should make full use of synergies 
in the evaluation and quantification of environmental risks. 
Institutions which make the best use of these synergies will 
have yet another competitive edge in the market.

Which sectors and industries are covered by the 
Environmental Responsibility Directive

The third article of the environmental responsibility directive 
is informative with respect to the coverage of the directive, 
establishing that “The present directive is applicable (…) 
environmental damage caused by any of the occupational 
activities enumerated in Annex III and to imminent threat of 
this damage as a result of these activities (…) To damage 
caused to protected species and natural habitats by any 
occupational activity different from that enumerated in Annex 
III, and to imminent threat of this damage resulting from these 
activities, whenever the operator acts with fault or negligence”.

This implies that all sectors and industries presenting risks 
of violation are covered by the directive. All SMEs, large 
companies, public or private, possess environmental risks in 
their portfolio which are covered by this directive.

In 2000, IPE/Regia prepared a preliminary inventory of 
contaminated soil, based on lists of activity sectors (involving 
products or processes able to generate dangerous industrial 
residues), as well as on data obtained through consultation 
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with various entities: Public Administration bodies, industrial 
associations and environmental non governmental 
associations. The preliminary study identifies the existence of 
10,021 contaminated locations, of which:

• 1765 sites correspond to re-fuelling stations;

• 1491 correspond to industrial sites involving sectors such 
as petrol refining, manufacture of base chemical products, 
metallurgy and metal coverings;

• 6315 corresponding to industrial sites involving the 
manufacture of electronic components, manufacture of 
explosives and manufacture of accumulators;

• 450 additional sites of concern and, therefore potential 
locations of priority intervention, related with residue deposits, 
scrap metal parks, construction yards and a variety of 
industrial activities;

Just for 12 preliminarily analysed locations, the calculations 
carried out indicate costs of soil remediation of approximately 
100 thousand euros (source: Diário da República – 9th April 
2002).

This example reflects risks not accounted for by companies 
and Financial Institutions but which are contemplated in the 
environmental responsibility directive which will be transposed 
this year.

Therefore all the damage to water, protected species and 
natural habitats and soil will henceforth have a quantifiable 
risk under the directive.
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The management of this risk will present a substantial 
challenge to company operational management, the 
management of credit risk by banks and creation of products 
and services by insurers wishing to absorb, manage, mitigate 
and transfer company risks.
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Sustainability aspects may gain increasing importance if a 
relationship exists between the sectors which most contribute 
to the Portuguese economy’s gross value added (GVA) and 
the sectors with most impact at the environmental and social 
level, and which are the target of Community directives and 
pressure by the remaining stakeholders. It is also interesting 
to note that the sectors identified as motors of growth and 
of future interest are those which naturally have strong 
environmental and social impacts (negative and positive), 
such as the Tourism, Construction and Infrastructure, 
Transport and Energy sectors.

On the other hand, given that 99.5% of our industrial structure 
comprises small and medium sized companies, with one 
of the smallest capital market in Europe, it is important to 
understand the importance and weight of banking credit in 
terms of the country’s economic development.

This data indicates that the capital market is not the most 
important source of financing for companies operating in 
Portugal. The alternative to capital markets is found in the 
risk investors, with private capital funds, which have brought 
liquidity to the market and national banking. The phenomenon 
of private capital “Private Equity” and risk investors “Business 
Angels” is still a novelty on the Portuguese market, with the 
banking sector representing a crucial role in the financing of 
new business, new companies and new markets.

This financing role is of extreme importance in the “quality” 
of the investments carried out at a company level. This fact 
gains even more importance if we consider that the economy 
is increasingly based on companies whose main productive 
factor is knowledge and the capacity for innovation and 

8. Main sectors of the Portuguese economy, 
Sustainability and Banking 
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differentiation, and not the cost of labour.

Therefore, analysing which sectors most contribute to our 
economy and which sectors are most important in the national 
banking sector’s credit portfolio, implies understanding what 
type of economy we are moving towards, and on which 
sectors the financial sector should focus its analysis of social 
and environmental risks, in order to minimise its credit risk, 
simultaneously influencing the sustainable development of the 
country.

The Portuguese Economy: Brief Macroeconomic Context

These last few years have witnessed very significant 
alterations in the behaviour of Portuguese companies and in 
the goods and services offered, mainly due to the growing 
integration of the countries of Asia and Central and Eastern 
Europe with low unitary production costs. This fact has 
caused:

• Greater competition in trade and the capture of investments;
• An important alteration in relative prices, with a reduction 
in the prices of various types of consumer and investment 
goods, and a substantial increase in the price of raw 
materials, especially petrol;

As a consequence, the Portuguese productive structure 
has undergone a process of gradual change, modifying the 
composition of GVA, employment and exports, expressed in 
the reduced importance of the traditional sectors and gains in 
productivity in the processing industry, with special emphasis 
on products with high technological value and/or high 
differentiation in terms of the final quality of the products. 
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Main Sectors of the Portuguese Economy and the Credit 
Portfolio of the Banking Sector

As expected, there is a visible relationship between the sectors 
which most contribute to Portuguese GVA and the structure 
of bank credit in Portugal, although this relationship is not 
perfect since each sector has different specificities relative 
to the needs and forms of financing used (7). An analysis of 
the contribution of the various national economic sectors (8) 
to GVA, leads to the following identification of those most 
contributing to the creation of value in the national economy:

1. Processing industries, especially:
    1.1. Food and beverage industries;

1.2. Manufacture of other mineral non-metallic products;
1.3. Manufacture of metallic products;
1.4. Wood and cork industries and their products;             
1.5. Clothing industry;                                                
1.6. Textile manufacture;

2. Wholesale and retail trade, repair of automobile 
vehicles, motorcycles and personal and domestic 
consumer goods;
3. Transport, storage and communications;
4. Construction;
5. Real estate activities, leasing and services provided to 
companies;

Given the international context in which Portuguese companies 
operate, it can be expected that the differentiation in the Portuguese 
economy will be characterised by investment in cutting edge 
technology and innovation, associated to the development of a 
service economy based on the principles of excellence, modernity, 
focused on national and international clients, creativity and 
differentiation. The development of specific products and services 
which take into consideration the environmental and social impacts 
associated to any activity, thus comprising innovative and creative 
processes, with expanding national and international markets.

 (7) This relationship 
may not be linear in 
all sectors, due to the 
different speed with 
which the economic 
variables are felt in 
each sector, and 
which comprise their 
evolution/alterations 
within the overall 
context. 

(8) Not considering 
financial activities.
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6. Production and distribution of electricity, gas and 
water;
7. Lodging and restaurant services.

It can easily be seen that the most important sectors in the 
economy are those with most relative importance in the credit 
portfolio of the banking sector provided to companies. 
It should be noted.

Source: INE
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1,80 %
Other collective, social and 
personal service activities

3,05 %
Health and social action

4,00 %
Accommodation and 

restaurants (restaurants 
and similar)

4,95 %
Production and distribution 
of electricity, gas and water

10,86 %
Construction

10,91%
Real estate activities, leasing and 
services provided to companies

12,39 %
Transport, storage and 
communications

22,62 %
Wholesale and retail trade

27,65 %
Processing industries

Importance of the main economic sectors in national GVA (2004)     

  Structure of the National Credit Portfolio per sector (2006)

36 %
Real estate activities, leasing and 
services provided to companies

13 %
Processing industries

6 %
Transport, storage and 

communications

4 %
Saúde e acção social

3 %
Accommodation and restaurants 

(restaurants and similar)

2 %
Production and distribution 
of electricity, gas and water

20 %
Construction

15 %
Wholesale and retail trade



This relationship is even more evident when the same type of 
analysis is made for the different sub-sectors of the processing 
industry sector which represents 13% of the credit portfolio of the 
banking sector and 27.65% of national gross value added.

Source: Bank of Portugal

LINK TO SUSTAINABILITY

What are the environmental and social risks in these sectors?

Do Community directives associated to the environmental impact of these sectors 
currently exist? Do they imply investments by companies? Fines? How much?

Is this a sector which is affected by pressure from environmental associations? What 
is the opinion of the consumers of this company?

Do the environmental and social factors comprise a credit risk for the bank?

What is the environmental and social risk of each sector in the bank’s credit portfolio?

To what extent can the analysis of environmental and social risks strengthen 
investment in the industry?

Credit Structure in the Processing Industry (2006)

17 %
Textile industry

13 %
Other non-metallic mineral 
products

13 %
Base metallurgical and metallic 
product industries

3 %
Indústrias do couro 

e de produtos de 
couro

22 %
Food, beverage and 
tobacco industries

5 %
Manufacture of 

rubber articles and 
plastic materials

5 %
Manufacture of chemical 

products and synthetic and 
artificial fibres

6 %
Manufacture of machinery and 

equipment 

7 %
Paste, paper and 

cardboard industries, 
editing and printing 

10%
Wood and cork industries and 
their products
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The Future: Which sectors present the greatest probabilities 
of using bank credit in the future?

The sectors expected to have greatest growth potential, 
in other words, those which may have greatest financing 
needs to carry out investments and develop their activities. In 
order to identify these sectors, an analysis was made of the 
evolution of existing public policies and private investment 
carried out.

Public policies

The main strategic lines in terms of development policies can 
be seen through the analysis of the following guidelines:

• National Strategic Reference Framework (NSRF) 2007-
2013, the framework for the application of Community 
economic and social cohesion policy in Portugal for the period 
2007-2013;

• Plan Major Options (PMO) 2005-2009, comprise 
Government medium/long term strategy for the socio-
economic development of the country.

128|129     



Strategic Priorities of the NSRF

Qualification of the population by 
developing and stimulating knowledge, 
education, science, technology, innovation 
and culture

Sustained growth by enhancing 
competitiveness, reducing public costs 
and improving productivity.

Social cohesion by improving 
academic and professional 
qualifications, promoting inclusion in 
the labour market, equal opportunities, 
social reinsertion and health as 
productivity factors.

Territorial and city qualification by 
promoting better territorial planning and 
its connectivity, preventing natural and 
technological risks and strengthening 
the urban system.

Efficiency of governance with the 
objectives of modernising public 
administration and the efficiency and 
quality of the large social and collective 
systems.

Summary of the strategic lines of the NSRF and PMO

GOP

1) 1) Ensure a path of sustained growth 
based on knowledge, innovation and 
the qualification of human resources.
  
2) Improve the quality of life and 
strengthen territorial cohesion in a 
context of sustainable development.

3) Strengthen social cohesion, reducing 
poverty and creating more equality of 
opportunities.

4) Enhance the quality of democracy, 
modernising the political system and 
placing justice and security at the 
service of full citizenship.

5) Valorise Portugal’s external 
positioning and construct an appropriate 
defence policy for the best international 
insertion of the country.

These major strategic guidelines are placed in practice by 
the Central Administration Investment and Development 
Expenses Programme (CAIDEP) (with a total investment of 
approximately 5 Thousand Million Euros in 2007) (9) and with 
the assistance of the European Investment Bank (EIB) as 
presented below:(9) Investment of 

approximately 4.8 
Thousand Million Euros 
per year on average for 
the period 2006-2008 
and following years.

Main sectors of the 
Portuguese economy
Sustainability and Banking
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Table 9.6. – CAIDEP Structure

 Budget Programmes

P024 Transport

P002 Scientific and Technological 
Research

P022 Agriculture and Rural 
Development

P025 Economic Modernisation and 
Internationalisation

P019 Environment and Territorial 
Planning

2007 CAIDEP Structure per Programme (10)

% In Total CAIDEP

50,5

12,0

9,0

4,0

2,1

The EIB provides and will provide financial support for the 
investments:

• In infrastructures planned in the areas of transport, 
accesses, urban renovation, water networks, sewerage and 
energy.

•  In projects contributing to the valorisation of human capital 
and to scientific and technological development with an 
innovative character.

(10) The structure of 
the pluriannual financial 
programming for the 
period 2006-2008 and 
following years is very 
similar.

130|131     



Private Investment

In terms of structure and variation of investment it should be noted 
that the main sectors present the following characteristics:

•  The Processing industry is the largest sector and presents 
a stabilising trend in terms of relative importance in total 
investment with slight positive variations between years. 
Therefore this sector will evolve consistently with existing 
forecasts which point towards “a slowing-down in external 
demand directed towards Portuguese companies, which will 
nonetheless maintain expressive growth, and will, however, 
benefit from the recovery in internal demand” in 2007 and 
2008. 

Within the economic branches in the Processing Industry, the 
following cases should be highlighted:

         The paste, paper and cardboard industry and its 
articles which will register an increase of approximately 100% 
in 2007 in its relative importance in investment structure and 
its variation, resulting from the installation of a new paper 
paste factory in Setúbal. It should be noted that a large part 
of the sums in the CAIDEP 022 Programme are destined for 
“sustainable development of forests” projects;

          The textile, clothing, leather and leather product 
industries and rubber and plastic industries will register 
fairly significant reductions in investment for the reasons 
presented above;

Main sectors of the 
Portuguese economy
Sustainability and Banking
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•  Production and distribution of electricity, gas and 
water is the second sector in terms of relative importance in 
investment registering an increase of approximately 50% in 
2007. This evolution will mainly be due to:

        Alterations in the energy market (privatisation 
processes);
         Increased installed capacity processes;
         The considerable increase in licensed power from 
renewable energy (in particular aeolian);
        Processes of urban re-qualification;
        Large part of the sums attributed to the CAIDEP 025 and 
019 Programmes being destined for projects involving the 
sector.

• Transport and storage has a relative importance in 
investment structure which is consistent with its importance in 
the productive structure, with the trend being to maintain this 
situation; 

• Real estate activities, leasing and services provided to 
companies register a trend of maintaining their importance in 
Portuguese productive structure and in investment levels in 
spite of the current difficulties experienced by the real estate 
sector, which, according to the main forecasts, are the result 
of the overall economic situation.

• Construction registers a falling/stable trend in terms 
of relative importance in the productive structure and in 
investment levels, reflecting:

         Trend of reduced amounts of State investment in 
public works registered over the past few years. However, 
it is expected that public investment in activities related to 
the sector will stabilise after two years of cut-backs due to 
budgetary adjustment efforts. 
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Most of the amounts of the CAIDEP 024 and 019 
Programmes will be used for the construction or reconversion 
of infrastructures in partnership with private entities;

      Reduction in the demand for real estate by families and 
companies, resulting from the overall economic situation;
 
• Wholesale and retail trade tend to be stable after the 
reduction occurred over the past few years due to falling 
private consumption;

• Lodging and restaurant services - Tourism tends to be 
stable/increase in terms of relative importance in the national 
productive structure since this is considered a priority strategic 
sector for the development of the country with the State being 
involved in supporting business and infrastructural projects. A 
large part of the sums of CAIDEP 025 Programme is destined 
for these projects:

      Credit Line for investment in tourism – bank protocols 
resulting from the partnership established between the State 
and the financial sector, aimed at supporting  business and 
infrastructural projects;

      Non-reimbursable support aimed at infrastructural 
investments;

      Provision of financial guarantees to SMEs, minority and 
temporary participation in company capital stock in the sector 
and acquisition and leasing of real estate allocated to the 
activity.

This sector shows a strong positive correlation with the 
construction and real estate activity sectors.

Main sectors of the 
Portuguese economy
Sustainability and Banking
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Large investments in scientific and technological research 
aim to increase the productivity and competitiveness 
of the national economy and, in the medium/long term, 
increase the relative importance of activity sectors 
with medium/high technological content in the national 
productive structure.
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The previous chapters identified which sectors are most 
important in the credit portfolios of the Portuguese banking 
sector, as well as those in which greatest growth can 
be expected in the future. The Guide for the inclusion of 
environmental and social risks in credit concession identifies 
a set of risks which may affect the main national economic 
sectors.

Given that the environment may bring a number of 
opportunities in terms of the creation of new financial 
products, by both Banks and Insurers, the table presented 
below identifies some examples of products which may be 
developed in this context, and which may answer the specific 
needs of different economic sectors. We would like to call the 
reader’s attention to the United Nations Financial Initiative 
- United Nations Environment Programme Finance Initiative – 
which published the “Green Financial Products and Services: 
Current Trends and Future Opportunities in North America” 
in August 2007, in which various products already created by 
banks and insurers are identified and explained, as well as 
disseminating future opportunities in this context.

What financial products can 
be created in light of the 
new environmental 

9

9. What financial products can be created in light of 
the new environmental and social challenges faced 
by the different sectors of the Portuguese economy? 

Overall economic sectors

Production and distribution of 
electricity, gas and water

 Some Potential products

Development of renewable energy funds; investment 
in capital risk companies in the environmental 
technology sector;
financing lines aimed at the implementation and/or 
substitution of traditional technology by solar panels 
and aero-generators from micro-generation to larger 
sizes. Use of co-generation with other technologies 
implying less CO2 emission in their use. Insurance 
to comply with the environmental responsibility 
Directive.



What financial products can 
be created in light of the 
new environmental 

9

Construction

Lodging and restaurant services
(restaurants and similar)

Transport, storage and 
communication

Real estate activities, leasing and
services provided to companies

Paste, paper and cardboard 
industries and their articles

Tourism

Positive discrimination for loans to construction 
companies presenting policies implemented at an 
environmental level (particularly the integration of 
measures for sustainability beyond compliance 
with legislation). Development of “green” real estate 
investment funds.

Insurance to comply with the environmental 
responsibility Directive.

Specific financing lines for the Certification of 
the Environmental Management of Hotels and 
particularly for the attribution of the ecological label.

Insurance for hybrid cars.
Insurance for cars with lower CO2 emissions.
Loans for company fleet renovations towards less 
pollutant vehicles.

Development of “green” real estate investment funds.

Loans for private owners to develop the sustainable 
forest certification.
Insurance to comply with the environmental 
responsibility Directive.

Loans with positive discrimination in the spread for 
enterprises with greater use of recyclable material, 
renewable energy, lower direct and indirect CO2 
emissions per m2 and which respect the legislation 
relative to the classification of areas of environmental 
interest. Identical conditions for infrastructure involved 
in the attribution of the ecological label.

Insurance to comply with the environmental 
responsibility Directive.

Overall economic sectors Some Potential products

Source: Sustentare
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The preparation of this study was accompanied by an analysis 
of various Portuguese economic agents. A number of surveys 
were used to attempt to identify their expectations with respect 
to a potential market of sustainable financial products, namely:

• environmental financial products contributing to minimising 
the environmental impact of activities, and;
• social financial products contributing to social inclusion.

This analysis aims, on the one hand, to identify expectations 
on the demand side. In this context, specific surveys were 
made to Portuguese consumers, large companies and SMEs 
with the objective of assessing the attractiveness of the 
acquisition of sustainable goods and services. On the other 
hand, the study aimed to identify the interest of suppliers of 
sustainable goods and services through a survey directed at 
banks and insurers operating on the Portuguese market. 

The implementation of this market analysis was carried out by 
the Polling Centre of the Catholic University, through specific 
questionnaires for each group of economic agents. A survey 
was carried out to 1200 Portuguese consumers between the 
2nd and 15th May 2007, with a 95% degree of confidence and 
maximum error of the sample of ±2.8%.

The market analysis carried out on the companies began with 
an on-line invitation addressed to the biggest Portuguese 
large companies and SMEs to participate in the study. After 
having been supplied with an Internet address, to which they 
should access in order to respond to their questionnaire, 
various telephone contacts were made to validate the 
reception of the request to participate, and request its reply. 
Contacts with these agents took place during the months of 
June and September 2007. 

10. What do Portuguese economic agents think of 
Sustainability? New chapter

What do Portuguese 
economic agents think 
of Sustainability

10



The table presented below identifies the representativeness of 
the replies obtained amongst the different economic agents.

Large companies with greatest turnover in 2006 were invited 
to participate. The SMEs selected were those with largest 
turnover, according to a representative sample of their 
spatial distribution at the level of NUT II, and by economic 
sectors defined in CAE Rev. 2, at the first level. All banks 
member of the Portuguese Banking Association were invited 
to participate (with some having declined the invitation) as 
well as the largest authorised insurers on the site of the 
Portuguese Insurance Institute. 
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Large companies

SMEs

Insurers

Banks

Number of 
Companies 
invited to 

participate

92

1100

32

25

Number of 
answers 
obtained

21

93

10

13

Response 
rate

23%

8%

31%

52%

Representativeness 
in the economy

Corresponds to  6.4% 
of national GDP

Corresponds to 8% 
of the 1100 biggest 
Portuguese SMEs

Corresponds to 44% 
of the volume of 

premiums at a national 
level 

Corresponds to 71% 
of the national banking 

product

The main results of this analysis of the potential market of 
sustainable products in Portugal are presented below.

What do Portuguese 
economic agents think 
of Sustainability
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What is the potential Demand for Sustainable Financial 
Products?

CONSUMERS

Clear and Transparent Information:
Serious problems in the Banking sector:

- 73% - Financial illiteracy (insufficient knowledge on financial 
products and on the calculation and functioning of interest rates, 
maturities, spread, etc.);
- 65% - Desire greater transparency in bank advertising.

Environmental risks:
- 57% of consumers consider that the environmental impact 
resulting from financing provided by the banking sector is a very 
serious problem.

Potential Products:
- 13% of the Portuguese population would like to have more 
information on socially responsible funds
- 17% of the Portuguese population would be prepared to acquire 
funds guaranteeing exclusive investment in companies with high 
levels of social and environmental performance, even if these 
funds were to be slightly less profitable than other funds 
- 18% of the Portuguese population states that they would be 
prepared to request a bank loan, and to pay more for it, if, before 
granting this loan, the bank were to clearly explain what the future 
holds in relation to this level of indebtedness and were to assist in 
better managing their money so as not to have to resort to loans 
unnecessarily
- 70% of the Portuguese population would be prepared to look 
for a house with solar panels, or were efficient from an energy 
perspective if the bank were to offer them a more attractive 
spread
- 52% of the Portuguese population would be prepared to ask 
for a loan presenting a more expensive monthly instalment  
- up to 5% - if, in compensation, the bank were to develop 
environmentally friendly financial products and actions
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Potential factors for changing bank:
- 88% of consumers consider the fact of a bank having clear 
and transparent communication as an important criterion in the 
selection of their banking institution.
- 52% of consumers state that knowing the environmental 
concerns of a bank may be a preferential factor  in the choice of 
their bank
- 51% of the Portuguese population states that they would 
Certainly be prepared to change bank, if a new bank were 
to guarantee not to invest in companies which damage the 
environment, or in companies manufacturing arms, tobacco, 
alcohol, etc.

LARGE COMPANIES

Clear and Transparent Information:
Serious problems in the Banking sector:

- 52% - Transparency in advertising
- 57% - exclusion of most disfavoured people/companies from the 
financial system
- 95% family over-indebtedness
- 67% financial illiteracy
- 81% money laundering

Environmental risks
- 100% of companies state they would seek a bank offering 
advantages in the concession of financing due to the fact that 
the company already incorporates environmental criteria in its 
management system
- 33% do not know how the environmental responsibility directive 
will affect their company
- 52% have not yet sought information on environmental 
insurance

Potential Products:
- 71% state that banks should adhere to the Principles of 
Global Compact and to the Principles of Socially Responsible 
Investment
- 57% state that banks should develop socially responsible 

What do Portuguese 
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financial products and which foster environmental protection 
(33% consider these actions should be mandatory)
- 81% state that banks should have more favourable interest 
rates for companies intending to develop environmental, social, 
hygiene and safety certifications
- 62% have a sustainability report, but of the 57% which have 
pension funds 83% do not have environmental / social criteria in 
the management of their pension funds

Potential factors for changing bank:
- 38% value and reward banks adopting measures benefiting the 
economy, environment and society. 62% do not currently value 
this, but state they could do in the future

SMEs

Clear and Transparent Information:arente:
Serious problems in the Banking sector:

- 56% - Transparency in advertising
- 72% - exclusion of most disfavoured people/companies from 
the financial system
- 84% family over-indebtedness
- 79% money laundering

Environmental risks
- 83% would be prepared to carry out work associated to 
environmental and social certification, if the bank were to grant 
loans at lower rates for this purpose 
- 40% do not know how the environmental responsibility directive 
may affect their company
- 83% have not yet sought information on environmental 
insurance
- Approximately 100% of companies would be prepared to 
implement a series of internal social and environmental codes 
and policies, if they had a client bank requesting this.
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Potential Products:
- 88% state that financial institutions should have “Sustainable” 
services and concerns
- 72% state that banks should choose to have socially responsible 
financial products
- 80% state that banks should adopt having financial products 
encouraging environmental protection
- 73% state that banks should adopt policies of partnerships with 
insurers in relation to environmental risks
- 80% would be prepared to change their vehicle fleet to hybrids if 
loan interest rates were lower than normal
- In cases of the construction/remodelling of installation, 63% would 
be prepared to invest in sustainable construction if the interest rates 
were lower for this type of project

Potential factors for changing bank:
In the choice of a bank:

a) 94% consider that having the most qualified and competent 
workers comprises a criterion in their choice
b) 100% consider that having clear and transparent communication 
comprises a factor in their choice

What is the potential Supply of Sustainable Financial Products?

BANKS

Environmental risks:
- 92% of banks state that, in terms of credit concession activities, 
environmental risks are important for their organisation
- 39% state having methods enabling the analysis of the environmental 
risk of their clients – Large Companies and SMEs through the collection 
and analysis of information associated to environmental and social risks 
- 70% of banks state that the credit risk of SMES has increased with the 
environmental responsibility directive
- 54% of banks state that environmental and social risks are identified in 
their analysis of credit concession

Potential Products:
- 77% accept the possibility of communicating sustainability policies or 
criteria in credit concession in the future

What do Portuguese 
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INSURERS

Environmental risks:
- Only 18% state that they analyse environmental legislation when 
identifying risks
- 90% state that environmental risks analysis is important for the 
organisation
- 80% of insurers consider that the risk of both SMEs and the Large 
Companies has increased with the environmental responsibility 
directive
- 60% of insurers state that they have not yet started working on the 
environmental responsibility directive, and that it will take some time to 
start

Potential Products:
- 80% see this directive as a business opportunity
- But only 8% state having specific products for environmental risks, and 
17% have advisory services
- 90% of insurers state they believe a market for the creation of 
sustainable services exists

Potential factors for changing bank:
- 70% of insurers Greatly value banks which incorporate environmental 
criteria in credit concession

Source: Sustentare
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- 54% state that it makes sense to develop  more attractive spreads for 
more energy efficient houses
- 46% state that it makes sense to develop more attractive spreads for the 
purchase of hybrid cars
- 70% state that it makes sense to develop investment funds comprised 
of companies with sound environmental and social behaviour
- 70% state they believe a market for sustainable financial services/
products exists
- 54% state that it makes sense or develop advisory services for 
consumer financial management, in order to reduce the level of family 
indebtedness
- 62% consider that the trend is for the profitability of ethical/socially 
responsible funds to increase

Potential factors for changing bank:
- 46% of banks perceive that their clients greatly/highly value 
sustainability issues

What do Portuguese 
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11. Sustainability SWOT for the Banking Sector  

•   Increased value given to the subject by 
banks; 
•   Interest and recognition of its importance 
by some persons responsible for risk;
•   Sustainability identified as a differentiating 
factor between banks;
•   Consumers indicate valuing banks with 
environmental and social concerns;
•   Sustainability is a vast area and is 
closely linked to governance and company 
transparency. Given the work of the CMVM 
in regulating companies quoted on the 
stock exchange, many companies will also 
develop this area;
•   Compliance with the Financial 
Instruments Directive and Consumer Credit 
Directive (still in negotiation), necessarily 
implies progress in terms of Sustainable 
Banking practices; 
•   Strong competition between banks and 
low existing margins imply that possible 
client differentiation and attraction may be 
associated to environmental, social and 
ethical values defended and practiced by 
the Bank;
•   Innovation capacity and the development 
of the Portuguese financial sector 
indicate that new opportunities are rapidly 
assimilated and market threats and 
externalities are faced;
•   The stability of company growth in the 
sector indicates that a margin exists for all 
organizations in the sector to innovate and 
differentiate their competitive values in the 
market;
•   Commitments to expand by most 
financial institutions in the sector imply 
greater competitiveness and geographical 
coverage. Adopting sustainable practices 
during this process is yet another form of 
differentiation.

Strengths (internal– 
Portuguese Financial Sector)

•   Leading international banks have already 
developed aspects of sustainability;
•   Many of these banks already belong to 
FTSE4GOOD and/or DJSI;
•   Some already use tools for the analysis of 
environmental credit risk;
•   Portuguese banks do not yet participate in 
these international forums;
•   The words sustainability, social 
responsibility and philanthropy are words 
which are rapidly becoming banal on the 
market;
•   Regulation is progressing more rapidly 
than the internal processes of the financial 
institutions and products and services 
offered;
•  The Portuguese market is small, which 
may also limit the potential expansion of the 
market of sustainable financial products.

Threats (external–  
International Financial 
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Opportunities (external)

•   Through good practices in terms of the 
inclusion of sustainability in core business, 
the banks may gain an international 
reputation;
•   During the expansion of Portuguese 
banks into Eastern Europe and Africa, 
sustainability aspects may be of added 
value in the penetration of these markets, 
and there are various World Bank-IFC 
programmes for this purpose;
•  One of the sector’s fundamental values 
is the security it conveys to its clients, the 
integration of sustainability in core business 
may strengthen this value to leaders in 
sustainability in Portugal;
•   Involvement of collaborators in the 
Organisation’s development process, and 
contribution to increasing the levels of 
internal satisfaction;
•   Strengthening of satisfaction of client 
needs in different business segments;
•   Analysis of major macro threats to 
development. As a decisive sector in terms 
of investment it may imply continuous 
innovation expressed in highly acceptable 
products and services for the different 
stakeholders;
•   Going beyond the words of the law, 
enabling innovation of risk management 
processes, compliance and audits in order 
to anticipate regulation;
•   Promoting the efficient management 
of resources with environmental impacts. 
This efficient management may imply 
reductions in the organisation’s costs with 
consequences in the cost/benefit ratio;
•   Reputation gains amongst clients 
maintaining contact with the Institution;
•   No segment of the insurance sector has 
yet achieved maturity in the market. This 
implies that there is space to conquer new 
segments with products directly linked to 
the sustainability market;
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Weaknesses (internal)

•   Temptation to communicate good 
environmental and social practices when 
environmental and social risk analysis has 
not yet been implemented in a structured 
form;
•  Some lack of knowledge on what 
international banking leaders do in terms of 
sustainability;
•  Not one Portuguese bank is a member 
of UNEP FI, UN PRI – two United Nations 
working groups promoting actions for the 
application of the concept of sustainable 
banking;
•   Lack of knowledge on internal bank 
teams related to environmental and 
social risks, which already affect some 
Portuguese companies;
•   Increase in consumer complaints to 
regulators implies loss of reputation and 
discredit of the entire sector with respect to 
communication related to sustainability and 
social responsibility;
•   No bank has established an ambitious 
commitment relative to leadership on 
sustainability at an international level, 
in relation to integration in the DJSI or 
FTSE4GOOD;
•  There is no evidence or publications 
by financial institutions (in partnership) 
on major world trends relative to the 
environment or to social development.

(the questionnaire made to the banks 
should be analysed and included in this 
section)



•  Growing investment by most financial 
institutions in the sector will result in greater 
financial inclusion and competition in 
the geographical area. This competition 
may be a tonic for the implementation of 
sustainability by the banking sector;

There is space for the creation of financial 
products which implies obtaining more 
clients and/or greater sales of new 
products, whose needs originate in 
environmental factors.

Source: Sustentare

Opportunities (external)Weaknesses (internal)
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•  Environmental and social aspects comprise yet another factor in 
the analysis of the risk of credit to companies;

•   Environmental and social risk comprises a company operational 
risk, which may comprise a credit risk for the banks financing them;

•   Control of environmental and social risks will have short term 
effects, resulting from European directives and national legislation;

•   There are environmental and social risks with long term effects, 
resulting from climatic alterations and alterations in society’s 
expectations: shareholders, clients, collaborators and the community 
in general;

•   Changes in expectations and the need to manage these risks 
foster the development of new business for companies,  and banks, 
as financers, must understand and incorporate the new variables to 
credit risk analysis (linked to intangible assets);

•   The need for companies to manage their environmental and social 
impacts generates opportunities to create new financial products 
provided by banks and insurers;

•   Environmental and social risk analyses, as well as the financial 
products offered by banks and insurers, should be realistic and 
adjusted to the socio-economic reality of the companies and country;

•  However, environmental and social risk analysis should not be 
limited to proving compliance with national legislation. It is also 
important to understand how the company’s management identifies 
and knows future trends relative to the potential environmental and 
social issues which may affect its sector and company.

12. Guide for the implementation of environmental 
and social criteria in credit concession to companies 
by banks

General principle

Guide for the 
implementation of 
environmental and social

12



Identification of the steps in the credit concession process 
and variables to analyse
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Sustainability may be materialised in banking activity in 4 different 
ways: 

•   Through transparency in the advertising and information conveyed 
to the market and consumers;

•  Through the development of internal management practices 
reducing the consumption of natural resources and environmental 
impact resulting from the bank’s daily management activities 
(essentially water, energy, consumables and residues);

•   By creating “environmentally friendly” products which promote 
social inclusion (credit or financial applications);

•   In the evaluation of the client’s environmental (assuming that 
the environmental/social risks are client company operational risks, 
which can be transformed into credit risk for the bank) and pricing 
policies which favour best practices in the area of environmental 
responsibility. 

Of these 4 proposals, undoubtedly the most difficult to implement is 
the one relative to integrating the evaluation of environmental and 
social risks in the client credit analysis. This is why this Guide covers 
this aspect, aimed at assisting banks to implement the evaluation of 
these risks in already existing procedures.

In order to carry out the above, the bank will have to identify a matrix 
of risks, incorporating overall issues on the one hand, and more 
detailed issues on the other hand, according to the activity sector in 
question. This matrix should be incident on the sectors in which there 
is greatest probability of the occurrence of environmental and social 
risks.



Therefore, it is recommended that banks successively take 
the following steps when starting work aimed at incorporating 
environmental and social risks in the concession of credit:

•   Identification of a number of general environmental and 
social issues which should be answered by all companies
For example: is the company registered at EMAS?, does it has 
environmental certification?, number of work accidents; has it been 
fined due to non-compliance with environmental and social legal 
aspects?; does it have an environmental policy?, etc.).

•  Identification of a number of specific environmental and social 
issues, relative to the sector in which the company operates
For example: Does the company have high additional costs in order 
to meet environmental requirements? Is company management 
sensitive to its environmental impacts? How are residues managed? 
Does the company report its environmental and social performance? 
Are there court cases due to complaints by citizens of odours, noise 
or others which may become problematic? What procedures exist 
to control the environmental impacts on the value chain? Is there an 
inventory of CO2 emissions? Is it subject to the Quioto Protocol?, 
etc.).

•   Identification of potential environmental and social risks 
incident on financing collateral
For example: Was the land given as collateral used in the past? 
How? Does it have water tables? Is there the possibility of 
contamination of soils and water?, etc.).

Guide for the 
implementation of 
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In order to develop this methodology it is essential that the work 
team possesses knowledge on these subjects or that specialists 
are incorporated during an initial phase, assuring the inclusion of 
technically relevant components and, in a continuous manner, foster 
the transfer of knowledge to the bank’s internal team.

It is therefore necessary for the credit risk team to gain specific 
knowledge on this subject, in order to:

a)  create risk matrices per sector;

b) develop a list of questions which should be incorporated in credit 
request forms;

c)  develop knowledge in order to be able to carry out environmental 
and social risk analysis.

Front desk employees should be provided with training in order 
to be able to assist clients to correctly answer the questions of 
environmental character included in the credit request forms.
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    Origin
Collection 

of 
information

Analysis 
and 

Decision
     Monitoring

STEPS IN THE CREDIT CONCESSION PROCESS
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1st STEP - ORIGIN: The bank designs the financial products it 
intends to offer to both private individuals and companies

Environmental and social aspects to be included – the 
variables 

This phase includes the following aspects (amongst others) in the 
analysis:

- What financing needs could be generated by the 
new environmental directives amongst large and small 
companies?

- Which sectors could be most interested in these products or 
operations? 

- Which new needs could environmental and social aspects 
generate in the private segment? Both at retail level and 
private banking level.

Necessary internal processes

Endow the team creating the products with knowledge in this 
area, so that the bank can:

- Know the main environmental directives and future trends.

- Identify potential products, and proceed with their design so 
as to include environmental and social aspects.
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Origin

- Know the environmental and social impacts on the bank’s 
credit portfolio.



2nd STEP – COLLECTION OF INFORMATION: The bank 
requests specific environmental and social information from its 
clients. 

Environmental and social aspects to be included – the 
variables 

Obtain information enabling the analysis of the requirements 
identified in the initially developed risk matrix (and described 
above), for both overall aspects and those specific to sectors.

Necessary internal processes

Include specific environmental and social issues in 
questionnaires for client analysis. 

Include environmental and social aspects in the list of evidence to 
assess during visits made to client companies.

Incorporate qualitative analysis of environmental and social 
aspects identified as relevant for the sector.

Collection 
of 

information
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3rd STEP – ANALYSIS AND DECISION: The bank analyses 
the information in order to attribute a credit risk classification 
(rating) and then approve or reject the credit.

If the decision is positive, the credit line and contractual conditions 
of the credit concession must be defined, in other words, the 
maturity, interest rate, rules governing the amortization of capital, 
guarantees, amongst others;

Environmental and social aspects to be included – the 
variables 

Environmental and social risks should be considered both at the 
level of the isolated assessment of the client, as well as at the level 
of the existing overall credit portfolio.

A specific analysis should be carried out by specialists, relative to 
both the company’s financial data, as well as to environmental and 
social information.

If the socio-environmental analysis is deficient, more information 
should be requested to the company and/or alterations defined in 
the negotiation clauses.

Necessary internal processes

Endow the credit risk team with knowledge in order to create risk 
matrices per sector.

Attribute specific competences for the collaborator to analyse the 
socio-environmental risks of requests for loans by companies.

Include identified environmental and social aspects in existing 
internal processes and computerised systems
Develop a final report aggregating the bank’s perspective on the 
current and future performance of the company relative to the 
following aspects:
Economic; Environmental; Social.
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4th STEP – MONITORING: The bank will continue to monitor 
the evolution / alteration of the client risk and/or of the 
operation in question

Environmental and social aspects to be included – the 
variables 
Could the environmental and social risks have consequences 
in terms of the initially presented collateral?

Could these environmental and social risks have 
consequences in terms of the bank’s overall credit portfolio?

Potential limitation of credit concession to sectors identified as 
having high exposure to environmental and social risks.

Necessary internal processes
Include environmental issues in the evaluation of collateral. 

Re-evaluate client collateral and credit quality in light of the 
new environmental and social risks.

Re-evaluate the risk of the bank’s overall credit portfolio, in 
light of the new environmental and social risks, as well as 
potential alterations in the value of the collateral.

SOME POTENTIAL QUESTIONS WHICH MAY BE PLACED IN 
THE SECTORAL QUESTIONNAIRES AND ADDRESSED TO 
COMPANIES: 

The questions to be made to companies on their environmental 
and social behaviour should be easily and objectively answerable 
and specific to the sector (yes/no or multiple choice)

Some of the questions which may be posed are presented below. 
However, it is important to note that the questions should be 
specific to the sector, and only to sectors considered of risk with 
respect to the bank’s credit portfolio.

     Monitoring

Guide for the 
implementation of 
environmental and social

12



•  Do you carry out activities requiring authorisation? 

•  Could you face future costs associated to investments which 
will have to be made in order to comply with environmental legal 
requirements?

•  Are chemicals used or stored?

•  Have you ever been fined for environmental reasons?
 
•  Are you environmentally certified?

•  Do you have an environmental policy?

•  Do you have a residues policy?

•  Do you comply with legal requirements in terms of the environment 
and hygiene and safety at work?

•  Do you belong to a sector pressurised by NGOs and/or 
populations?

•  Could the growth of your activities be placed in question due to 
demonstrations by the community?

•  Could your growth imply?

•  Does the company deal with forests identified as being of high 
conservation value?

•  Has the company often been fined for environmental reasons?

•  Is the company environmentally certified?

•  Is there a danger of soil contamination? 

•  Is there a danger of water contamination?

•  Is there discharge of effluents?

•  Do you have any knowledge on the European directive REACH?

•  Have you carried out any work on REACH?

•  Do you have any knowledge on the environmental responsibility 
directive? 

•  Have you carried out any work within the context of this directive? 

•  Do you make inventories on atmospheric emissions?

•  Have you carried out any work within the context of the 
environmental responsibility directive?

•  Do you have environmental insurance?

•  Do you make inventories of CO2 emissions?
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Identification of risk variables 

Various documents were used as a source of information for 
the identification of risks, including the toolkit of environmental 
and social risks developed by UNEP FI, the tool for analysis of 
environmental and social risks of the World Bank-IFC, the G3 
document and sectoral supplements of the Global Reporting 
Initiative.

A number of environmental variables constituting risk factors 
were identified for the environmental risks per sector. This 
approach was developed for the overall sectors of the 
Portuguese economy, as well as for the main components of 
the Portuguese processing industry sector.

For social risks, a common matrix was developed for all 
sectors, which should be analysed and used according to the 
socio-economic context of the country in which the company 
in question operates. 

Some variables may appear insignificant for developed 
economies. However, if the analysis concerns a company with 
operations in emerging or developing countries and where 
the legislation is non-existent or weak, then these variables 
become extremely important.
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Environmental Risks

Overall sectors of the economy:

TOURISM

Environmental Risks/Concerns
•  Allocation of protected zones: impact on biodiversity 
with significant losses of natural habitats; increase of 
human pressure in sensitive locations, including due to 
infrastructure and transport;
•  Waste of resources and increase of their consumption due 
to non-integration of measures such as the reuse of water, 
principles of bioclimatic architecture, correct separation 
of residues and measures preventing the consumption of 
resources in general;
•  Pressure on natural resources due to the consumption of 
water and energy;
•  Potential lack of territorial planning and pressure on risk 
zones (ex: coast);
•  Lack of concern with the origin of resources (wood, food) 
and their sustainable management (water);
•  Atmospheric emissions generated by increased transport;
• Visual and landscape impact associated to the 
construction of infrastructures;
•  Discharge of cruise ship residues into the ocean; CO2 
emissions due to the consumption of fuel; soil erosion; 
impacts on the sea coast due to diving boats;
•  Management of residues caused by the affluence of 
visitors; potential contaminations of water courses and soils.



AGRICULTURE, ANIMAL HUSBANDRY,
HUNTING AND FORESTRY

Environmental Risks/Concerns
•  Genetically modified food;
•  Contamination of irrigation water due to pollution caused 
by other industries or sewerage;
•   Intensive agriculture;
•  Occurrence of diseases;
•  Contamination of water courses due to fertilizers;
•  Natural risks;
•  Atmospheric emissions associated to machinery;
•  Noise;
•  Production and elimination of agricultural residues;
•  Contamination of the food chain due to the use of 
pesticides and hormones.

FISHERIES

Environmental Risks/Concerns
•  Regeneration capacity of fish stocks;
•  Loss of species;
•  Potential contamination of rivers and sea by chemicals 
and fuel, amongst others;
•  Potential alteration of habitats in aquiculture as well as 
contamination of the food chain and degradation of water 
quality, due to the use of pesticides and hormones.

EXTRACTIVE INDUSTRIES

Environmental Risks/Concerns
•  Erosion and alteration of the landscape;
•  Emission of pollutant gases and dusts;
•  Pressure on natural resources due to the consumption of 
water and energy; residue management.

Guide for the 
implementation of 
environmental and social

12



162|163   

EDUCATION, HEALTH AND OTHER COLLECTIVE, SOCIAL 
AND PERSONAL SERVICE ACTIVITIES

Environmental Risks/Concerns
Health: 
   •  Management of liquid and solid residues (production and 
elimination); storage of dangerous residues;

•  Emissions of atmospheric pollutants and dusts, emission 
of greenhouse effect gases;
•  Noise.

LODGING AND RESTAURANT SERVICES
(RESTAURANTS AND SIMILAR)

Environmental Risks/Concerns
•  Allocation of protected zones: impact on biodiversity 
with significant losses of natural habitats; increase of 
human pressure in sensitive locations, including due to 
infrastructure and transport.
•  Waste of resources and increase in their consumption 
due to non-integration of measures such as reuse of water, 
principles of bioclimatic architecture, correct separation 
of residues and measures preventing the consumption of 
resources in general;
•  Pressure on natural resources, due to the consumption of 
water and energy;
•  Potential lack of territorial planning and pressure on risk 
zones (ex: coast);
• Lack of concern on origin of resources (wood, food) and 
their sustainable management (water);
•  Ausência de cuidados com a proveniência dos recursos 
(madeiras, alimentação) e a sua gestão sustentável (água);
•  Emissões atmosféricas oriundas do aumento dos 
transportes;
•  Atmospheric emissions generated by increased transport; 
emission of pollutants (VOC, NOX, SOX, CO, CO2, ...); 



•  Visual and landscape impact associated to the 
construction of infrastructure;
•  Management of residues caused by the affluence of 
visitors; potential contamination of water courses and soils;
•  Sewerage treatment (lack of treatment or application of 
primary treatment).

PRODUCTION AND DISTRIBUTION OF ELECTRICITY, 
GAS AND WATER

Environmental Risks/Concerns
Gas:

•  Impact of operational activities in coastal areas;
•  Long term impact of total use of existing resource;
•  Compensations made to the communities from which this 
resource is removed;
•  Potential relocation of communities and their 
compensation;
•  Impact activities may have on more vulnerable 
communities;
•  Impact on biodiversity; contribution to erosion, loss of 
vegetation and habitats;
•  Emission of pollutant gases and dusts and of greenhouse 
effec;
•  Noise, visual and landscape impact;
•  Potential contamination of water and soils;
•  Potential contamination of toxic residues;
•  plan to restore the location after use.

Electricity:
•  Implications on climatic alterations due to the burning of coal, 
gas and biomass;
•  Negative perception by the public regarding nuclear energy (for 
example: residues with long term radioactive impacts); potential 
contamination of water and soils due to spillages (management of 
liquid and solid residues);
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•  Impact on surrounding communities due to transport, residues, 
pollution generated, vibrations, noise, electromagnetic fields, 
landscape;
•  Potential diseases;
•  Impact of activities in terms of regional social cohesion: 
cultural tensions between the labour force used for the 
services and the resident population, creation of work posts 
amongst the local population;
•  Impact of this activity on the economic development of the 
region;
•  Consultation with  stakeholders;
•  Impact on biodiversity;
•  Acquisition of land and soil erosion;
•  Use of land with potential landscape, cultural and historic 
value;
•  Pressure on the local transport and infrastructure network; 
emission of pollutant gases and dusts and greenhouse 
effect gases;
•  Noise;
•  Impacts on the water regime;
•  Need to extend network connections;
•  Need to use underground cables;
•  Impact on marine and land ecology;
•  Pressure on existing infrastructures in terms of necessary 
transport.

CONSTRUCTION

Environmental Risks/Concerns
• Allocation of protected areas: impact on biodiversity with 
significant losses to natural habitats;
•  Extraction of inert material;
•  Destruction of cultural and historic heritage;
•  Potential contamination of soil due to past activities, or 
resulting from the activities of other industries close by;
•  Waste of resources and increase in its consumption 
due to the non-integration of measures such as the reuse 



of water, principles of bioclimatic architecture, correct 
separation of residues produced or integration of recycled 
material (construction and demolition residues; tyres);
•  Potential lack of territorial planning and pressure on risk 
zones (ex: coast);
•  Problems caused by works: high noise levels and 
disrespect of noise regulations;
•  Dust production;
•  Pressure exerted on resources in terms of use of energy 
and water consumption;
•  Atmospheric emissions due to the preparation of materials 
or associated to mobile sources for the transport of 
materials;
•  Compliance with building energy certification;
•  Incorrect treatment and disposal of residues: open air 
burning of residues, waste disposal;
•  Spillages of chemicals/fuel from machines and which 
can contaminate the soils; potential contamination of water 
tables;
•  Possible need to relocate communities and possible 
monetary compensation.

 

TRANSPORT, STORAGE AND COMMUNICATION

Environmental Risks/Concerns
•  Emission of CO2 and other atmospheric pollutants;
•  Impact on the soil, biodiversity, landscape;
•  Consumption of resources;
•  Environmental risks associated to transport accidents.
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REAL ESTATE ACTIVITIES, LEASING AND SERVICES 
PROVIDED TO COMPANIES

Environmental Risks/Concerns
Real estate activities:
•  Codes at the level of the value chain;
•  Concern with building energy certification, use of 
sustainable materials, practices of providing information on 
the most efficient use of buildings.

Processing industries:

FOOD, BEVERAGES AND TOBACCO INDUSTRIES

Environmental Risks/Concerns
•  Land degradation and impact of agricultural practices in 
terms of use of pesticides which may contaminate the land 
and water;
•  Pressure on natural resources due to energy and water 
consumption; management of effluents and residues resulting 
from the manufacturing process;
•  Potential leakage of gases with impact on the ozone layer 
(refrigeration), emission of dusts;
•  Existing practices and policies on consumer health, 
regarding potential contamination of goods;
•  Policies on the value chain, suppliers and communities 
involved;
•  Potential diseases transmitted by food (via animal 
diseases).



TEXTILE INDUSTRY

Environmental Risks/Concerns
•  Effluents: Constituents not easily biodegradable. High 
temperature effluents (may have adverse impacts on 
ecosystems) – Often require secondary treatment before 
discharge into water environments – Risk of fines and damage 
to water courses; Use of chemicals which may contaminate 
land and water;
•  Pressure on resources: Water consumption: a sector 
characterised by the excessive consumption of water, which is 
why they are often located close to water courses, adding the 
risk of illegal discharges; electricity consumption;
•  Atmospheric emissions: pollutant gases mainly VOC due 
to the finishing and drying process; CO2 emissions from the 
manufacturing process; noise;
•  Residues: Some residues are not considered dangerous 
but are not received in landfills for urban residues – 
Frequently, these industries are located in densely population 
areas, creating excessive pressure in terms of residue 
disposal (landfills) and effluents. Impacts on marine and fluvial 
flora and fauna - impact on biodiversity;
•  Impacts on the community in terms of economic 
development;

LEATHER AND LEATHER PRODUCT INDUSTRY

Environmental Risks/Concerns
•  Pollutant emissions: VOCs, ammonium, hydrogen sulphide, 
sulphur dioxide from finishing processes;
•  Odours;
•  Pressure on resources due to high consumption de water;
•  Effluents with high levels of extremely toxic organic matter 
and chromium, risk of contamination of underground water;
•  Residues: organic matter, disposal in landfills and 
management of dangerous and non-dangerous residues);
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•  Potential contamination of diseases from animals 
associated to the raw and subsidiary materials used;

WOOD AND CORK INDUSTRIES AND THEIR PRODUCTS

Environmental Risks/Concerns
Planting and Felling: 
•  Destruction of high value forests;
•  Felling not managed properly;
•  Alterations in the levels of carbon dioxide due to large scale 
felling;
•  Impact of planting in terms of the landscape and aquatic 
ecology;
•  Contamination of water tables due to discharge of chemicals 
from machinery during the planting and/or felling process;
•  use of pesticides; 
Transport: 
•  Pressure exerted on the existing infrastructure;
•  Alteration of habitats and communities due to increased 
traffic;
•  Alteration of migratory routes of birds and animals;
•  Fragmentation of habitats;
•  Loss of species due to intensive traffic;
•  Potential contamination of water and soils due to spillages 
during the transport and use of machinery;
•  Pressure on the surrounding human communities;
Wood products:
•  Dangerous residues (chromium salts, arsenic, copper 
– from the treatment phase  - paint, varnishes, bitumen – from 
the finishing phase), which may originate in incorrect storage 
and contamination;
•  Effluents with high pollutant levels (tannins and other 
organic pollutants, from the wood seasoning phase), solvents 
(finishing phase and cork industry); potential contamination of 
soils and water;



PASTE, PAPER AND CARDBOARD INDUSTRIES AND 
THEIR ARTICLES: EDITING AND PRINTING

Environmental Risks/Concerns
•  Considerable consumption of water and production of liquid 
effluents;
•  Emissions of pollutants causing problems (mercaptans);
•  Emission of greenhouse effect gases associated to 
combustion processes;
•  Impact on biodiversity: Landscape impact; pressure on soils 
and water tables; sustainable use of raw material;
•  Sustainable forest management criteria in the choice of the 
wood and paste used;
•  Existence of certified raw materials;
•  Future availability of raw material;
•  Impact on communities: odours, noise, pressure on 
transport infrastructures;
•  Impact on regional socio-economic development and 
throughout the value chain.

MANUFACTURE OF COKE, REFINED PETROL AND 
NUCLEAR FUEL

Environmental Risks/Concerns
•  Atmospheric emissions: organic compounds, SOx, NOx;
•  Effluents: aminas, alcohols, dioxins and furans, oils;
•  Residues: dangerous residues

MANUFACTURE OF CHEMICAL PRODUCTS AND 
SYNTHETIC OR ARTIFICIAL FIBRES/ MANUFACTURE OF 
RUBBER ARTICLES AND PLASTIC MATERIALS

Environmental Risks/Concerns
•  Value chain: origin of raw materials may be from countries 
without environmental and social criteria;
•  Atmospheric emissions of gases and dusts;
•  Noise;
•  Liquid residues;
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•  Adverse collateral effects on health;
•  Contamination during transport, storage and the production 
process;
•  Potential accidents releasing chemicals to the soil and water 
tables;
•  Destination of residues;
•  Final packaging;
•  Potential contamination throughout the value chain: 
chemicals not correctly removed during the water treatment 
process, or which can become separate from the packaging 
and affect its content;
•  Contamination of soils due to rainwater and/or water 
used during the production process which were applied with 
fertilizers and pesticides;

BASE METALLURGICAL AND METALLIC PRODUCT 
INDUSTRIES

Environmental Risks/Concerns
•  Residues and Storage of solvents, oils, paint; 
•  Gas Emissions: combustion particles and gases;
•  Emission of COVs (solvents, paint);
•  Smoke and particles (from the polishing process);
•  Effluents: effluents with high levels of CQO, SST, oils 
and fats, and some containing small concentrations of heavy 
metals (Common Risk – Discharge of effluents without 
appropriate prior treatment)



For social risks, a common matrix was developed for all 
sectors, which should be analysed and used in light of the 
socio-economic context of the country in which the company 
operates. 

External Social Risks

HEALTH AND SAFETY OF THE COMMUNITY
Explanation of the Risk -  All sectors cause various risks to 
community health and security. A typical example is noise and 
emissions affecting communities

GOVERNANCE OF THE COUNTRY IN WHICH IT 
OPERATES, TRANSPARENCY AND LEGAL PRACTICES
Explanation of the Risk - Regulating laws differ from country 
to country. However, it is necessary to comply with national 
laws and correspond to the expectations of agents in the 
countries of origin. 

CONSTRAINTS OF SURROUNDING PUBLIC AREAS
Explanation of the Risk - Certain operations cause 
disturbances in public infrastructures or within public common 
environments. It is essential to minimise this impact on local 
communities in order to minimise the risk of the activity.

SOCIAL DISTURBANCE AND THREAT TO SOCIAL 
COHESION, EXCLUSION OF VULNERABLE GROUPS
Explanation of the Risk - Certain operations cause critical 
transformations in surrounding communities. A typical risk is 
the isolation of communities due to the operation of certain 
activities.

Social Risks
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TRANSMISSIBLE DISEASES
Explanation of the Risk  - Risk of the company labour force 
contaminating local communities with easily transmissible 
diseases.

DURING LAND ACQUISITION – MOVEMENT OF 
RESIDENT POPULATIONS
Explanation of the Risk  - The risk of the relocation of people 
away from the operational areas of certain activities can cause 
reductions in the quality of life of these populations.

STAKEHOLDER/PUBLIC CONSULTATION AND 
DISSEMINATION OF INFORMATION
Explanation of the Risk - The risk of many local communities 
not understanding the impacts of the project on their 
community. Provision of inadequate information during 
communication with the community. Ex: co-incineration in 
Portugal.

SOCIAL RISKS IN THE VALUE CHAIN
Explanation of the Risk - Check if suppliers comply with the 
law and same values as the company, check the procurement 
management system.

SOCIAL IMPACT OF PRODUCTS/SERVICESS
Explanation of the Risk - The social impacts of the products 
and services can be so harmful to society, in the short or long 
term, that they cease to become viable for target clients (ex: 
CFCs).

CORRUPTION HISTORY  
Explanation of the Risk - History of breaking the law and 
fines due to violation of rules and laws related to corruption.
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RESPONSIBLE COMMUNICATION
Explanation of the Risk - Indicate the total number of 
incidents resulting from non-conformity with regulations 
and voluntary codes relative to marketing communication, 
including advertising, promotion and sponsorship.

CLIENT PRIVACY
Explanation of the Risk - Total number of complaints 
registered relative to violation of client privacy.

NON-COMPLIANCE WITH LAWS
Explanation of the Risk - Indicate the total number of fines 
and non-monetary sanctions related to non-compliance with 
laws and regulations.
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SOCIAL RISK – INTERNAL TO THE COMPANY

HEALTH AND SECURITY OF WORKERS
Explanation of the Risk - Risk levels amongst the different 
sectors vary greatly. However, health and safety at work are 
natural risks which all activities need to face and manage. 

EDUCATION AND TRAINING OF WORKERS
Explanation of the Risk - Education and training 
(transmission of essential knowledge) on fundamental aspects 
relative to the development of safe work. Safety aspects 
related to personal safety and that of work colleagues, 
surrounding communities and environmental safety.

CHILD LABOUR
Explanation of the Risk - Cases in which there is a 
significant risk of the occurrence of child labour (essential for 
any industry).

SLAVE LABOUR
Explanation of the Risk - Cases in which there is a 
significant risk of the occurrence of forced or slave labour 
(essential for any industry).

CLAUSES RELATIVE TO HUMAN RIGHTS IN CONTRACTS
Explanation of the Risk - How many contracts with suppliers 
and partners require them to have a clause related to human 
rights.

DISCRIMINATION
Explanation of the Risk -  Total number of cases of 
discrimination and action taken.
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•   Baseline – original state. Within the context of the environmental 
responsibility directive it is the initial state in which land or habitats were found 
before an environmental  violation.

•   Basileia II – second of the Basileia agreements, providing 
recommendations for all banking regulators, with the objective of creating a 
platform of common regulation amongst all countries. 

•   CAIDEP – Central Administration Investment and Development Expenses 
Programme.

•   Capital Adequacy – measurement of a bank’s capital. This is the capital 
required for the bank to carry out its business and to safeguard against 
possible business losses.

•   Catastrophe Bonds – credit titles which generally transfer risk from 
insurers to Investors.

•   Climate & Environment Total Return Index – a responsible investment 
fund which only invests in renewable energy.

•   CO2 emissions – emissions of greenhouse effect gases, carbon dioxide, 
resulting from the productive process

•   Compliance – conformity with any type of regulation or voluntary code by 
the proponent

•   Consumer Credit Directive – new directive on consumer credit in the 
European Union. Regulates the responsibilities of the Financial Institutions in 
the concession of credit exclusively for consumption.

•   Default – non-compliance with obligations. Relative to financial institutions, 
this is non-compliance with obligations to pay credit.

•   Directive on Markets and Financial Instruments - new regulation of 
financial markets which entered into force as of September 2007.

•   Dow Jones Sustainability Index (DJSI) – stock exchange index only 
composed of companies with high sustainability performance.

•   Eco-Efficiency – designates the provision of goods and services at 
competitive prices which satisfy human needs and increase the quality of life, 
simultaneously reducing ecological impacts and the intensity of resource use 
throughout their life cycle.

•   Eiris – Organisation which analyses and evaluates companies belonging 
to FTSE4GOOD.

13. Glossary
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•   Emissions Trading Scheme – a trading platform on the emission of 
pollutants whose main objective is to achieve a reduction in the emission of 
pollutants.

•   Environmental impact – alteration in the environment or any of its 
components as a consequence of a specific action or activity. These 
alterations should be quantified, since they present relative variations, and 
may be positive or negative, large or small. 

•   Environmental Responsibility Directive – European directive regulating 
environmental damage. Consecrating the principle of the payer pollutant, 
placing the environment as a subject of law.

•   Equador Principles – voluntary principles adopted by financial institutions 
all over the world. These principles appeal for the implementation of 
environmental, social and governance criteria in the Project Finance provided 
by the financial institutions.

•   European Investment Bank (EIB) – financial institution of the European 
Union, which jointly with the member states, carries out and prepares the 
investments decided within the context of the European Union.

•  Financial Education – explanation and clarification of products available to 
clients.

•   Financial Responsibility – capacity of an institution to explain to its clients 
the implications of a certain product which is consumed.

•   FTSE4GOOD – Stock exchange index only composed of companies with 
high sustainability performance.

•   Global Compact of the United Nations – an initiative of the United 
Nations whose objective is to encourage the business world to adopt socially 
responsible practices and report on their progress.

•   Governance for sustainability– the structure, systems and processes used 
by the company to manage and implement sustainability in business units.

•   Green property – common name given to eco-efficient constructions. 
The sustainable construction of a certain building if the property constructed 
minimises its environmental impact on its surroundings.

•   GRI - Global Reporting Initiative – directives for the preparation of 
sustainability reports.



•   Gross Domestic Product at market prices (GDP) – measure of 
excellence of the entire production of an economy during a particular period 
of time. Calculated as follows:
∑ GVA + VAT incident on national production + taxes on imports + VAT on 
imports.

•  Gross Fixed Capital Formation (GFCF) – total value of gross investments, 
not deducting depreciation due to use and obsolescence, carried out during a 
certain period of time, in: durable goods (machines, equipment, buildings and 
infrastructure) used in the production of goods and services; housing.

•   Gross Value Added at market prices (GVA) – additional value created 
in the different levels of the production chain of a good or service. For the 
producer, the GVA can be said to be: GVA = Sales – Purchases (Intermediate 
Consumption) + Variation in Stocks.

•  Habitat – appropriate location or environment for the normal life of any 
living being; own environment; way in which human housing is distributed, 
whether urban (urban habitat) or rural (rural habitat), its grouping and specific 
relationships.

•   Intermediate consumption - products and services bought and used by 
the company during the productive process (including investment goods such 
as machines, buildings and equipment accounted through amortizations) with 
indirect taxes incident on them not considered deductible.

•   International Finance Corporation (IFC) – private bank of the World 
Bank Group.

•  Investment – the algebraic sum of Gross Fixed Capital Formation and 
Variation in Stocks.

•   Know your Customer Principle – principle which makes financial 
institutions responsible for testing a client’s knowledge, in order to understand 
if the client is apt to purchase certain financial products.

•   Markets and real estate values commission (MREVC) – regulator of 
markets quoted on the stock exchange in Portugal.

•   Microfinance Institutions (MFIs) – credit institutions specialised in the 
concession of micro-credit for entrepreneurs.

•   Mitigating risk – capacity to reduce company operational risk, through 
alterations in product management.
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•   Multistakeholder Partnerships – partnerships between different 
interested parties, be they suppliers, clients, regulators, Non Governmental 
Organisations, etc.

•   National Strategic Reference Framework (NSRF) -  framework for the 
application of Community policy on economic and social cohesion in Portugal 
for the period 2007-2013.

•   Objectives of the Millennium – 8 development objectives prepared by the 
United Nations and ratified by the member states. The millennium objectives 
establish world development targets to be achieved up to 2015.

•   Operator – in the context of the environmental responsibility directive, 
these include all companies or organisations responsible for possible damage 
to the environment.

•   Overall effective annual rate (OEAR) – overall cost of consumer credit. 
In the case of the consumer credit directive, this rate includes all the costs the 
consumer will have to pay in order to obtain credit.

•   Philanthropy – synonymous with charity or generosity. The expression is 
used in the business world to describe company social practices which benefit 
society.

•   Plan Major Options (PMO) 2005-2009 – contain the Government’s 
medium/long term strategy for the socio-economic development of the 
country.

•   Principles for Responsible Investment – an initiative of the United 
Nations establishing the principles for responsible investment by all investors 
on the Market. Adherents to these principles promise to only invest in 
companies which respect principles such as human rights and dignified work.

•   Project Finance – considered a business unit of financial institutions, 
with the particularity of being a financing form for large projects. Companies 
resorting to credit provide leverage for the debt which is paid with the project’s 
future cash flows.

•   Quioto Protocol – international treaty with commitments for the reduction 
of the emission of gases which cause the greenhouse effect, considered, 
according to most scientific research, as the cause of global warming.

•   Reinsurance sidecars – financial structures created for the purpose of 
transferring the risk of certain insurance polices to investors on the Market.

•  SAM – organisation which analyses and evaluates companies belonging to 
the DJSI.
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•   Small and medium sized companies (SMEs) – according to the Institute 
for Support to Small and Medium Sized Companies, these included all 
companies with up to 250 employees and a turnover up to 250 million euros.

•   Socially Responsible Investments Funds – Generally invest in projects 
which support the community and environment.

•   Sponsorship – protection of the languages and arts by companies

•   Stakeholders – interest groups including all those affecting or which are 
affected by the activity of a particular company (shareholders, collaborators, 
clients, suppliers, governments, state agencies, non governmental 
organisations and civil society).

•   Strategic philanthropy – social practices by companies for the benefit 
of society which generally follow the same guidelines as the company’s 
business. These social practices are generally inserted within an action plan 
which is complementary to the company’s strategic business plan.

•  Sustainability – underlies the idea that the development of companies, 
organisations and countries should not only consider the traditional economic 
pillar, but also environmental and social aspects. Environmental and social 
factors are also considered as factors of economic risk for the organisation.

•   United Nations Environmental Program – Financial Initiative (UNEP FI) 
– a multistkeholder initiative promoted by the United Nations, in which various 
financial institutions discuss the role of FI in the context of climatic alterations.

•   Value chain – Designates the series of activities related to and developed 
by the company in order to satisfy client needs, from relations with suppliers 
and production cycles to sales and the distribution phase until the final 
consumer.

•   Variation in Stocks – Stocks are defined as everything produced but not 
sold and everything purchased but not used in production, during a particular 
period of time. Hence, variation in stocks are:
Stocks at the end of the period – Stocks at the beginning of the period.
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Nowadays, both in Portugal and worldwide, the private sector faces new 
challenges, arising from the needs and expectations of several stakeholders, 
such as the political power, the regulatory authorities, the non-governmental 
organizations and citizens, towards the way that social, environmental and 
economic aspects, related to their activities, are managed. The financial 
sector has, in this context, a structuring function due to the role it plays in the 
enhancement of the economic activity and social development, as an allocator 
of resources. Its commitment towards the principles of sustainable development 
will be determinant to achieve the professed goals.

It was in this context that Sustentare, in partnership with the Portuguese 
Banking Association, the Portuguese Industrial Association and the
 Luso-American Foundation has developed this publication, where the 
challenges and new opportunities of the banking sector are put in context 
according to the view of sustainable development.

The guide for the inclusion of environmental and social risks in credit granting 
by the Portuguese banks, which is one of the sections of this publication, 
represents a working tool for companies in the banking sector that wish to 
incorporate the environmental and social aspects in the risk evaluation process.
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