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ineteen ninety-seven was a rough year for the global
economy. As a wave of currency depreciations, stock
market collapses, and bank closures swept through East Asia,
economists who just months earlier were singing the praises
of the “Asian miracle” were suddenly decrying the region’s
weak economic underpinnings. While these countries reeled
from the crisis, an ecological calamity hit: some 2 million
hectares of Indonesian rain forest were consumed by massive
fires, blanketing large parts of Southeast Asia in a healththreatening haze that sent thousands of people to hospitals
and shut down schools and businesses, causing an estimated
$20 billion in economic losses. Though coincidental, the
congruity of these events serves as a reminder that the economy and the environment are linked more profoundly than
most people think.1
Asia’s twin economic and ecological crises raise profound questions about the viability of what was until recently viewed as the economic model for developing countries
everywhere. One feature of this model is a heavy reliance on
infusions of private capital from abroad. The amount of private capital flowing into the “emerging markets” of the
developing world exploded in the early 1990s, rising from
$44 billion at the beginning of the decade to an all-time high
of $244 billion in 1996, according to the World Bank. The
inflows of foreign capital fueled a record-breaking economic
takeoff in the countries receiving them. China, for instance,
which has attracted the greatest volume of funds, expanded
its economy at double-digit annual rates in the first half of
the 1990s. Several other countries were not far behind. But
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in the wake of the Asian crisis, the international capital that
had been pouring into that region since the beginning of the
decade suddenly reversed course as investors raced for the
exit. This turnaround brought total private capital flows to
emerging markets down to $175 billion in 1997, according
to preliminary estimates by the International Monetary
Fund (IMF). (See Figure 1.)2
Suddenly commentators who just months earlier were
extolling the virtues of global economic integration were
urgently warning that international financial flows have outgrown existing financial regulatory structures. But few people are paying attention to another critical issue: the extent
to which the decade’s massive international financial flows
to the developing world have undermined the economy’s
ecological foundations.3
Though the booming economies of the developing
world raised national incomes, they left ecological devastation in their wake. Urban air pollution levels in many Asian
and Latin American cities are among the worst in the world,
and natural resources such as forests and fisheries are badly
depleted on both continents. Unless action is taken now to
reverse current trends, future generations will inherit a biologically impoverished planet and an ecologically unstable
world, with uniform tree plantations and vast fish farms
inadequately substituting for primary forests and teeming
estuaries, and climate change causing catastrophic storms
and bigger, more frequent epidemics of infectious diseases.4
Understanding the role of private capital flows in all of
this is no simple matter, for the environmental implications
of this decade’s massive movements of money into the developing world, while enormous, are also complex and somewhat contradictory. As investors search the globe for the
highest return, they are often drawn to places endowed with
bountiful natural resources but handicapped by weak or ineffective environmental laws. Many people and communities
are harmed as the environment that sustains them is damaged or destroyed—villagers are displaced by large construction projects, for example, and indigenous peoples watch
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FIGURE 1

International Private Capital Flows to Developing
Countries, 1970–97

their homelands disappear as timber companies level oldgrowth forests. Foreign-investment-fed growth also promotes
western-style consumerism, pushing car ownership, paper
use, and Big Mac consumption rates towards the untenable
levels found in the United States—with grave potential consequences for the health of the natural world, the stability of
the earth’s climate, and the security of food supplies.5
But international capital brings environmental benefits
as well, most importantly, access to cutting-edge technologies that minimize waste generation and energy use. These
new processes can help developing countries leapfrog over
the most damaging phases of industrialization, and avoid
the kind of costly cleanup bills that many industrial countries are now saddled with.6
Policy reforms are needed to steer private capital flows
in a more environmentally sound direction. But the levers of

8

INVESTING IN THE FUTURE

change are shifting: the influence wielded by public aid agencies is waning while private sector clout is on the rise. Over
the first half of the 1990s, spending on official development
assistance fell by more than a quarter in the face of large government budget deficits in donor countries and declining
political support for aid. The shrinking public presence coupled with expanding private flows dramatically changed the
complexion of North-South development finance. Whereas
in 1990 less than half the international capital moving into
the developing world came from private sources, by 1996 this
share had risen to 86 percent.7
This shift in the sources of capital poses a policy challenge, as the private sector is by definition less accountable to
the public interest than government agencies are. However, a
growing array of “green” international investment strategies
are taking shape that aim to shift private capital out of environmentally damaging activities and into enterprises that
protect the natural world while profiting from it. Individual
investors, private companies, national governments, and
international organizations are all central to the success of
these efforts. They must be launched quickly and on a large
scale if they are to turn around a global economy that pumps
17 million tons of climate-warming carbon from fossil fuel
burning into the atmosphere every day, and extinguishes
thousands of plant and animal species annually.8
The pressure for change is coming from a number of
quarters. Around the world, public awareness of the damage
that business-as-usual practices inflict on the planet is growing, and grassroots environmental groups are gaining
strength. The Asian crisis, meanwhile, has drawn attention
to the need to manage global economic integration better.
As the process of devising international policies for a globalizing world gets under way in earnest, protecting the natural resource base that underpins the global economy merits a
prominent place on the agenda.
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Following the Money

T

he first step in reorienting private capital flows is to track
them better, a task made difficult by a paucity of publicly
available data. Nonetheless, a rough map can be sketched.
The growth in private flows in the 1990s came on the
heels of a number of underlying transformations. For one,
many developing countries began welcoming foreign capital
with open arms—a dramatic reversal of the practices of earlier decades. They repealed policies that discourage foreign
investment, such as ownership restrictions, and promulgated others that encourage it, such as property rights protections. The wave of privatization sweeping the developing
world also played a role. Governments in many countries
began selling off state-owned monopolies such as electric,
gas, and water utilities and telecommunications networks to
private bidders, opening up big opportunities for domestic
and foreign investors.9
Changes in the major industrial countries that supply
most of the international capital—mainly Japan, the United
States, and West European nations—were important as well.
Low interest rates in many of them in the early 1990s
prompted investors to look for stronger returns overseas. In
addition, some industrial countries loosened controls on
their capital markets. This new legal latitude was matched by
growing technological power: computerized financial networks allowed investors to shift vast sums of money quickly
from one part of the globe to another.10
Most of the private funds went to a relatively small group
of countries: in the first half of the 1990s, just 12 nations
received some three quarters of all of the private inflows.
These 12 countries have an enormous impact on the health of
the planet by virtue of their relatively large populations,
economies, and land masses. (See Table 1 and Figure 2.)11
But when foreign capital inflows are measured as a percentage of gross domestic product (GDP) rather than in
absolute terms, it becomes clear that foreign capital is also
shaping the environmental futures of many smaller coun-
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TABLE 1

TABLE 2

International Private Capital Flows, Top 12
Developing-Country Recipients, 19962
Country
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International Private Capital Flows to Developing
Countries, 1990 and 1996

1

Total Flows
(billion dollars)

Share of GDP3
(percent)

Amount Per Capita
(dollars)

China
Mexico
Brazil
Malaysia
Indonesia
Thailand

52
28
15
16
18
13

7
5
3
14
6
5

42
294
89
777
89
224

Argentina
India
Russia
Turkey
Chile
Hungary

11
8
4
5
5
3

3
1
0
1
6
18

323
8
25
74
317
248

Source

1990
Amount
Share
(billion
(percent)
dollars)

19961
Amount
Share
(billion (percent)
dollars)

Foreign direct investment
Portfolio equity (stocks)
Portfolio debt (bonds)
Commercial bank loans
Other2

25
3
2
3
11

56
7
5
7
25

110
46
46
34
8

45
19
19
14
3

Total

44

100

244

100

Preliminary numbers. 2 Principally export credits from companies and official
export credit agencies.

1

Source: See endnote 13.

Country ranking is based on cumulative private capital inflows from 1990 to
1995. 2 1996 numbers for private flows are preliminary. 3 1995 numbers.

1

Sources: See endnote 11.

tries as much if not more than those of the big 12. For example, Angola, Papua New Guinea, and Ghana receive higher
inflows relative to their size than do Brazil, China, and
Mexico—the three largest recipients in absolute terms.12
Private capital flows to the developing world take three
principal forms: foreign direct investment (FDI) by companies, often through joint ventures with local firms; “portfolio investment” in which stocks and bonds are purchased on
local capital markets by individuals and large institutional
investors such as insurance companies, mutual funds, and
pension plans; and commercial bank loans. (See Table 2.)13
Foreign direct investment in developing countries is the
largest of these categories, as well as the best documented. It
added up to $110 billion in 1996—45 percent of total private
flows—and is growing fast, having more than quadrupled
since the beginning of the decade. Although investment

from domestic sources is still 10 times as large—$1.2 trillion
in 1995—the foreign share has grown rapidly.14
FDI has a long and controversial history, dating back at
least as far as the eighteenth century, when British and
French “East India” companies dominated trading routes
between Europe and the “new world.” To some critics, FDI is
tantamount to colonialism, with the repatriation of profits by
multinational corporations robbing host countries of longterm development benefits. But other observers view it more
favorably, as both a source of investment capital and a means
to acquire technology, know-how, and management skill.
Unlike portfolio investors and commercial banks, private
companies tend to invest with a long-term time horizon. FDI
has the added advantage of not requiring repayment—and
thus not contributing to countries’ debt burdens.15
The quest for natural resources historically has drawn
international investors into distant ventures in the developing world. Over the last several decades, however, manufacturing has gradually risen in importance as has, more recent-
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FIGURE 2

International Investment Shaping
World Environmental Future

Fisheries
Oil Exploration
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UZBEKISTAN

POLAND
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Manufacturing
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$3
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$4

TUNISIA
Oil and Gas
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$5

CHINA
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Lightbulb Manufacturing

$52

Toxic Discharges

GUYANA

$28

TURKEY

Mining and
Logging Concessions

Three Gorges Dam—
Under Construction
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Plants—Planned
(throughout China)

INDIA
$8

EL SALVADOR
Natural Gas
Power Plants

Wind Farms
in Tamil Nadu

COSTA RICA

THAILAND

Eco-tourism
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BRAZIL

$13

Logging Concessions
$15

MALAYSIA
Electronics
Bakun Dam—Postponed

PERU
Gold Mining
$11

CHILE
Bío-Bío River Dams
$5

ARGENTINA

$16

DEMOCRATIC
REPUBLIC OF
CONGO (Zaire)
Copper Mining
Timber Concessions

Privatized Water and
Sanitation Services

Top 12 developing country recipients of international private capital
flows, based on cumulative inflows from 1990 to 1995. Investment
figures are preliminary 1996 numbers (in billions of U.S. dollars).
Sources: See endnote 11.
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ly, the services sector, including construction, electricity distribution, finance, retailing, and telecommunications. The
World Bank estimates that the “primary” sector, which
includes agriculture, forestry, and mining, now accounts for
some 20 percent of all FDI flows to developing countries,
while manufacturing makes up less than half of the total,
and services more than a third.16
Trends in investment outflows from the United States,
for which more detailed breakdowns are available, largely
confirm these global trends. (See Table 3.) Manufacturing’s
share of U.S. FDI flows to the developing world decreased
slightly over the first half of the 1990s, from 39 percent in
1990 to 36 percent in 1996. Meanwhile, services rose from
22 to 30 percent of the total. Among resource industries,
petroleum increased its share from 6 to 14 percent. Other
commodities are not tallied as precisely, but appear to have
declined as a share of the total over this period.17
These broad overall trends mask considerable variation
at the country level. The growing predominance of manufacturing and services is seen most clearly in the big 12 emergingmarket countries. For example, manufacturing and services
between them account for fully 97 percent of China’s incoming flows of FDI, and 98 percent of Brazil’s accumulated FDI,
or “stocks.” Yet many other developing countries remain
highly dependent on direct natural resource extraction—farming, fishing, logging, mining, and drilling for oil. In Chile, for
example, commodities account for nearly 60 percent of FDI
stocks, most of it in copper mining. (See Table 4.) Diamond
mining attracts most of the FDI that flows to Botswana, while
in Tunisia oil and gas development is a big draw. Furthermore,
activities such as wood processing and iron smelting are
counted as manufacturing, yet they are integrally related to
resource extraction and are often found side by side with it.18
Companies based in France, Germany, Japan, the
United Kingdom, and the United States are the source of
most FDI, and between them comprise some 85 percent of
the global total. Ranked by the size of their foreign assets,
the five largest transnationals as of 1995 were Royal Dutch

15
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TABLE 3

U.S. Foreign Direct Investment Outflows1
to Developing Countries, by Sector, 1990 and 1996
Sectors

Petroleum

1990
Amount
Share
(million
(percent)
dollars)

1996
Amount
Share
(million (percent)
dollars)

591

6

2,806

14

Manufacturing
Food products
Chemicals
Metals
Industrial machinery and
computer equipment
Electronic equipment
Transportation equipment
Other manufacturing2

3,555
662
651
325

39
7
7
4

7,143
2,250
2,204
265

36
11
11
1

–7
371
605
948

0
4
7
10

–295
881
99
1,739

0
4
0
9

Services
Wholesale trade
Banking
Finance, insurance
and real estate
Other services3

2,025
473
193

22
5
2

5,920
740
1,373

30
4
7

1,184
175

13
2

3,372
435

17
2

Other commodities
and services4

2,992

33

4,074

20

Total

9,163

100

19,943

100

Measures net flows of funds; therefore, some numbers may be negative.
Includes products like tobacco, textiles, paper and newsprint, rubber and plastics.
3
Includes hotels, advertising, information services and data processing, health,
and education. 4 Includes commodities such as agriculture, forestry and mining,
and services such as construction, transportation, and public utilities.
1
2

Source: See endnote 17.

Shell, Ford, General Electric, Exxon, and General Motors.
Their combined foreign assets added up to $339 billion and
their overseas work forces numbered some 553,000 people.
A significant and increasing share of these totals is in developing countries.19

16

1,270
47,029
14,757
12,232
56,065
4,825
6,826
13
40
26
18
45
66
39
169
18,584
3,797
2,256
25,163
3,161
2,667

Source: See endnote 18.

1

The accumulation of FDI flows over time.

2

1994 numbers.

3

1993 numbers.

11
58
15
20
53
14
58
76
2
59
61
2
21
3
963
1,144
8,685
7,489
935
1,009
216
Bolivia2
Brazil3
Chile
Colombia
Mexico
Peru
Venezuela

138
27,301
2,275
2,487
29,967
655
3,943

(million
dollars)

Manufacturing
Amount
Share
(million
(percent)
dollars)
Commodities
Amount
Share
(million
(percent)
dollars)
Country

FDI Stocks,1 by Sector, Selected Latin American Countries, 1995

TABLE 4

Services
Amount
Share
(million
(percent)
dollars)

Total
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Enterprises from several developing and newly industrialized countries have recently become significant sources
of capital as well. Companies based in Brazil, Chile, China,
Hong Kong, Kuwait, Malaysia, Singapore, South Korea,
Taiwan, and Thailand are all investing abroad, often on distant continents. According to estimates by the U.N.
Conference on Trade and Development, outflows of direct
investment from these countries reached $51 billion in
1996—15 percent of total world outflows.20
After FDI, the next most sizable category of private
flows to developing countries is “portfolio” investment—
accounting for just under 40 percent of the total. This category includes stocks, in which investors own shares in companies, as well as bonds, in which private investors make
long-term loans to governments or businesses at fixed interest rates. Over the past decade, stock markets have been
established in many unlikely corners of the globe, including
China, Russia, and Uganda. At the same time, the amount
of funds flowing into these markets has soared. Around the
world, the number of funds specifically devoted to emerging
markets has climbed steeply in recent years—from just 28 in
1986 to over 1,000 in 1995. Their combined assets jumped
from under $2 billion in 1986 to $132 billion a decade later.
Popular sectors for investment include finance, infrastructure, manufacturing, mining, telecommunications, transportation, and utilities. Despite its apparent novelty, overseas portfolio investing is not without historical precedent:
bonds purchased by British investors helped finance the construction of railroads in Argentina, Brazil, and the United
States during the nineteenth century.21
Portfolio investments are the most volatile ingredient
in the mix of private flows. Investors may withdraw their
funds quickly if they lose confidence in a country’s economic prospects, often setting in motion a ripple effect in other
emerging markets. This happened in 1994 during Mexico’s
peso crisis. Portfolio equity (stock) investments had jumped
from just $3 billion in 1990 to $45 billion in 1993. The
Mexican crisis triggered a sharp decline worldwide over the
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next two years, although by 1996 portfolio equity investments had bounced back, reaching an all-time annual high
of $46 billion, or 19 percent of total private flows. Bond
issues largely mirrored the portfolio equity trend. They
increased from $2 billion in 1990 to $36 billion in 1993.
After a two-year decline, they climbed to the new height of
$46 billion in 1996. Now it is Asia’s turn for a rollercoaster
ride. The ongoing economic crisis there has led to a sharp
fall-off in portfolio investment, although so far it does not
appear to be triggering a loss of confidence in other emerging markets. It remains to be seen how quickly the Asian
region will recover from its current troubles.22
Commercial bank lending is the other major category
of private capital flowing into the developing world—it
accounted for 14 percent of total private flows in 1996, or
$34 billion. Commercial loans had climbed to this level
from just $3 billion at the beginning of the decade. But the
increase may have been short-lived: early estimates indicate
that commercial loans declined substantially in volume in
1997 as a result of Asia’s troubles.23
International commercial bank lending also has a long
history. During the eighteenth century, for example, “Dutch
capital was to be found in every large commercial venture of
Europe and was lent to governments far and wide,” according
to historians R.R. Palmer and Joel Colton. More recently, commercial bank loans began to flow rapidly into the developing
world during the 1970s, when the “petrodollars” piling up in
northern banks as a result of high oil prices made them desperate to find new borrowers. Rising interest rates and questionable investment decisions placed a staggering debt burden
on recipient countries, paving the way for the debt crisis of the
1980s and the consequent stagnation in lending.24
In the resurgence of lending in the mid-1990s, the
recipients were more likely to be private enterprises than
governments. Much of the money came in the form of
short-term loans to national banks, which they in turn lent
to local borrowers for a range of purposes, including questionable real estate investments such as those now coming
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unraveled in Asia, as well as construction projects such as
highways and power plants.25

Natural Wealth—
to Squander or Husband?

I

nternational investment in resource extraction is now
flowing rapidly into many countries that are richly
endowed with natural assets such as primary forests, mineral and petroleum reserves, and biological diversity. Investors
are being drawn to these countries by rich natural resource
bases, as well as by a movement in many of them to privatize natural resource industries and loosen restrictions on
foreign ownership.26
Countries rich in natural wealth all too often squander
this bounty by investing in ill-conceived projects that mine
natural resources for the short-term economic gain of political elites, at the expense of local peoples and future generations. A wiser long-term strategy would be to funnel capital into economic activities that preserve natural endowments, as a number of innovative experiments now under
way aim to do.
The growing flow of funds into natural resource extraction in developing countries is particularly pronounced
within the mining industry. From 1991 to 1997, international spending on exploration for nonferrous metals grew
six times in Latin America, almost quadrupled in the Pacific
region, and doubled in Africa, while leveling off in the traditional mining countries of Canada and the United States.
(See Table 5.) Spending on exploration for gold has been
growing particularly fast, accounting for nearly two thirds of
total spending on metals exploration in recent years. In
what Business Week calls a “great global gold rush,” prospectors are increasingly shifting from their traditional locales in
Canada, South Africa, and the United States in search of gold
mines abroad.27
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The U.S. mining industry blames environmentalists for
the migration, arguing that tighter environmental regulations have made domestic mining a difficult and expensive
proposition. More to the point is the fact that host countries
are inviting international investors in with open arms; some
70 countries have rewritten their national mining codes in
recent years with the aim of encouraging investment. Yet few
are devoting similar energy to strengthening environmental
laws and enforcement. And mining takes a heavy environmental toll: for every kilogram of gold produced in the
United States, some 3 million kilograms of waste rock are left
behind. Prime mining sites are often located in previously
undisturbed forests or wilderness areas. Besides disturbing
valuable ecosystems, this activity also disrupts the lives of
the indigenous peoples who inhabit them: an estimated 50
percent of gold produced in the next 20 years will come from
indigenous peoples’ lands. Toxic by-products of mining can
poison the rivers that local people drink from, and the mining operations themselves often destroy the forests and fields
that they rely on for sustenance.28
Like mining companies, multinational oil and gas firms
are continually scouring the globe looking for new development opportunities, as the most accessible fields in industrial countries have already been tapped. More than 90 percent
of known oil and gas reserves are now in the developing
world. The major oil and gas companies are thus increasingly striking deals—and oil—in the Central Asian republics,
deep in the South American rainforest, and off Asian and
West African shores. As with mineral extraction, the environmental and social costs are high when previously remote
and pristine areas are opened up to development.29
Logging by international companies poses yet another
threat to the world’s rapidly dwindling tropical forests and
the indigenous peoples and diverse plant and animal life harbored in them. For many years now, companies from countries with depleted forests have been turning their chainsaws
loose overseas. European firms, for instance, have long been
active in Africa: in the early 1980s, some 90 percent of log-
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TABLE 5

Worldwide Metals1 Exploration Spending,2
by Location, 1991 and 1997
Region

Canada
Australia
United States
Africa
Latin America
Pacific region
Rest of the world3
Total

1991

1997

Amount

Share

Amount

Share

(million dollars)

(percent)

430
353
341
315
200
125
82

23
19
18
17
11
7
4

436
673
365
663
1,170
440
283

11
17
9
16
29
11
7

1,846

1004

4,030

100

(million dollars) (percent)

Includes precious, base, and other non-ferrous hard-rock metals. 2 Based on
the budgets of major mining companies that represent 80 percent of worldwide
exploration spending. 3 Includes Europe, Former Soviet Union, Middle East and
Asia (excluding Pacific nations). 4 Columns may not add up to 100 percent due
to rounding.

1

Sources: See endnote 27.

ging operations in Gabon were foreign-owned, as were some
77 percent of those in Congo, nearly 90 percent of those in
Cameroon, and virtually all of those in Liberia. At least 17
European companies were operating in Côte d’Ivoire alone in
1990, and they have shown no sign of letting up in recent
years. Japanese firms, for their part, joined forces with local
companies in the 1970s and 1980s to decimate the forests of
Southeast Asian countries such as Indonesia and Malaysia.30
With their own forests greatly reduced, logging companies from Indonesia, Malaysia, and elsewhere in Asia are now
themselves investing overseas. Asian companies are vying for
vast timber concessions in Africa, Asia, and Latin America that
threaten some of the world’s last remaining untouched forests.
Brazil, Cambodia, Congo, the Democratic Republic of Congo
(formerly Zaire), Guyana, Nicaragua, Papua New Guinea, the
Solomon Islands, and Suriname are among the countries that
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have given or are on the brink of giving away the rights to log
large tracts of primary forests—often at prices that do not
reflect their marketplace value let alone their ecological worth.
Some of the companies involved have a long history of catastrophic environmental destruction, tax evasion, and corruption—a fact that does not augur well for their new hosts.31
International companies are also stepping up their
investments in related wood-products industries such as
sawmills and pulp and paper operations that feed off of
steady streams of locally supplied wood. Some 15 U.S. woodproducts companies have set up shop in Mexico since the
North American Free Trade Agreement (NAFTA) was ratified
in 1994. And in Brazil and Chile, international companies
have joined forces with local investors to build pulp and
paper mills supplied by vast monoculture tree plantations
that are sprouting up at a rapid rate.32
Large amounts of international capital also flow into
cash crops, such as bananas, coffee, cotton, soybeans, and
tobacco. The expansion of export-oriented production often
requires the clearing of primary forests or the appropriation
of land once devoted to subsistence agriculture. Plans to
increase soybean production in the Amazon basin are necessitating the construction of an extensive network of canals,
highways, and railroads in order to get the crop to market.
Although the soybeans themselves are being grown principally by domestic farmers for export to Asia and Europe,
international capital is invested in their processing as well as
in the construction of the associated infrastructure. In another ongoing controversy, a planned investment by a Kansasbased company in a sugar cane plantation in Argentina
threatens to destroy large swaths of forest—and with it the
habitat of rare species such as jaguar and toucan as well as the
semi-nomadic way of life of the local Kolla people. 33
Forests are not the only ecosystem coming under growing assault: the world’s oceans are also vulnerable to the
spread of the global economy. With many northern waters
already overfished, the world’s large factory fishing fleets are
heading south in search of fish to please northern palates.
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For example, access agreements have allowed fleets from
Europe, Russia, South Korea, Japan, and Taiwan to ply
African waters. The countries involved granted this access at
cut rates. Meanwhile, local subsistence fishers are increasingly hauling up empty nets.34
Today’s boom in natural resource extraction is being
driven in no small measure by a cold reality of today’s global economy: many developing countries are starved for cash.
Commercial bank loans in the 1970s left many of them
weighed down by large debt burdens. Desperate for foreign
exchange with which to repay these loans, countries have
sometimes been forced to sell off the “family silver.” The
amount of money at stake is substantial: the heavily indebted government of Senegal, for instance, takes in a sizable
share of its revenue from payments made by vessels from
Asia, Canada, and Europe in exchange for access to the country’s fisheries. Similarly, a package of timber concessions
under consideration in Suriname in 1995 would have earned
$500 million for the government—an amount roughly equal
to the country’s GDP. Publicity about the environmental
damage that would result from the proposed deals has prevented them from going forward, although rumors abound
that other concession agreements are on the table.35
Though natural resource extraction has generated foreign exchange and government revenue, it has often failed to
translate into long-term economic success for resource-dependent countries. Research by Jeffrey Sachs and Andrew Warner
of Harvard University demonstrates that countries rich in natural resources have on average performed worse economically
than resource-poor countries in recent decades. A range of factors lie behind this counterintuitive result, including the
volatility of commodity prices as well as the tendency for
resource extraction to be poorly linked to the rest of the economy. In addition, governments have often failed to negotiate
favorable financial terms in concession contracts, which has
led to taking in less revenue than they could have. And those
revenues that have been generated have not always been well
spent. Rather than financing educational and health care sys-
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tems, they have too often been used to line the pockets of corrupt officials or to further enrich local elites.36
Another limitation of resource extraction is that it is a
one-shot deal. Once a country’s minerals and oil have been
extracted and its forests cleared, its options for the future will
be greatly diminished. A better strategy is to harvest the
bounty of natural wealth in a way that leaves natural capital
intact for future generations.
“Bioprospecting” is one example of this approach.
Drug and seed companies have long used the genetic diversity of the developing world to create new products. Yet
even when a traditional crop variety proves essential for
breeding a new line of seeds, or when a wild plant yields
some valuable new drug, corporations have rarely paid anything for access to the genetic resource. The Convention on
Biological Diversity signed at the Earth Summit in 1992 gives
nations the right to charge for access to genetic resources,
and it allows them to pass national legislation setting the
terms of any bioprospecting agreements. The intent of the
treaty is to provide a strong conservation incentive by
encouraging countries to view genetic diversity as a source of
potential profits. And the growing power of biotechnology,
which allows for much more direct manipulation of genes
than was previously possible, suggests that the profit potential will continue to rise in the years ahead.37
A year before the Earth Summit, Merck and Company,
the world’s largest pharmaceuticals firm, and Costa Rica’s
Instituto Nacional de Biodiversidad (INBio) reached a precedent-setting bioprospecting agreement roughly along the
lines of those envisioned by the treaty. Merck agreed to pay
INBio $1.35 million in support of conservation programs in
exchange for access to the country’s plants, microbes, and
insects, as well as royalty payments when any discovery
makes its way into a product. Though widely hailed as an
important step forward, the agreement has also generated its
share of controversy. Critics of the agreement question
whether or not the royalty rate was set at a fair level, and to
what extent the economic benefits will reach the local peo-
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ples whose knowledge of medicinal properties is so central to
making the deal work.38
A number of other bioprospecting programs are now taking shape—some of which offer better models for the distribution of revenues. A bioprospecting initiative in Suriname, for
instance, involves a number of different partners, including
indigenous healers, a Surinamese pharmaceutical company,
the U.S.-based Bristol Myers Squibb company, the environmental group Conservation International, and the Missouri
Botanical Gardens. Royalties from any drugs developed will
be channeled into a range of local institutions, including nongovernmental organizations (NGOs), the national pharmaceutical company, and the forest service. In addition, a Forest
Peoples Fund has been established to support small-scale
development projects that benefit local indigenous peoples.39
Ecotourism is another possible vehicle for channeling
international investment capital into the preservation of
threatened ecosystems, if it is pursued in an ecologically sensitive manner. Costa Rica is leading the way. The country’s
moist cloud forests, sandy beaches, and dry deciduous forests
have made tourism the top foreign exchange earner, surpassing traditional export mainstays such as bananas and
coffee. Since ecotourism is not generally capital-intensive,
domestic investment may often be sufficient for underwriting much of the industry. But even ecotourism has its infrastructure: international investment may find a role in
upgrading airports and building the kind of carefully conceived, small-scale, low-impact hotels that are consistent
with the industry’s conservation goals.40
Finally, the last few years have seen a flurry of activity
aimed at generating consumer pressure for sustainably harvested commodities through certification and eco-labeling programs. The pioneer in these efforts is the Forest Stewardship
Council (FSC), an independent body established in 1993 to set
standards for sustainable forest production through a cooperative process involving timber traders and retailers as well as
environmental organizations and forest dwellers. Although
certified timber accounts for only a miniscule share of the

26

INVESTING IN THE FUTURE

wood traded internationally today, demand is growing fast,
and has more than doubled since 1994. A few international
investors are setting themselves up to tap into this expanding
market. Precious Woods Management Ltd., for one, a Swissowned firm, has established a subsidiary in the Brazilian
Amazon that is now harvesting timber from an operation certified as well managed by SmartWood, a certification program
sponsored by the New York-based Rainforest Alliance and
accredited by the FSC.41
Similar efforts are under way for other commodities.
Rainforest Alliance has also helped to create a certification
and labeling program for banana companies. To be certified
as an “ECO-OK” banana producer, plantations must agree,
among other criteria, not to clear any virgin forests and to
monitor rivers and wells for pesticide residues. In a major
victory, Chiquita Brands has already signed up 29 plantations and has pledged to certify all of its Latin American
operations by 2000. In another comparable effort, the
United Kingdom branch of the World Wildlife Fund has
teamed up with one of the world’s largest seafood productmanufacturers, Anglo-Dutch Unilever, to spearhead the creation of a Marine Stewardship Council along the lines of the
FSC to devise criteria for sustainable fish harvesting.42

The Global Factory

T

he spectacular growth of East Asian countries in the past
decade has come despite—and perhaps even because
of—a marked shortage of natural resources. Instead, the economic takeoff in these countries resulted from rapid growth
in manufacturing—much of it destined for export markets
and financed by large infusions of foreign capital. Many
countries around the world are now trying to replicate this
strategy. Yet from an environmental point of view, the manufacturing takeoff is a two-edged sword: international investment in manufacturing sometimes helps developing countries adopt new technologies that produce less waste and use
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fewer raw materials than standard machinery; yet it can also
bring highly polluting industries that jeopardize human and
ecological health.43
The category of manufacturing covers a vast array of
products and processes. It includes relatively low-tech yet
labor-intensive enterprises such as textile production and
food processing, as well as high-tech
industries such as chemicals, electronics,
From an enviand pharmaceuticals. Although it is difronmental
ficult to generalize, labor-intensive activpoint of view,
ities tend to be less environmentally
damaging than capital-intensive ones
the manufacbecause, by definition, they use less enerturing takeoff
gy and materials and tend to produce
fewer damaging by-products. Capitalis a two-edged
intensive industries such as chemicals, in
sword.
contrast, are often highly polluting.44
In part because of the low cost of
their labor, developing countries moved first into the lowertech industries as they diversified their economies. Their
share of world production of textiles, for instance, increased
from 23 to 39 percent between 1975 and 1996, while their
share of iron and steel smelting rose from 12 to 36 percent.
In recent years, however, many developing countries have
also moved into high-tech activities, such as chemicals, electronics, and pharmaceuticals—industries that carry substantial environmental risks. Their share of world production of
industrial chemicals increased from 17 percent in 1990 to 25
percent in 1996, and that of electrical machinery rose from
13 to 20 percent over this period.45
Foreign direct investments largely mirror these broader
changes, with the World Bank reporting in 1997 that hightech industries such as chemicals and electronics were
accounting for a growing share of FDI manufacturing flows to
the developing world. For example, the chemical industry’s
share of total U.S. manufacturing FDI in developing countries
increased from 18 percent in 1990 to 31 percent in 1996, and
electronics equipment climbed from 10 to 12 percent of the
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total over this period. Almost 45 percent of U.S. capital flows
to Argentina in 1996 were for chemicals, and in Malaysia that
year more than half of U.S. funds went into electronics.46
Studies suggest that industries are generally drawn to
locations by the cost and quality of labor, the availability of
natural resources, or the access to large markets. In most
cases, environmental control costs alone are not high
enough to be a determining factor in location decisions. But
even if companies move to the developing world for other
reasons, they may take advantage of lax environmental laws
and enforcement once there.47
The current surge of international investment in manufacturing thus brings with it environmental dangers.
Hazardous industries, such as battery manufacturers, chemical companies, and computer manufacturing and assembly
facilities, are becoming increasingly concentrated in countries where safety practices and environmental enforcement
and monitoring are rudimentary at best. A recent review of
22 computer-related companies based in industrial countries
by the San Jose, California-based Silicon Valley Toxics
Coalition found that more than half of their collective manufacturing and assembly operations—processes intensive in
their use of acids, solvents, and toxic gases—are now located
in developing countries.48
In a few instances, moreover, relaxed environmental
enforcement does appear to have been a motivating factor in
companies’ location decisions. The debate over the 1993
North American Free Trade Agreement put the spotlight on
one notoriously polluted region where this seems to have
been the case for some firms—the border between northern
Mexico and the United States. That area is the site of nearly
2,000 mostly foreign-owned manufacturing plants known as
maquiladoras. In the city of Mexicali, near the California
border, more than a quarter of the factory operators surveyed
in the late 1980s said that Mexico’s lax environmental
enforcement influenced their decision to locate there. These
and other companies helped make the area an environmental disaster zone: a 1991 survey conducted by the U.S.
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National Toxics Campaign found toxic discharges at three
quarters of the maquiladoras sampled. Chemicals known to
cause cancer, birth defects, and brain damage were being
emptied into open ditches that ran through the shantytowns
around the factories.49
The maquiladoras region is but one of some 230 export
or special processing zones that span 70 countries and collectively employ some 44 million workers. These zones normally permit goods to be imported duty free, on the condition
that they then be used to produce exported products. A range
of other inducements may be used to
encourage companies to locate producHazardous
tion in these zones. There is considerable
industries are
evidence that one lure is often a casual
attitude toward substandard labor pracincreasingly
tices such as dangerous working condiconcentrated
tions and restrictions on the right to organize. Although no comprehensive data
in countries
on the question have been gathered, it is
where safety
likely that environmental abuses are
practices are
equally common. In the coastal Cavite
province near Manila, for instance, local
rudimentary.
fishers accuse Taiwanese, Korean, and
other factories in special economic zones
adjacent to Manila Bay of dumping pollutants that are responsible for killing off thousands of fish. And the Chinese
National Environmental Protection Agency has accused firms
from these same countries of setting up shop in China in order
to flee tougher environmental regulations at home.50
Beyond spreading hazardous manufacturing processes,
international investment also spurs demand in the developing world for products that typify the wasteful consumer
societies of the North. The worldwide spread of fast food
companies is a case in point. McDonald’s, for instance—
which promotes consumption of grain- and water-intensive
beef—is moving rapidly into South Africa, which it sees as a
springboard for the continent as a whole. As the managing
director of McDonald’s South Africa puts it: “We want to
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develop a Big Mac culture throughout sub-Saharan Africa.”51
The major multinational automobile companies are also
expanding into the “emerging markets” of Asia, Eastern
Europe, and Latin America. If current projections hold, some
three quarters of the auto factories to be built over the next
three years will go up in these countries. European, Japanese,
U.S., and South Korean companies are competing aggressively to build the plants. General Motors recently sank some
$2.2 billion into a “four-plant strategy” to build nearly identical facilities simultaneously in Argentina, China, Poland,
and Thailand. And nine of the world’s major automakers—
including Daewoo Motor, Fiat, General Motors, and
Mercedes-Benz—have moved into India in just the last few
years. If these countries develop auto-centric transportation
systems along the lines of the U.S. model, there will be grave
consequences for local air pollution and food security, not to
mention global climate change.52
A better route would be for developing countries to
learn from the mistakes of the industrial world, and move
directly to the technologies of tomorrow—which will be far
cleaner and more efficient in their use of energy and raw
materials than the equipment typically in use today.
International investment can help expedite this transition: a
1992 World Bank study compared the rates at which 60
countries were adopting a cleaner wood pulping process, and
concluded that countries open to foreign investment
acquired the new technology far more rapidly than those
that were closed to it. Limited evidence suggests that the
recent move to privatize state-owned factories by selling
them to domestic or foreign private investors sometimes promotes cleaner industrial processes. One reason is that privatization eliminates the conflict of interest that arises when
the government is both producer and regulator. In addition,
the pressure to turn a profit introduces an incentive to adopt
manufacturing techniques that reduce energy and materials
use and thus diminish pollution.53
Already, a number of new, more environmentally sound
products are being produced in developing countries through
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joint ventures with international firms. Compact fluorescent
light bulbs, for example, first produced in the United States,
are increasingly manufactured in the developing world. In
1995, China made 80–100 million of these energy-efficient
bulbs—more than any other country. The funding and technology came in part through joint ventures with lighting
firms based in Hong Kong, Japan, the Netherlands, and
Taiwan. Compact fluorescents produced by joint ventures
consistently outrank those of domestic companies in meeting
performance standards such as efficiency and durability.
Renewable energy components are also now being made in
developing countries. India, for instance, has become a
major manufacturer of advanced wind turbines with the help
of technology obtained through joint ventures and licensing
agreements with Danish, Dutch, and German firms. It has
become the world’s fourth largest wind power producer, with
an installed capacity of more than 800 megawatts.54

The Infrastructure Boom

P

eople in developing countries lack access to many services
crucial to a high quality of life. About 1.2 billion people—
more than one fifth of humanity—have no access to clean
drinking water, some 2 billion have no electricity, and nearly
3 billion lack adequate sanitation services. Meeting these
needs is an important goal of developing-country governments. But building infrastructure for electricity, transportation, and sewage treatment often involves large construction
projects that strain national treasuries and the natural world.
The challenge is to provide these services in ways that are
affordable, environmentally sound, and socially equitable.55
Against this backdrop, one of the most dramatic trends
of the 1990s has been the rapid rate at which developingcountry governments have turned many traditionally public
infrastructure activities over to the private sector. Private
companies are now building power plants, telecommunica-

32

INVESTING IN THE FUTURE

tions networks, water treatment plants, dams, and toll roads
in many corners of the globe, and two thirds of the finance
comes from investors abroad. Inflows of foreign funds for
infrastructure construction climbed from $2.6 billion at the
beginning of the 1990s to an estimated $22.3 billion by 1995.
Seventy percent of this money went to private companies
rather than governments, which have traditionally owned
and managed most large infrastructure projects. Over this
period, power projects accounted for 44 percent of the total,
telecommunications for 30 percent, transport for 13 percent,
and other types of projects for the remaining 13 percent.56
The privatization of services that have normally been
within the public domain raises complicated and controversial questions of accountability, equity, and environmental
sustainability. When it is done right, the burst of private
infrastructure building can have the benefit of providing
hundreds of millions of people with much-needed services
that are beyond the financial reach of cash-starved governments. When it is done wrong, privatization leaves environmental degradation and social disruption in its wake.
The projected price tags are indeed staggering. According
to the Asian Development Bank, Asia alone needs infrastructure investment of some $10 trillion over the next 30 years,
mainly in the power, transport, and telecommunications sectors. Yet these numbers are inflated by an emphasis on supplyside solutions: the construction of new infrastructure ought
not to take precedence over more cost-effective strategies on
the demand side, such as plugging leaky pipes to save water or
caulking windows to cut down on energy use.57
The numerous power sector projects now in the
pipeline have particularly serious implications for the environment—especially for the quality of the air and the stability of the climate. Over the next several decades, the bulk of
new global investment in the power sector is projected to
take place in developing countries. The world’s ability to
avert a catastrophic warming of the atmosphere will depend
in no small measure on what kind of power plants are built.58
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A sizable share of current international investment in the
power sector is bankrolling multimillion-dollar coal- and oilfired power plants that produce prodigious amounts of both
local air pollutants and greenhouse gases.
For instance, international investors are
Privatization
queuing up to participate in the construcof traditionaltion of the more than 500 mid-sized power
plants that China plans to construct by
ly public ser2010—equivalent to more than double
vices raises
China’s current generating capacity. Many
questions of
of these will be fueled by coal. This will
add to the country’s already overwhelming
accountability,
burden of air-pollution-related disease and
equity, and
death. And current emissions trends suggest that China, now the world’s second
environmental
largest emitter of carbon, could well sursustainability.
pass the United States and top the list by
2010. Many other countries are heading
down the same path. In Indonesia, for example, $1.82 billion
in private bank loans helped build the immense 1,230
megawatt coal-fired “Paiton I” power project.59
More promising are the plans of many countries to build
cleaner, gas-fired plants, often using advanced gas turbines
and cogeneration (the combined production of heat and electricity in factories and buildings). Brazil, El Salvador, India,
Indonesia, Mexico, and Vietnam are among the countries
where foreign-funded gas-fired plants are either under construction or being planned. Yet gas development has its own
environmental liabilities, including the construction of massive pipelines to transport the gas from remote areas. These
pipeline projects are generally paralleled by service roads,
which open up previously remote areas to settlement and
other incursions. “Welcome to the 1990s version of Rudyard
Kipling’s Great Game,” notes the Wall Street Journal. “Instead
of imperial powers scrambling for territory in Central Asia,
giant energy companies, mainly U.S. ones, are vying to dominate access routes between Latin America’s natural-gas fields
and its big cities.” Similar rushes are under way in Central

34

INVESTING IN THE FUTURE

and Southeast Asia and in the Middle East.60
The private sector is also stepping in to supply equipment
and finance for large hydro dams that provide electricity, water
for irrigation, and flood control—though often at enormous
environmental and social cost. In China, international companies are competing fiercely for contracts to help build the
Three Gorges Dam on the Yangtze River, which is projected to
supply roughly a tenth of China’s electricity when completed
around 2009. The dam is expected to flood 60,730 hectares of
land and 160 towns, forcing the resettlement of some 1.3 million people. The Chinese government has announced that it
will finance the dam through commercial bank loans, bond
offerings, and stock investments. Environmental groups are
publicizing the role of international financiers in these transactions. In early 1997, a number of U.S. financial institutions
including Lehman Brothers and Morgan Stanley underwrote
$330 million in bonds issued by China’s State Development
Bank—the principal financier of the Three Gorges project. The
same year, environmental activists successfully pressured a
Japanese investment house to cancel a similar offering by
revealing that the funds would support the construction of
Three Gorges.61
These activists can take some hope from the fact that
another controversial dam project has been halted for the time
being, having failed to pass the market test. The proposed
2,400-megawatt Bakun hydroelectric project on Sarawak, the
Malaysian portion of the island of Borneo, would require clearing 69,000 hectares of rainforest, flooding an area the size of
Singapore, and displacing 9,500 indigenous people. Efforts to
sell shares to international investors in the controversial project on the Kuala Lumpur stock exchange have so far met with
little success, forcing one of the project’s financial backers to
cancel a planned stock issuance. Then, in the wake of
Malaysia’s financial troubles, the Prime Minister announced in
September 1997 that the project has been put on hold indefinitely—although the government says that it plans to proceed
with rechanneling the river and relocating some villagers.62
Other investors aim to funnel money into smaller-scale,
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less-centralized approaches to meeting the energy needs of
the developing world. The Triodos Bank, for one, a Dutch
investment bank, launched a Solar Investment Fund in late
1996 whose purpose is to finance loans in Africa, Asia, and
Latin America for household solar electric systems in rural
communities lacking access to grid-supplied power. Two
Washington, D.C.-based enterprises have similar plans: the
Solar Electric Light Company raised $2.5 million in private
backing in 1997 from Swiss, German, and U.S. investors for
operations in China, India, Sri Lanka, Vietnam, and elsewhere, and SunLight Power International has received some
$4.75 million from a German venture capital fund and a
Swiss insurance company. It plans to provide off-grid photovoltaic-generated electricity to communities in Africa,
Asia, and Latin America. On a somewhat larger scale, Amoco
and Enron are looking for finance for a joint venture to build
a 50-megawatt photovoltaic power plant in India.63
The takeoff in telecommunications investments also
holds promise as one element in a broader leapfrogging strategy for developing countries. Many of these nations are
poised to skip over the cable-based stage of telecommunications development and go straight to the wireless era of cellular and satellite-based technology. This leap would enable
people living in remote locations to plug into the information highway, without either the economic or the environmental costs involved in stringing copper wires for hundreds
of thousands of kilometers through remote regions. The
implications for development are profound: “I have met people in Morocco who are doing desktop publishing for firms
in Paris,” reports World Bank President James Wolfensohn.
“Ghanaian traders are using cellular phones to get their
cocoa quotes; and in Brazil Amazon chiefs are using video
cameras and satellites to communicate with each other.”64
Another rapid growth area for international private
infrastructure investment is the provision of water and sanitation services. With investment needs in the water and sanitation area in the developing world adding up to at least
$600 billion over the next decade, according to World Bank
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estimates, governments clearly need private help. Over the
last few years, a handful of British and French companies
have moved aggressively into this market. For example, the
French company Lyonnaise des Eaux entered into a concession agreement in 1993 with several partners to invest more
than $4 billion in upgrading and expanding water and sanitation services in Buenos Aires. It has also joined forces with
Compagnie Générale des Eaux and other partners to provide
similar services in Mexico City.65
Like all other aspects of privatization, granting concessions for water and waste treatment services to private
investors is controversial. Critics worry that the profit motive
will provide little incentive to protect the ecological integrity of
watersheds or to expand coverage to the poor. Furthermore,
companies whose bottom line depends on selling as much
water as possible have little incentive to invest in water conservation programs. Yet proponents argue that governments
retain full powers to set the terms of private concession contracts. For instance, the Buenos Aires water concession contract stipulates what share of the population is to be provided
with potable water and sewerage services, and by what date.
Mexico City’s wastewater treatment concession contract lays
down minimum effluent standards and provides for penalties
in the event that they are not met.66
Given the lack of effective environmental enforcement
in much of the developing world, there is ample reason to
question whether or not the companies will be held to their
word. Yet in the case of Buenos Aires, at least, the experiment so far seems to have been mainly a success. Within the
first two years, 400,000 new water and 250,000 new sewerage connections were made, many in low-income neighborhoods. The quality of drinking water also improved and the
city’s customary summer water shortages became a thing of
the past. Furthermore, water and sewage rates declined by
17 percent after the concession contract went into effect.
This was less than the 27 percent cut stipulated in the initial
concession agreement, but a substantial drop nonetheless.67
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Providers of waste management and other environmental clean-up services are also vying to enter emerging
markets. Demand for pollution control and pollution prevention technologies is growing at double-digit rates in many parts of Asia,
Demand for
Eastern Europe, and Latin America as
pollution conthese countries begin to face up to the
trol and pollumagnitude of their clean-up challenges.
In India, for instance, a U.S. Department
tion prevenof Commerce study projects that
tion technolodemand for environmental technologies
will climb by 25 percent per year through
gies is growing
the end of the decade, with energy and
at double-digit
transportation ventures, solid waste
rates.
management, and recycling enterprises
high on the list of needs. A recent U.S.
and Canadian environment trade mission to the country
attracted nearly 300 companies seeking joint ventures and
other forms of collaboration.68

The Power of the Purse

T

he rapid infusion of private capital into emerging markets
has led to confusion on the part of those accustomed to
the more familiar world of aid-financed development.
Somewhat nostalgically, a report by Friends of the Earth notes
that “with yesterday’s centralized funding, NGOs could lobby
particular organizations and stage demonstrations outside
meetings. But it is difficult to effectively influence something
as nebulous as private capital flows.” Though difficult, it is by
no means impossible. A number of leverage points offer
promise for shaping the developing world’s environmental
future, most notably the power wielded by public and private
investors themselves.69
Multilateral and bilateral aid and export credit agencies
remain critical players, although sometimes in new roles.
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Attaching environmental conditions to the programs of these
agencies that support private investments is an effective way
of using a limited amount of aid money as an environmental
screen to influence far larger pools of private capital.
Perhaps the biggest opportunity involves the World Bank
and two affiliated agencies, the International Finance
Corporation (IFC) and the Multilateral Investment Guarantee
Agency (MIGA). Though the World Bank has traditionally
made loans only to governments, in the last few years it has
begun to use some of its funds to back commercial lending to
the private sector. IFC, which lends directly to private enterprises, is much smaller than the Bank itself. But on average
each dollar IFC lends is attached to five dollars of private
investment—a ratio that greatly expands this agency’s influence. MIGA also promotes private investment, principally by
insuring against political risks, such as expropriation, civil disturbance, and breach of contract. Since it issued its first contract in 1990, MIGA has guaranteed nearly 300 contracts
involving almost $20 billion of foreign direct investment. The
World Bank estimates that at least 10 percent of all private sector investment in the developing world is now covered by at
least one of these types of support, and this number is expected to increase steadily in the years ahead.70
Both IFC and MIGA are involved in many large investment projects with heavy ecological impacts. More than
half of IFC’s outstanding portfolio of $18.9 billion in 1997
was invested in environmentally sensitive sectors such as
automobile manufacturing, chemicals, construction, infrastructure, and mining. In recent years, IFC has helped
finance a chemical factory in Mexico, a gold mine in
Zimbabwe, and a coal-fired power plant in the Philippines,
to cite just a few examples.71
After a decade of pressure from non-governmental organizations and determined efforts by committed insiders, the
World Bank now has an extensive set of environmental and
social policies, which cover issues such as environmental
impact assessments of projects and protection of wilderness
areas and the rights of indigenous peoples. In theory, all
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Bank agencies including IFC and MIGA are bound by these
policies. Yet Bank officials acknowledge that actual operating
procedures have sometimes been different in private sector
operations, in part due to confidentiality concerns. And, by
its own admission, the Bank itself—let alone IFC and MIGA
—does not always follow its own rules.72
Since taking office in 1995, Bank President James
Wolfensohn has pledged to step up environmental enforcement in all branches of the institution, including those that
involve the private sector. More specifically, he has pledged to
work with the Bank’s board to clarify exactly how World Bank
policies apply to private sector operations, a process that is
now under way. Efforts are also afoot to give these policies
teeth by expanding the scope of the organization’s independent inspection panel to cover private sector projects.73
Although these would be important steps forward, there
are nonetheless substantial limits to the Bank’s power over
the private sector. These limits were brought home by a
recent case involving an IFC loan to a privately owned
Chilean electric utility for the construction of a series of dams
on the scenic Bío-Bío River, an area that is home to 8,000
indigenous people and to myriad rare plant and animal
species. IFC commissioned an independent review of the
project that concluded the utility had repeatedly violated the
environmental and social conditions written into the loan
agreement. But in the face of Wolfensohn’s protests, the utility simply prepaid its IFC loan, thereby releasing itself from
any of the environmental strings attached to the money.74
Bilateral export promotion agencies offer another
prong of attack. Like IFC and MIGA, these agencies support
many large projects with large environmental impacts. The
U.S. Overseas Private Investment Corporation (OPIC), for
instance, provides political risk insurance similar to that
offered by MIGA. The agency has underwritten numerous
environmentally damaging activities, including mining in
Indonesia and Peru; fishing, logging, and mining in Siberia;
and the construction of coal-fired power plants in Indonesia,
the Philippines, Thailand, and Morocco.75
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OPIC has had an environmental policy in place since the
late seventies that has been gradually strengthened in the years
since. It now requires adherence to World Bank environmental guidelines for all projects, and also to U.S. standards for
some of them, including mining projects. In 1995, environmentalists successfully lobbied the agency to enforce this policy by canceling the $100 million in political risk insurance it
was providing to the Indonesian operations of a New Orleansbased mining company, Freeport McMoran Copper and Gold.
The policy covered the company’s operations at the Grasberg
Mine in the Indonesian province of Irian Jaya, on the island of
New Guinea. This mine is one of the world’s largest, with copper, gold, and silver deposits reportedly worth more than $60
billion at 1996 market prices. The mine was dumping 100,000
tons of tailings into nearby rivers every day, which local people
said was contaminating the fish they ate and the water they
drank. The clogged rivers were also flooding large swaths of
rainforest and threatening a diverse array of forest species.76
As with Bío-Bío, however, later developments in the
Freeport case show how difficult it can be to make a victory
stick. A year after its initial decision, OPIC reinstated
Freeport’s policy after the company agreed to establish a $100
million trust fund to clean up the site at the end of the mine’s
life. Then just a few months later, Freeport decided it could do
without OPIC’s help and canceled its policy.77
At the urging of environmental groups, U.S. President
Bill Clinton announced plans to promulgate stricter environmental guidelines for OPIC in June 1997 that, among other
things, require the agency to track and report on greenhouse
gas emissions from its power projects and forbid it from backing projects in primary tropical forests or other ecologically
fragile areas. Although the announcement was encouraging,
substantial work remains to translate the general commitments it contained into specific, enforceable policies.78
The U.S. Export-Import Bank, which provides subsidized
loans to other governments for the purchase of U.S. goods and
services, has also taken steps in recent years to strengthen its
environmental policies. It adopted revised environmental
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assessment criteria in 1994 that are more stringent than those
of other bilateral export credit agencies. In May 1996, the bank
announced that its environmental guidelines prohibited it from
extending export credit support for China’s
Three Gorges project—a blow to compaEnvironmental
nies such as the heavy equipment manuNGOs are now
facturer Caterpillar, which had hoped to
participate in the construction of the dam.
looking to
The bank said it might reconsider if China
private lenders
improved its plans for protecting water
and investors
quality and preserving endangered species.
But in the meantime, the bank’s counteras potential
parts in Canada, France, Germany, Japan,
allies.
and Switzerland have stepped into the
breach. Stung by the experience, the
United States is trying to persuade other donor countries to
apply comparable environmental conditions to their bilateral
export credit and investment promotion agencies.79
Although environmental NGOs have traditionally
focused principally on public lending institutions as possible
agents of change, they are now also looking to private lenders
and investors as potential allies. Unlike some governments,
commercial banks require exhaustive studies of possible risks
before making loans, a process known as “due diligence.”
Increasingly, banks are viewing environmental issues as an
important consideration in this process. The banks have a
diverse range of concerns. They worry that a hazardous waste
dump will be discovered on a property that they lent money
for, and that they will be held liable, as has happened in recent
U.S. court cases. They also fear that violations of environmental laws will lead to large financial penalties that will
undermine a borrower’s creditworthiness. In the most
extreme case, a project might be stopped altogether in the face
of opposition from local citizens and environmental groups.80
“International commercial banks, whether they intend
to be or not, are frequently very effective enforcers of local
and international environmental requirements,” maintains
Bradford Gentry of Yale University. “The level of scrutiny
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given to these issues by banks is often well above that of local
environmental enforcement.” Nonetheless, a recent study by
the Washington, DC-based National Wildlife Federation
found substantial room for progress: fewer than half of 51
financial institutions from 13 countries on four continents
routinely conduct environmental due diligence on transactions other than those secured with real estate.81
In an effort to improve on this record, the United
Nations Environment Programme (UNEP) launched an effort
in 1992 to encourage major banks around the world to do a
better job of incorporating environmental considerations
into their lending programs. The initiative culminated in a
“Statement by Banks on the Environment and Sustainable
Development” that has so far been signed by 93 banks from
33 countries. The bankers underscored their expectation that
borrowers must comply with “all applicable local, national,
and international environmental regulations.” The statement also includes a pledge on the part of signatory banks to
update accounting procedures to adequately reflect environmental risks, and to develop banking products and services
that promote environmental protection. Although laudable
in its goals, the UNEP statement is short on specific commitments. The U.K.-based Green Alliance suggests strengthening
the initiative by transforming the statement into a document
whose expected standards of performance are clear enough to
be subjected to the scrutiny of an audit.82
Stock market investors are also slowly beginning to
show more interest in environmental questions. It used to be
assumed that it was costly for companies to be good environmental stewards. But this view is giving ground to new evidence that environmentally progressive companies may in
fact perform better, on average, than companies that are
plagued by large environmental liabilities such as the threat
of paying costly fines. A 1995 report by the Washington, DCbased Investor Responsibility Research Center compared the
stock market performance of the 500 companies within the
Standard & Poor’s index, a group of 500 representative stocks
and bonds. They divided the firms into “high-” and “low-”
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polluting companies. Overall, the study found no penalty for
investing in “green” portfolios, and in some cases it concluded that low-pollution portfolios actually demonstrated superior performance. A November 1996 study by the consulting
firm ICF Kaiser was more bullish still. Its survey of more than
300 Standard & Poor’s companies revealed that adopting a
forward-looking environmental stance had a “significant and
favorable impact” on a firm’s value in the marketplace, as it
reduced the perceived risk of investing in the company, and
thus its cost of capital.83
As studies like these begin to accumulate, environmentally screened investment funds will likely grow in popularity. A frontrunner is the Global Environment Fund, a
Washington-based investment fund manager founded in
1989. Loan guarantee agreements with OPIC have allowed
the group to raise $190 million in investment capital from
institutional investors for two Global Environment Emerging
Markets Funds, which between them now have holdings in
10 countries in Africa, Asia, Eastern Europe, and Latin
America. The principal focus of these funds is environmentally related infrastructure, including renewable energy projects and water and sewage treatment plants.84
Some $529 billion worth of investment—nearly 4 percent
of all managed funds—is currently screened with some social
criteria, according to the Washington, DC-based Social
Investment Forum. An additional $736 billion—5 percent—is
controlled by activist shareholders who try to influence the
policies of the companies in which they own shares by participating in shareholder resolutions and proxy votes, among
other techniques. In many cases, environmental criteria are
one element in a broader social screen; in a few cases, funds are
explicitly environmental in nature. The performance of these
funds, like all investment funds, varies widely. Overall, however, the returns have been competitive. For instance, the
Domini 400 Social, an index of socially screened firms, has outperformed the Standard & Poor 500 over much of the 1990s.85
Most screened funds are composed of companies listed
on domestic stock exchanges, however, rather than interna-
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tional ones. One reason is the difficulty of tracking and
monitoring international companies. Nonetheless, a few
screened funds are beginning to venture into international
markets. Investment firms in emerging markets can themselves be active in this area: one of Thailand’s leading investment houses offers a “Green Fund” that invests only in companies that they have screened for their environmental
management practices, with the help of independent groups
such as the Thailand Environment Institute.86
In an effort to scale up environmental private investing,
the IFC and the Global Environment Facility (GEF—a joint
undertaking of the U.N. Development Programme, the U.N.
Environment Programme, and the World Bank, and not to be
confused with the private Global Environment Fund discussed
above) are spearheading the creation of two venture capital
funds: a $20–25 million biodiversity fund for Latin America to
be called the Terra Capital Fund that will finance sustainable
forestry and agriculture programs and eco-tourism projects,
and a $210 million venture capital fund to promote energy
efficiency and renewable energy projects worldwide.87
The IFC is collaborating with the Global Environment
Facility to develop other green investment programs as well.
The goal is to devise financing mechanisms for projects that
are too small or unproven to attract standard IFC support or
other sources of international capital. The average IFC loan
is $15 million, while many environmentally sound ventures
are looking for loans measured in thousands. The new initiatives aim to demonstrate the viability of these smallerscale enterprises with a small injection of public funds so
that the industries will grow in size and be able to attract private capital on their own.88
One particularly promising IFC program channels
funds through environmental NGOs, nonprofit venture capital firms, and other intermediaries to a range of small-scale,
environmentally sound enterprises. Projects in renewable
energy, energy efficiency, sustainable forestry and agriculture, and ecotourism are the funding targets. The program,
developed with a GEF grant, was originally capitalized at

GOVERNANCE FOR A GLOBAL ECONOMY

45

$4.3 million. It has now been expanded with an additional
$16.5 million and will involve some 100 different projects
when fully up and running. Still, the whole program
remains smaller than most individual IFC projects. And the
IFC has been slow to devote its own resources to it, preferring
to use the GEF’s scarce funds instead.89

Governance for a Global Economy

T

he economic and environmental events in Asia over the
last year demonstrate the need for reforms in global environmental governance. If we can see these crises as an opportunity, we may one day look back on them as useful warnings.
It has become fashionable to question whether national governments are still able to play their traditional regulatory role, given the growing power and nimbleness of international financial markets. In the environmental arena, at
least, this concern is exaggerated. Countries have a number
of environmental tools at their disposal if they choose to use
them: they can strengthen traditional environmental laws
and enforcement systems, for example, and implement
innovations in national fiscal policy, such as reducing subsidies to environmentally harmful activities and taxing them
instead. These sorts of policy reforms would change incentive structures throughout national economies, tipping the
balance away from environmentally harmful investments
and toward environmentally friendlier ones.90
Many developing countries have in fact made progress
in strengthening environmental policies in recent years.
Malaysia, for example, has implemented stringent effluent
standards as well as fines to reduce pollution from the palm
oil industry; China has cut its coal industry subsidies by
more than half since the early 1990s, and has begun to
experiment with pollution levies applied to wastewater, air
pollutants, noise, and solid and radioactive waste; and Brazil,
Costa Rica, and Honduras have begun to reform subsidies

46

INVESTING IN THE FUTURE

and other policies that contribute to deforestation. Similar
initiatives are needed in other countries.91
Financial accounting rules and regulations also cry out
for reform, if investors are to use their clout to push for environmental improvements. Companies operating in the
United States are required to disclose large environmental
liabilities such as hazardous waste sites on the forms they file
with the Securities and Exchange Commission (SEC). But the
information varies widely in quality, with many companies
submitting no data at all. The reports are particularly
sketchy about performance overseas: a recent survey by the
Investor Responsibility Research Center found that 73 out of
97 companies with foreign operations failed to include information about their environmental track records abroad in
publicly available documents such as SEC submissions.92
Developing countries have an opportunity to write
environmental rules into the regulations governing their
newly established stock markets. Thailand, for one, requires
companies listed on the Stock Exchange of Thailand (SET) to
undergo an environmental audit that includes an environmental impact assessment as well as a site visit. In addition,
the SET has relaxed the stock-exchange-listing requirements
for companies seeking finance for selected environmental
control and prevention projects.93
Although national governments retain considerable
scope for environmental innovation, the global nature of
today’s economy does mean that individual governments have
less power than they once did to chart their own environmental course. The buying preferences of consumers continents
away can determine the fate of a country’s rainforest, for example, and concerns about international competitiveness are
often used to block meaningful environmental reforms. Action
on the international front is therefore essential.94
Many multinational corporations claim to adhere already
to roughly uniform environmental policies and standards
throughout their worldwide operations. And a number of
international industry groups have now crafted voluntary
codes of environmental conduct; many of them call for com-
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panies to approximate the standards of their home countries
wherever they do business. In part, this is simply more practical than operating with a patchwork quilt of different practices
around the world. Meeting international environmental criteria also allows companies to trumpet green credentials, which
are of growing value in the international marketplace. An
additional impetus for stricter internal corporate environmental policies is a desire to avoid adverse publicity—as well as a
growing tendency for costly lawsuits to be filed in home-country courts for alleged environmental transgressions overseas.95
Over the last few years, numerous companies worldwide, many from developing countries, have applied for certification under the voluntary environmental management
guidelines forged by the Geneva-based International
Organization for Standardization (ISO), a
worldwide federation of national stanIndividual govdards-setting bodies. The first set of stanernments have
dards in the ISO 14,000 series, as it is
less power
known, was finalized in the fall of 1996.
They cover internal management and
than they once
auditing procedures—how, for instance,
did to chart
a company should monitor its pollution.
These environmental management
their own enviguidelines are not to be confused with
ronmental
actual performance standards that would
course.
specify, for example, what levels of pollution would be acceptable. But they are
nonetheless a useful tool. ISO is now moving on to consider eco-labelling and life-cycle analysis (the evaluation of the
environmental impacts of products from cradle to grave).96
ISO’s growing role is controversial given its narrow
base: industry has been an active player from the beginning,
but environmental groups did not participate until the negotiations were well along, and even then only on a limited
basis. As the ISO process moves forward, it is important that
wider constituencies be represented at the table. The Forest
Stewardship Council and similar joint NGO-industry undertakings offer useful models.97
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Beyond these independent initiatives, environmental
considerations will need to be integrated into the official
forums where the rules of international commerce are now
being written. The discussions in 1993 on the North
American Free Trade Agreement were one of the first
attempts to put environmental issues high on the economic
negotiating agenda. In this case, lobbying by environmental
groups produced some concrete results, albeit relatively weak
ones. The three NAFTA governments adopted an environmental “side agreement” that requires countries to enforce
their own laws and provides for trade penalties if repeated
efforts to persuade the offending countries to take action fail.
NAFTA was also written with a clause that directs the parties
not to lower their environmental standards—or their
enforcement of them—in order to attract investment.98
NAFTA’s environmental provisions and the side agreement have raised the visibility of the region’s shared environmental problems and generated pressure for more
responsible practices. Yet much room for progress remains,
particularly in the heavily polluted border area: a 1995 report
found that roughly a quarter of maquiladora hazardous
waste—some 44 tons daily—could not be accounted for, presumably because it is dumped in ditches.99
At least one other major trade regime appears to be following NAFTA’s lead, although in its own way. The AsiaPacific Economic Cooperation (APEC) forum is a loose coalition of 18 Pacific Rim states, including China, Indonesia,
Japan, and the United States. Between them, these countries are home to 40 percent of the world’s population.
Rhetorically at least, APEC has put the cause of sustainable
development high on its agenda, focusing in particular on
the challenge of creating sustainable cities, cleaner industries, and healthier oceans and fisheries. In addition, APEC’s
“Non-binding Investment Principles” contain an environmental provision similar to NAFTA’s investment clause.100
In 1998, another major international economic agreement is being negotiated with insufficient regard for its environmental effects—despite the efforts of environmental
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groups. The Organisation for Economic Co-operation and
Development (OECD), a body composed mainly of western
industrial governments, is in the process of negotiating a
Multilateral Agreement on Investment (MAI) intended to
lower obstacles to foreign investment. In its current form, the
agreement contains a number of proviThe IMF needs
sions that could constrain the ability of
countries to minimize the environmental
an injection of
damage and social disruption of foreign
environmental
investment projects. At the same time, it
lacks provisions that would require
sensitivity.
investors to meet high environmental
standards. Though negotiated by OECD members, participation in the treaty will be open to other countries. And developments in the OECD often lay the groundwork for future
accords at the World Trade Organization.101
Like international trade agreements, the core principle
behind the MAI is the idea that signatories should apply the
same conditions to foreign companies that they impose on
domestic ones. If approved without substantial revision, the
MAI could sweep away numerous existing environmental
protections that contradict this tenet, such as a law in
Taiwan that forbids foreign investment in “highly polluting
industries,” one in Columbia that prohibits foreign investment in the processing and disposal of toxic and radioactive
wastes produced overseas, and limits that Honduras imposes
on foreign investment in commercial fishing.102
The International Monetary Fund is yet another economic institution that needs an injection of environmental
sensitivity. The IMF’s prominent role in the Asian economic crisis is demonstrating the organization’s power, while at
the same time stirring controversy as to the wisdom of its
financial advice. Little understood, however, are the profound effects that its economic recommendations have on
the ecological health of recipient countries. The IMF urges
countries to boost exports in order to generate foreign
exchange with which to pay back debts: this creates pressure
on them to liquidate natural assets in order to come up with
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the money. The Fund also often advises countries to cut government spending, which can mean that the budgets of
already overburdened environment and natural resource
management ministries are cut to bare-bones levels.103
Although many IMF policies contribute to environmental destruction, the agency’s influence could be harnessed on behalf of needed reforms, such as reducing environmentally harmful subsidies or implementing environmental taxes. In a few recent cases, the Fund has tried to use
its clout to halt the destruction of natural capital. It suspended loans to Cambodia in 1996 and 1997 after government officials awarded logging concessions to foreign firms
that threatened to open up the country’s entire remaining
forest area to exploitation—while funneling tens of millions
of dollars into the bank accounts of the corrupt officials. And
a loan to Mauritania reportedly included provisions to
encourage better management of the country’s fisheries.
These were steps forward for the IMF, but they remain the
exception rather than the rule.104
While the last several years have seen a steady strengthening of global economic governance, environmental governance continues to lag behind. Nonetheless, a number of
international agreements hold promise as tools for pointing
global commerce in a more environmentally sound direction.
Two environmental treaties—the 1992 U.N. Convention on
Biological Diversity and the 1992 U.N. Framework Convention
on Climate Change, including its 1997 Kyoto Protocol—could
play particularly strong roles, if full use is made of them. The
biodiversity convention, which has now been ratified by 169
countries, requires signatories to forge national strategies
aimed at preserving biological wealth. It also mandates environmental impact assessments of proposed projects “likely to
have significant adverse effects on biological diversity with a
view to avoiding or minimizing such effects.” The climate
change treaty, ratified by 167 countries, commits all signatories
to adopt climate-sensitive national policies, although it specifies no specific carbon emissions targets for developing countries. The Kyoto Protocol reaffirms these earlier pledges and
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creates a “Clean Development Mechanism” to encourage private investment in the developing world in climate-friendly
energy and forestry projects.105
Looming on the horizon is the question of whether the
United Nations should be charged with developing baseline
environmental standards for industry comparable to those
that the International Labour Organisation drafts on matters
such as workplace safety and child labor. This effort could
build on the World Bank’s environmental policies and guidelines, which are already a common point of reference for private investors. It could also draw on an existing UNEP initiative in which task forces with industry representation produce technical guidelines, case studies, and examples of
“best practice” for diverse industries such as textiles, electronics, and pulp and paper.106
For any international standards to be effective, they
ought to meet three basic principles: they should be minimum
standards that companies and countries are free to exceed if
they wish; they must be set high enough to have a real impact;
and they need to be developed in an open and inclusive
process to build a strong consensus in support of them.
The need for accountability suggests a final governance
challenge: democratizing decisionmaking in a world where
remote investors and often-impenetrable international institutions are increasingly calling the shots. Already, a grassroots citizens’ movement is rapidly gaining strength in many
parts of the world as a powerful countervailing force. In a
victory for local environmentalists, in March 1997 the
Chilean Supreme Court overturned the national environment agency’s approval of a plan to allow the Trillium
Corporation (based in Bellingham, Washington) to log an
ancient beech forest. In another recent triumph, a coalition
of academics, ecologists, indigenous groups, and opposition
politicians joined forces in Venezuela to protest a government plan to open an ecologically rich forest reserve to gold
mining. In November 1997, the Venezuelan Supreme Court
banned the granting of any concessions in this area—at least
for the time being.107
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Environmental activists are increasingly interlinked
internationally, with the Internet facilitating well-coordinated campaigns that span the globe. Their campaigns influence and occasionally halt environmentally damaging projects through multifaceted efforts involving traditional grassroots tactics as well as direct lobbying of corporations, private investors, and international institutions.108
Perhaps the strongest proof of the growing strength of
the citizens movement is the seriousness with which the
international business community views it. A recent report
by the Control Risks Group, a London-based firm that advises businesses on political and security risks, describes “the
pressure on companies, wherever they operate, to adopt the
highest international environmental, labour and ethical
standards.” According to the report, “heightened international scrutiny means that perceived transgressors truly have
‘no hiding place’.”109
If international companies have ‘no hiding place’, it is as
much a reflection of the urgency of the challenge before us as
it is a commentary on the influence of environmental groups.
The global economy is bumping up against immutable ecological limits, placing us all in a race against time. Only by
shifting private investment capital out of environmentally
damaging activities and into the technologies and enterprises
of tomorrow will it be possible to turn the tide of global ecological decline.
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