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Introduction

I welcome the opportunity to respond to the Export Credit Guarantee Department’s (ECGD) consultation document on its case impact analysis. 

I particularly welcome the objective set out in paragraph 26: that the public availability of information on prospective projects is open to consultation.

This paper is divided into three sections.

The consultation paper establishes that the current filtration system for project assessment is two-tiered: involving the Impact Questionnaire and the Common Approaches screening.

This paper will argue that a third screening process – an Ethical Filter – is required if the British Export Credit Guarantee Department is to be consistent with Britain’s global obligations and agreements.

In the second section, it will detail specific measures that could be implemented to improve the accountability of the Department to its financers: the British tax payers.

In the final section, I shall recommend that the ECGD play a more active role in seeking out investment opportunities in those areas promoting projects with a sustainable development agenda.

Summary of Recommendations

1. Britain is a world leader, both economically and politically, and as such it carries a responsibility – both to its own people and to the people of other countries – to act in a way that is dynamic, long-termist, accountable, committed to sustainable development and ethical.  Projects that are liable for investment must be able to show that their implementation will not contradict Britain’s obligations made in International Development Targets, Climate Change and Biodiversity agreements, the Universal Declaration of Human Rights and the OECD Convention on Bribery and Corruption and other relevant international agreements.

A statement such as this should be made explicit in all guidance documentation for applicants.  In the 2000/01 ECGD Annual Report, it is said, “sound risk assessment lies the heart of its [ECGD’s] business”.  Sound risk assessment is not a sufficient core principal for a manager of public funds.  

2. The current impact questionnaire implies that there is a filtering process, set against certain criteria: this process, and the criteria that are used, need to be made explicit and be subject to regular review.

3. The ECGD should end all support for unsustainable energy technologies.

4. The ECGD should only invest in energy projects that explicitly show their contribution to the sustainable development mandate to which they can be held accountable.

5. Public funds should only be used in exceptional circumstances to underwrite military expenditure. Such expenditure cannot generally be considered a sustainability priority: developing countries have other needs and richer countries can afford to negotiate their own funding.

6. At a minimum, all bids for export credit, including defence contracts, should be subject to rigorous and independent environmental and human impact assessment.  Although the manner in which these assessments are managed and published will differ depending on their nature, the Export Credit Guarantee Department will need to be able to show the review process.

7. The definition of productive expenditure should be limited to: projects which can show direct or indirect effects on poverty reduction through social and economic development; projects which can show a positive environmental or community development agenda.

8. The revised criteria for productive expenditure should be applied to all developing countries, not just the IDA-only countries. 

9. All requests for export credits to any country which has a PRSP should be passed to DfID for an assessment of whether the credit is consistent with the recipient government’s PRSPs. 

10. One annex to the Impact Questionnaire should be the chapters of the European Convention on Human Rights.  When completing the Questionnaire, applicants must show through example that their project will not contravene the provisions of the Convention.  A yes/no answer box is insufficient.  Applicants should be able to prove that consideration has gone into the project’s potential impact and that risk assessment has been undertaken.

11. The ECGD should: 

explain to clients that publishing applications is a pre-condition to receiving support (this  may include Environmental Impact Assessments (EIA), Resettlement Impact Assessments (RAP), Social Impact Assessments (SAP) and Production Sharing Agreements);

· on receipt of an application, publish project type, amount and type of support requested, a list of companies and countries involved and the results of the Impact Questionnaire; 

· publish decisions as soon as they have been made.

12. In the consultation document it states: “The USA, Australia, Canada and Italy publish project information, including the availability of Environment Impact Assessment reports on their websites prior to making their decisions”.  The UK’s ECGD should follow this precedent and publish all project information before making their decisions – allowing enough time for response from affected parties.

13. The ECGD should require that Impact Assessments are submitted and published prior to project assessment and that any other relevant project documents containing information pertinent to affected parties of the impacts of a project on their rights are released. 

14. The ECGD should require that the public in any affected country have a least 120 days to assess the impact of projects on their rights under the Convention and to submit comments prior to any final commitment being made by the ECGD.

15. That the ECGD:

· use its expertise in addressing obstacles to SMEs and developing countries, and work towards a “meaningful transformation” away from carbon based energy production towards renewable energy in the developing world;

· provide maximum repayment terms available under existing guidelines to support sustainable energy projects;

· consult with renewable energy companies about how best to maximise their capacity and transferability;

· introduce a target of at least 20% in support of sustainable energy.

1.0 Ethical Filter: Pre-conditions to applying for export credit

Export credit guarantees totalled £5.5 billion in 1999/2000. Internationally, loans and guarantees from export credit agencies amounted to £270 billion in 1998.

At a meeting between representatives from national Non-Governmental Organisations and members of the Export Credit Guarantee Department (23rd May 2002), a representative of the Department asked the question: “is it the role of the Export Credit Guarantee Department to support British Industry or not?”

The answer to that is yes, but only in a way that is consistent with Britain’s international commitments, especially as related to the environment, labour, social and human rights. The UK also has commitments with regard to the EU concerning ,for example, the promotion of good governance and the recording of arms sales.

Recommendation

 Britain is a world leader, both economically and politically, and as such it carries a responsibility – both to its own people and to the people of other countries – to act in a way that is dynamic, long-termist, accountable, committed to sustainable development and ethical.  Projects that are liable for investment must be able to show that their implementation will not contradict Britain’s obligations made in International Development Targets, Climate Change and Biodiversity agreements, the Universal Declaration of Human Rights and the OECD Convention on Bribery and Corruption and other relevant international agreements.

 A statement such as this should be included in the first paragraph of any correspondence to prospective clients.  In the 2000/01 ECGD Annual Report, it is said, “sound risk assessment lies the heart of its [ECGD’s] business”.  Sound risk assessment is not a sufficient core principal for a manager of public funds. 

 The current impact questionnaire implies that there is a filtering process, set against certain criteria: this process, and the criteria that are used, need to be made explicit and be subject to regular review.

In its Annual Report, one of the key objectives of the ECGD is “To ensure its activities accord with other Government objectives, including those on sustainable development, human rights, good governance and trade.”

This is commendable, but if this principle is fully implemented then certain categories of project do not meet this requirement.  The first filtration process of the Export Credit Guarantee Department, therefore, should be to automatically reject funding to categories of project that contradict Britain’s global obligations.  Below are four examples of project types that should be treated in such a way.

2.1.
Funding that contradicts Britain’s commitment to Sustainable Development

“Once again core UK sectors such as aviation, power projects and defence benefited from ECGD support.”

(ECDG Annual report 2000/01)

Between 1994 and early 1999, power development projects using fossil fuels made up nearly 40% of project and trade finance flows to developing countries; Export Credits accounted for 20% of this financing (World Resources Institute, 2000). 

Examples of environmentally unfriendly projects historically backed by the ECGD include:

 coal-fired power stations, including the Liaocheng, Shiheng II and Liaocheng stations in China, Heze II and the Visakhapatnam plant in India;

 large dam projects such as the Three Gorges Dam in China, the Maheshwar Dam in India and being minded to consider the proposed Ilisu dam in the Kurdish region of Turkey;

 nuclear power plants such as the Daya Bay and Quishan plants in China. China plans to build more than 50 nuclear reactors by the year 2020, mostly constructed by Western companies;

 environmentally damaging mining projects, such as the Alumbrera copper and gold mine in Argentina.

(Friends of the Earth, 1999)

Investments such as these clearly contradict Britain’s commitments to the vision of such international agreements as the Convention on Biological Diversity, the Kyoto Agreement on carbon emissions, and the European Commission’s Habitats Directive (Council Directive 92/43/EEC).

Within the current economic climate, developing countries are being obliged and encouraged to invest in fossil fuel-driven development in centralised energy systems.  However, this is clearly not the only pathway.  Opportunities do exist for them to “technology leapfrog” carbon fuel energy generation, without resorting to the even greater public health risk of nuclear energy (WWF,2001).  Export Credit Agencies, as public funded bodies, should be at the forefront of this promotion.

Recommendation

 The ECGD should end all support for unsustainable energy technologies.

 The ECGD should only invest in energy projects that explicitly show their contribution to the sustainable development mandate to which they can be held accountable.

See Section 4.0 for further recommendations regarding the proactive investment in Renewable Energy Technologies.

2.2
Funding to the Arms Trade

Subsidy from the ECGD is required for many contracts involving the sale of arms abroad.  Although arms exports account for only 3% of UK exports, arms contracts over the last five years have accounted for 30% of ECGD support. 

The ECGD does not subject military exports to the same environmental and human rights impact assessment to which other goods are subjected.   For example, the human rights and economic development impacts of all defence cases are assessed through the DTI’s Export Licensing procedures.

Recommendation

 Public funds should only be used in exceptional circumstances to underwrite military expenditure. Such expenditure cannot generally be considered a sustainability priority: developing countries have other needs and richer countries can afford to negotiate their own funding.

 At a minimum, all bids for export credit, including defence contracts, should be subject to a rigorous and independent environmental and human impact assessment.  Although the manner in which these assessments are managed and published will differ depending on their nature, the Export Credit Guarantee Department will need to be able to show the review process.

2.3
Funding that contributes (directly or indirectly) to increased debt in Developing Countries

Export Credit Agencies, although not directly capable of generating national debt in Developing Countries, do so by default when businesses in developing countries default on payments to UK exporters.  Where the ECGD takes on the debt by paying off the exporter, and the debt has been guaranteed by the developing country’s government (which is more often the case), a government-to-government debt is created. Over 95% of total debt owed to the UK by developing countries is owed to ECGD (WDM, 2002).

According to the consultation document, the financially weakest countries, the “IDA-only” countries, are now only provided with export credits for projects identified as ‘productive.’   The definition of productive expenditure is in practice used only to exclude guarantees for arms sales.

The ‘productive expenditure test’ is only applied to IDA-only countries. This means that ECGD is continuing to provide export credits for defence expenditures in other heavily indebted countries. 

Recommendation

 The definition of productive expenditure should be limited to: projects which can show direct or indirect effects on poverty reduction through social and economic development; projects which can show a positive environmental or community development agenda.

 The revised criteria for productive expenditure should be applied to all developing countries, not just the IDA-only countries. This would effectively prohibit export credits for arms sales to any developing country.

The Department for International Development’s (DfID) White Paper on Eliminating World Poverty (2000) states that the country-led Poverty Reduction Strategy Processes (PRSP) should be the main reference point when decisions are being taken on poverty reduction investment priorities.  However, at present there are no mechanisms to ensure that ECGD guarantees to developing countries are consistent with the country’s own PRSP.

Recommendation

 All requests for export credits to any country which has a PRSP should be passed to DfID for an assessment of whether the credit is consistent with the recipient government’s PRSPs. 

2.4
Funding to projects that violate human rights as recorded in the Human Rights Act 1998

In October 2000, the Human Rights Act 1998 (HRA) became law in Britain, bringing into domestic law the authority of the European Convention on Human Rights (ECHR).

As a public authority, the ECGD is bound by the HRA. The HRA makes it unlawful for a public authority to act in a way which is incompatible with Convention rights. The ECGD is obliged to ensure that human rights violations do not occur from any decision it takes regarding the public financing of export projects.

Recommendation

 One annex to the Impact Questionnaire should be the chapters of the ECHR.  When completing the Questionnaire, applicants must show through example that their project will not contravene the provisions of the Convention.  A yes/no answer box is insufficient.  Applicants should be able to prove that consideration has gone into the project’s potential impact and that risk assessment has been undertaken.

Further recommendations for improvements to the case impact analysis process in the topic of human rights protection are linked to the public’s access to information and their right to challenge.

These recommendations will be discussed in the next section.

2.0 Public Accountability

In the consultation paper, it states the following on disclosure:

“To date, the ECGD has not routinely published information relating to cases under consideration but has done so for certain high profile cases.”

Under the present procedures the ECGD does not require disclosure. For example, all projects covered by the ECGD's Overseas Investment Insurance (OII) facility are treated as ‘commercial-in-confidence’ for fear of losing business to rival Credit Agencies. Before disclosing documentation relating to the allocation of buyer credits, the applicants must give their consent.  Disclosure is discretionary.

Access to information is protected under the HRA. Access to environmental information will be also affected by the ratification of the Aarhus Convention.  Publishing project proposals before making a decision on funding enables the public to assess the potential impacts and to have the opportunity of positively engaging in the decision-making process. 

Recommendation

The ECGD should: 

 explain to clients that publishing applications is a pre-condition to receiving support (this  may include Environmental Impact Assessments (EIA), Resettlement Impact Assessments (RAP), Social Impact Assessments (SAP) and Production Sharing Agreements);

 on receipt of an application, publish project type, amount and type of support requested, a list of companies and countries involved and the results of the Impact Questionnaire; 

 publish decisions as soon as they have been made.

The World Bank requires both the submission and the disclosure of Environmental Impact Assessments and Resettlement Action Plans (in projects where forced evictions are involved) prior to project appraisal.  The ECGD currently makes no such requirements.  Their disclosure is at the discretion of the project applicants. In the recent case of the controversial Ilisu dam project in Turkey, the ECGD refused to release both the project’s RAP and the draft EIA.

Failure to publish these documents denies affected parties the information to which they should be entitled.  It also limits a Minister’s ability to make an informed decision as to the potential risks of a project as they are denied the voice of public appraisal.

Recommendation

 In the consultation document it states: “The USA, Australia, Canada and Italy publish project information, including the availability of Environment Impact Assessment reports on their websites prior to making their decisions”.  The UK’s ECGD should follow this precedent and publish all project information before making their decisions – allowing enough time for response from affected parties.

 The ECGD should require that Impact Assessments are submitted and published prior to project assessment and that any other relevant project documents containing information pertinent to affected parties of the impacts of a project on their rights are released. 

 The ECGD should require that the public in any affected country have a least 120 days to assess the impact of projects on their rights under the Convention and to submit comments prior to any final commitment being made by the ECGD.

3.0 The ECGD as a promoter of Sustainable Development

In this section, I shall recommend that the ECGD play a more active role in seeking out investment opportunities in those areas that promote the sustainable development agenda.

In 2001, Governments agreed that export credit agencies should positively support the transfer of climate-friendly technologies globally (Marrakech Accords, 7th Conference of the Parties to the UN Framework Convention on Climate Change, November 2001).

The deployment of renewable energy and energy efficiency technologies is needed to counter-act the degradation to the environment, and therefore the health and welfare of local communities, caused by fossil fuels, large dams and nuclear power (see Point 2.1).

Currently under 2% of annual energy investment in developing countries is in renewable energy technologies.  This is not because the technology is un-transferable, but because there is little international financial support for such initiatives.

Obstacles to the deployment of renewable energy technologies include:

 A lack of private sector investment and high initial costs;

 Small and Medium sized Enterprises not having sufficient match funding for project proposals;

 Developing countries having weak credit and existing fossil fuel dependency;

 A lack of technical expertise with renewable energy products;

 A lack of regulatory, political and financial incentives to strengthen renewable energy companies.

Recommendation

That the ECGD:

 use its expertise in addressing obstacles to SMEs and developing countries, and work towards a “meaningful transformation” away from carbon based energy production towards renewable energy in the developing world;

 provide maximum repayment terms available under existing guidelines to support sustainable energy projects;

 consult with renewable energy companies about how best to maximise their capacity and transferability;

 introduce a target of at least 20% in support of sustainable energy.

(For further recommendations please read Friends of the Earth (2002) and WWF (2002))

Conclusion

There is a general weakness internationally in the criteria for the allocation of export credit guarantees. Historically, they have been used to support national businesses abroad, to increase market penetration and to maintain jobs domestically. This has sometimes meant supporting projects of questionable value and, at times, projects which have demonstrably harmed the environment and/or certain sections of the population in recipient countries. Until comparatively recently there has been little obvious concern for the wider impact of such support. 

Even within the context of a “level playing field “ for proponents of the free market, there has been little willingness to tackle what could be viewed as a form of “state-aid”, if not effectively a subsidy at times.

Now there is growing global interest in such issues as corporate social responsibility, within the context of sustainability and attention is turning to the role of export credit guarantees as a tool which can support or undermine such progress.

This is an appropriate time to be reviewing the role of ECG for the UK and an opportunity to make effective and progressive change. It is to be hoped that this will strengthen the policies of the OECD and move policy development forward within the EU. Given the amount and effect of ECG, such an ethical perspective is long overdue.

Jean Lambert,

Green MEP for London

August 2002
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