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Chapter 

1 
Introduction 

1 ____ Background of the study 

Commodities play an important role in the economic development of many developing 
countries. A vast majority of developing countries depend on commodities as a main 
source of revenue. However, the production of commodities, e.g. soy, coffee and 
cotton, is sometimes highly controversial from the viewpoint of sustainability issues1 
like loss of biodiversity (e.g. through land conversion) and poor social-economic 
conditions. 
 
Financial institutions involved in commodities may be able to influence the 
sustainability of production of commodities in a positive way. Considering the fact that 
sustainable production may be essential to safeguard production in the (mid) long 
term and may prove to be an important selling point on the world market, sustainable 
production may also be a “business case” for investors as well as for financial 
institutions financing production of or trade in commodities. Stimulating sustainable 
production of commodities is therefore also in the interest of shareholders.  
 
The main task of the VBDO (Dutch Association of Investors for Sustainable 
Development) is to represent shareholders having an interest in the sustainability 
performance of the companies of which they hold shares. VBDO would like to 
investigate the practical means to stimulate sustainable production of commodities 
through shareholders interest, either by addressing and supporting investors directly 
investing in commodities (members of the VBDO, e.g. pension funds, banks), or by 
addressing and supporting financial institutions in which VBDO members invest. In 
this project the focus will be on banks financing the production of or trade in 
commodities.  
 
To positively influence sustainable production of commodities through shareholders 
interest, VBDO would like to get insight in (1) the roles of financial institutions in the 
production and trade of commodities, (2) the business cases for these institutions to 

                                                      
1 In this project the following definition of sustainability will be used: "Sustainability is meeting the needs of the present generation without 

compromising the ability of future generations to meet their needs" (Brundtland-1987). Sustainability consists of three main dimensions namely 

the environmental, social and economic dimension. 
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contribute to sustainable production and (3) the opportunities for financial institutions 
to enhance sustainable production. 

Commodities 
This report focuses on developments on commodity markets and the role of financial 
institutions on these markets. Commodities are raw materials like timber, oil, sugar, 
coffee, cotton and cocoa. Generally everyone makes use of one or more commodities 
every day. Commodity markets generally are very large. Many, often developing 
countries depend on the production and export of one or more commodities. 
Moreover, many people find a job in commodity production. An important aspect of 
commodity markets is the enormous trade market mainly used to reduce price 
fluctuations between periods of harvest and actual use of a commodity further in the 
production chain. This project includes two case studies for which the sustainability 
issues and the role of financial institutions is briefly analysed, cotton and sugar 
production in Brazil. 

Corporate Social Responsibility in the financial sector 
In an economic system, a bank fulfils an important role: it is an intermediary between 
borrowers and lenders of money. Banks are the most important intermediaries in an 
economy. This intermediary function takes care of bringing together and co-ordinating 
savings and investments (Jeucken, 2004). 
 
Corporate Social Responsibility (CSR) indicates that a financial institution keeps track 
of the social and environmental effects of its financial activities. Moreover, CSR is 
related to a company’s relationships with business partners. It is generally known that 
financial institutions may positively influence the CSR behaviour of companies. A 
financial institution may use social and environmental requirements before financing 
or investing in projects. Financial institutions may also pay attention to integrity and 
transparency of their business conduct and the clients’ activities (CREM and VBDO, 
2003).  
 
In general financial institutions have influence on (Jeucken, 2002):  
 
1. who in society gets access to financing and protection against risks; 
2. what activities by governments, corporations or individuals get financed or 

protected against risks; 
3. what the possible impact is of financed activities or companies. 
 
As a financial intermediary, banks can have a qualitative and quantitative influence on 
the economy. Banks have a quantitative influence when they contribute to economic 
growth. Banks may also influence the ‘quality’ of this growth by requiring sustainable 
conduct of clients. The combination of quantitative and qualitative growth is especially 
interesting in developing countries because growth can be stimulated in a sustainable 
way. Thus banks may be able to play an important role in the development of new 
economies.  
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2 ____ Objectives 

The following objectives have been formulated for this project:  
 
1. Obtaining insight in: 

·  the relation between Dutch financial institutions (institutional investors and 
banks) and the (sustainable) production of commodities; 

·  the current and potential contribution of these institutions to a sustainable 
production of commodities. 

 
2. Providing VBDO with the information and instruments to address and support 

investors and listed financial institutions to stimulate sustainable production of 
commodities. 

 
3. Providing Imaflora with information on the opportunities and bottlenecks to 

mobilize financial institutions in the strive for sustainable production of 
commodities in Brazil.  

 
Based on the meetings with financial institutions at the start of the project, a sub-
objective to obtain insight in the business case for financial institutions to include 
sustainability as criterion for operations related to commodities was dropped. 
According to the financial institutions, the business case is already apparent and does 
not need additional clarification.  

3 ____ Project characteristics 

The project was coordinated by VBDO. Imaflora in Brazil was involved as a project 
partner of VBDO and was responsible for the execution of part of the activities in 
Brazil. CREM was responsible for the execution of the project in The Netherlands.  
 
The project is based on (1) a general analysis of CSR initiatives by the financial sector 
and two specific financial institutions, (2) a general analysis of the role of financial 
institutions in the production of and trade in two commodities in Brazil, (3) information 
and feed back from two Dutch financial institutions investing in and/or financing 
commodities from Brazil and (4) feed back from a workshop in Brazil and a workshop 
in The Netherlands. The focus of the project is mainly limited to banks and screening 
of credits. 
 
The project is executed in the following phases: 
 
1. Identification of financial institutions and their activities regarding CSR 
2. Analysis of the sustainability issues in the sugar and cotton production in Brazil 

·  identification of main sustainability issues in the production of and trade in 
sugar and cotton, including environmental, social and economic issues. 

·  Identification of role of financial institutions in the various stages of the 
production chains 
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3. Analysis of the opportunities for financial institutions to contribute to a more 
sustainable production of the selected commodities in Brazil and commodities in 
general  

4. Workshops in Brazil and The Netherlands 
5. Identification of opportunities and bottlenecks for financial institutions to contribute 

to a more sustainable production of commodities in general (extrapolation of 
results) and opportunities for VBDO to address and support financial institutions. 

4 ____ Reader 

In this report the results of the project are presented. The document is made up of the 
following sections: 
 
Chapter 2. Financial institutions and CSR 
Chapter 3. Results of the case studies and workshops 
Chapter 4. Conclusions and recommendations 
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Chapter 

2 
Financial institutions and CSR 

2.1 __ Financial institutions, financial products and services 

Financial institutions exist in many forms. A distinction can be made between 
‘depository’ and ‘non depository’ institutions (Jeucken, 2002): 
 
- ‘depository institutions’ are institutions using a significant part of received money 

of clients (like deposits) to put out money to clients (like loans); a difference can 
be made between commercial, savings, public and cooperative banks. 

- ‘nondepository’ institutions’ are institutions financing their activities through 
premium payments of clients and/or through issuing assets (like shares) on the 
capital market; a difference exists between e.g. investment banks, trading 
companies, insurance companies and pension funds.   

 
Financial institutions carrying out all of these activities are involved in so called 
‘universal banking’. A typical universal bank acts in (Jeucken, 2002): 
 
·  retail banking (commercial and private banking), 
·  investment banking (corporate or wholesale banking and market making), and  
·  asset management (managing money). 
 
Sometimes it also provides leasing and insurance services. 

Activities of financial institutions 
Financial institutions play several roles in the economy: 

Retail banking 
Retail banking is open to the general public and provides banking and financial 
services to individuals and small companies. Typical services are: 
 
a) Acceptance and repayment of deposits 
b) Offering loans and credit 
c) Making investments 
d) Payment and money transmissions 

Investment banking and asset management 
Financial firms, like investment banks and pension funds, make money through e.g.: 
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a) dealing with securities including issuing, trading and managing of securities 
b) research, trading, brokerage and managing other assets like savings, foreign 

currencies, real estate, commodities and gold 
c) designing and trading in financial derivatives 
d) hedging 
e) asset management  

Insurance services 
Insurance is a promise of compensation for a specific potential future loss, in 
exchange for a periodic payment. Insurance can be provided to individuals and 
companies.  
 
In this report the terms bank and financial institution refers to an institution which can 
be active in any of the activities mentioned above.  

Financial institutions and a sustainable production of commodities 
Financial institutions may be linked to all parties in the production chain of a 
commodity, including producers, processors, traders and companies using (or further 
processing) the processed commodities. The main interactions are: 
 
·  Providing depository services, payment and money transactions 
·  Providing pre-harvest finance 

Pre-harvest finance is mainly offered by local banks.  
·  Providing working capital 

Farmers need working capital to bridge the gap between production and selling of 
the crop. 

·  Providing investment capital 
Farmers need to invest in machinery and new production techniques. 

·  Price risk mitigation services  
Commodity markets are known for the price risks of crops. The production chain 
depends on the developments on the world trade market, on which the price risks 
are being mitigated through interactions between many investors and traders all 
over the world. Banks are increasingly involved in the development of special 
price risk mitigation instruments designed for small companies in developing 
countries.  

·  Trading in price risks 
Financial institutions may be involved in trading derivatives with underlying 
commodities or may provide services to parties in the production chain to mitigate 
their price risks. 

 
Other connections between financial institutions and the commodity market include 
investment banking and asset management and insurance services. 
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2.2 __ Financial institutions and CSR 

2.2.1___ Financial products and services 

The introduction of the concept sustainability in the financial world has lead to various 
new developments and financial products. These products include: 

Sustainable investment 
Banks raise capital to invest in socially responsible funds. Socially Responsible 
Investment (SRI) is investment focusing on sectors or companies demonstrating 
progression in sustainable development. The market for SRI funds is growing 
significantly. SRI essentially involves the following strategies (Eurosif, 2004): 
 
1. Positive selection (screening) of corporations, 

The selection of stocks of companies that perform best against a defined set 
sustainability criteria (best of class approach); 

2. Engagement with management, 
Influencing corporate policy through associated rights of being an investor; 

3. Voting power at Annual General Meetings; 
4. Negative screening or exclusion 

For example the exclusion of the weapon or tobacco industry.  
 
The selection of companies complying with the required criteria is a serious and 
difficult business. Some research firms are specialized in screening companies on 
their performance. The use of criteria to analyse sustainability efforts of companies is 
still subject to research. 
 
It is not just idealism that is driving the success of SRI funds since the financial yields 
of several of these funds are above the market average (see box on the WBCSD). In 
the Netherlands future developments will depend on the strategies and movements of 
institutional investors like pension funds (e.g. PGGM and ABP). These funds are 
already looking at the options of sustainable investing. Leading banks anticipate 
movements by institutional investors by developing and offering specialized 
sustainability funds. In Europe banks primarily focus on private investors, but 
developments in the institutional sector are followed intensively. In the end, the 
movements and involvement of large banks will positively influence trust and 
knowledge among investors in general (Jeucken 2002). 
 

Sustainability pays off 

The World Business Council for Sustainable Development (WBCSD) is a coalition of 178 

international companies united by a shared commitment to sustainable development via the 

three pillars of economic growth, ecological balance and social progress. The aim is to provide 

business leadership as a catalyst for change toward sustainable development, and to promote 

the role of eco-efficiency, innovation and corporate social responsibility. The members are 

drawn from more than 30 countries and 20 major industrial sectors. 

 

Kommunalkredit Dexia Asset Management has accomplished a performance comparison 

between 131 listed WBCSD member companies and the total market in two subsequent 

studies. The analysis has shown evidence, within the limitations of certain methodical 
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restrictions, that enterprises favouring the concept of sustainable development, in the long run 

develop more successfully and faster than competitors. Likewise, the enterprise image is 

influenced positively. Especially in the range of power supply, sustainable management is of 

special interest, due to the longer-term potential for cost reductions. In order to succeed 

consistently in the future, managing ecological and social issues will become a prerequisite to 

be able to deal with new market conditions. Firms engaging in sustainable development, with a 

few exceptions, show in all market segments a better performance than the respective 

benchmark indices. Another important fact is that the leadership role of sustainability 

companies becomes even more pronounced in longer periods under review.  

 

The results confirm the out-performance of sustainable enterprises in comparison to the total 

stock market. Therefore, these firms should be clearly over-weighted in security portfolios. 

Source: Kommunalkredit Dexia Asset Management (2004) 

 

Sustainable lending 
One of the most significant activities of banks is lending of credit. Banks increasingly 
perform environmental and social risk assessments to determine the sustainability 
risks associated with potential clients which has resulted in an increased supply of 
sustainable loans.  

Sustainable risk insurance 
Insurance companies increasingly invest in environmental friendly companies and 
apply contribution differentiation offering an advantage to companies that have taken 
important risk reducing measures.  

Microfinance 
Microfinance is a business-oriented way of helping people who would otherwise be 
locked out of the economy. Microfinance consists of the supply of small loans, 
savings, and other basic financial services. Many commercial banks have started to 
examine the micro-finance market in developing countries and are increasingly using 
deposit sources for a growing share of their total funds for micro-loans. 

Sustainable leasing 
Leasing is an alternative way of providing credit to companies. A lease construction 
offers companies the possibility to invest in large projects, without spending the actual 
amount of money. Banks will face lower risks due to the fact that the bank stays the 
legal owner of the capital.  

Sustainable innovation 
Financing innovative projects is often hard due to high risks. Financing innovative 
projects may be part of the sustainability strategy of banks. However, since the yield 
on the short term will be low, knowledge of the market and the projects is necessary 
to be successful.  

Sustainable securitization 
Securization makes sure that uninsurable risks can be covered, or that uncertain 
future cash flows can be received in advance. An example is securization of 
environmental risks or loans for environmentally friendly projects. 
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Sustainable payment 
Sustainable payment aims to connect money on checking accounts with sustainability 
goals, e.g. using money on checking accounts for investments or loans with the aim to 
support sustainable development. Banks gain from these products through improved 
image and improved sale of other products (also called ‘cause related marketing’).  

Sustainable depository 
Sustainable depository aims to use the depository money for investment in or loans 
for companies which contribute to sustainable development.  

2.2.2___ Fiscal green funds and social-ethical funds  

Fiscal green funds are special funds developed by the Dutch government and the 
Dutch banking sector to support green investment with public money (Ministerie van 
VROM, 2000). Investors in fiscal green funds receive a fiscal advantage, while money 
is invested in environmentally friendly projects. The difference between green funds 
and sustainable investment (SRI) funds is that investors in SRI funds invest in regular 
companies and therefore do not receive a fiscal advantage (VBDO 2004).  
 
Since March 2004, the same fiscal advantages are applied to social-ethical funds in 
the Netherlands. Social-ethical funds invest in projects like small scale trade, industry 
and agriculture in developing countries. It mainly concerns small loans against a low 
interest rate (micro financing). 

2.3 __ General initiatives in the financial sector regarding sustainability 

There have been several international efforts to develop CSR guidelines for the 
financial sector. Since the CSR policy of financial institutions may be based on these 
initiatives, they are directly relevant to the role of these companies in a sustainable 
production of commodities. This paragraph highlights a few of the most important 
initiatives. 

2.3.1___ Initiatives covering all financial services 

UNEP Finance Initiative 
The UNEP Finance Initiative (UNEP FI) was established in 1992 trying to engage 
financial institutions in a dialogue on sustainable development. It is a collaboration of 
more 200 financial institutions. The supporting companies endorse the UNEP 
Statement by Financial Institutions on the Environment and Sustainable Development 
which focuses on three areas of activities:  
 
·  Internal operations 
·  Identifying and quantifying environmental risk as part of the normal process of risk 

assessment and management 
·  Development of products and services actively promoting environmental 

protection 



 10

The EPI Finance 2000 Initiative 
This is an initiative from 11 financial corporations with headquarters in Germany and 
Switzerland, and consists of the development of a set of Environmental Performance 
Indicators for the Financial Industry (EPI Finance 2000). The EPI Finance 2000 
provides indicators covering four categories of financial services (commercial banking, 
investment banking, asset management, insurance). In addition the indicators relate 
to environmental issues in the core business and development of environmental 
products and services.  

The Collevecchio Declaration by NGOs 
Van Stichele (2004) states that “the Collevecchio Declaration constitutes the most 
comprehensive set of guidelines of the CSR initiatives up to 2003”. This declaration, 
launched by BankTrack,2 calls on financial institutions to embrace six main principles 
which reflect civil society�s expectations of the role and responsibilities of the financial 
services sector in fostering sustainability. The declaration is progressive by going 
beyond current practices and being different from existing CSR initiatives in the 
financial sector. There are 6 guiding principles NGOs are calling on banks to adopt, 
namely commitment to: 
 
1. sustainability at the level of core business; 
2. adopt the precautionary principle and ‘do not harm’ approach; 
3. responsibility; 
4. accountability to their stakeholders; 
5. transparency; 
6. sustainable Markets and Governance (e.g. supporting regulatory changes). 

WBCSD Working Group Finance 
On request of several banks, the WBCSD started the Financial Sector Project in 2001. 
The chairmen of 11 financial firms that were member of this project:  
 
·  argued that integrating sustainable development into their business is crucial to 

success; 
·  outlined the major issues from a business perspective; 
·  recognised the influence and responsibility of financial companies as drivers for 

change; 
·  encouraged the sector to be more transparent in financial reporting. 
·   
The project has not been continued. 
 

2.3.2___ Initiatives for retail and corporate banking 

Equator Principles  
The Equator principles (EP) are formed by various banks and the International 
Finance Corporation (IFC). The EP provide financial institutions with a framework to 
develop individual standards and procedures to ensure that the projects they finance 

                                                      
2 BankTrack is a network of civil society organisations tracking the operations of the private financial sector 

and its effect on people and the environment.  
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are developed in a socially and environmentally responsible way. Financial institutions 
do not sign an agreement with the EP. Each financial institution that adopts the 
principles will individually declare that it has or will put in place internal policies and 
processes that are consistent with the EP. The EP are developed for project financing 
in developing countries above USD50 million. Several Dutch banks have adopted the 
Equator principles, including ABN Amro, Rabobank and ING (see www.equator-
principles.com). 
 
Since the Equator principles are used by many financial institutions, the principles are 
presented in annex 1. 
 
In 2004 legal experts have predicted that especially the Equator Principles will 
become the prevailing standard for addressing social and environmental issues in 
project finance transactions (van Stichele 2004). 
 
It should be realised that the Equator principles only cover the financing of large 
projects. Providing credits to farmers and financing smaller projects is not covered by 
the Equator principles. Moreover, in most cases more banks will be able to provide 
credits to farmers which may limit the possibilities to use strict CSR screening criteria. 
Other banks will step in resulting in parallel systems (see also chapter 3). 

Project financing 
Some financial institutions have developed special guidelines for financing high risk 
projects like projects that harm tropical rainforests. In addition various groups of 
NGOs have been developing criteria for assessing such projects.  

2.4 __ CSR practices in the Dutch financial sector 

Jeucken (2004) has observed that (in 2004) banks increasingly choose an integrated 
approach of sustainability while banks differ significantly on the international level. In 
Europe banks mainly incorporate sustainability by developing new products and 
services. Jeucken also finds that in general most Dutch banks are performing 
relatively well regarding sustainability. 
 
This section will briefly discuss some of the CSR practices of Dutch financial 
institutions. In paragraph 2.4.1 some examples of social responsible investment are 
presented. In paragraph 2.4.2 practices of ABN Amro and Rabobank regarding credit 
lending are presented (based on information publicly available). The focus of the 
workshops (see chapter 3) has been on credit lending. 

2.4.1___ Social Responsible Investment 

ABN AMRO 
In 2004, the bank set a target to more than double assets under management in SRI 
funds. A selection of the socially responsible investment (SRI) funds: 
 
·  ABN AMRO Sustainable World Fund: invests globally in companies that have and 

pursue a proper environmental and social policy. 
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·  ABN AMRO Ethical FIA: a mutual fund of Banco Real that invests in mutual funds 
comprised only of stocks from companies recognised for good practices in social, 
environmental and corporate governance actions.  

Rabobank 
The group offers sustainable investment funds to investors, and "green" bonds to 
private individuals who want to save money in an environmentally-friendly manner. By 
issuing green bonds (Rabo Green Bond), Rabobank attracts funds to finance 
environmentally-friendly projects that are classified "green projects" by the Ministry of 
Housing, Spatial Planning and the Environment. Rabo Green Bonds enable investors 
to profit from the tax advantages provided in the Green Investment Scheme. 
Companies can also issue so called sustainable bonds to attracts funds for financing 
sustainable projects. 

Triodos 
Triodos Fair Share Fund: acknowledged by the Dutch Ministry as a social ethical fund, 
therefore taking advantage of the fiscal agreements for these special funds. 

ASN Bank 
·  General funds investing in sustainable companies or companies investing in 

sustainable development. Companies have to comply with certain social, 
environmental and ethical criteria.  

·  ASN Novib Fund: Applying for the acknowledgement of social ethical fund, to be 
able to take advantage of the fiscal agreement for these special funds 

Oikocredit 
Oikocredit Nederland Fonds: Applying for the acknowledgement of social ethical fund, 
to be able to take advantage of the fiscal agreement for these special funds. 
 

2.4.2___ Sustainable lending / credits 

ABN AMRO (from the ABN AMRO Sustainability report 2004) 
“As a key part of our commitment to sustainable development, we have dedicated 
ourselves to ensuring that all decisions relating to our core business of providing 
financial services incorporate environmental, social and ethical consideration. We 
recognise that our role as a financial institution brings us opportunities to promote 
responsible stewardship, as we help our clients face up to the challenges – and take 
advantage of the opportunities – that present themselves in the course of their 
business activities.” 
 
The core elements of ABN AMRO’s approach towards embedding sustainability in 
their core business decisions are: 
·  Vesting a sustainability mandate in risk management 
·  Proactive policy development 
·  Focussing on client advisory and engagement initiatives 
·  Implementing integrated filters, tools and training 
·  Robust review and reporting on policy adherence 
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The Group Sustainable Development department is vested in the Group Risk 
Management organisation, which plays a central role in the bank’s engagement 
assessment and decision-making processes. Group Sustainable Development has 
created a dedicated department, Sustainable Business Advisory (SBA), with overall 
responsibility for global sustainable risk management policy development and 
implementation, and for business engagement assessment and advisory. SBA is 
supported by teams in Brazil, North America and Australia. Group Sustainable 
Development and SBA operate independently of the bank’s commercial activities.  
 
In 2004 ABN AMRO updated its Mining Policy to incorporate the Equator principles. 
The bank also developed new frameworks for addressing human rights and ethical 
and social risk at a country level (in consultation with NGO’s). ABN AMRO is in the 
process of developing frameworks for dams and nuclear power. ABN AMRO shares 
best practices with other Equator Principles banks and continues to engage with 
NGOs to discuss the Equator Principles and their implementation. Training is provided 
for internal clients and credit structuring and risk professionals to incorporate 
environmental, social and ethical issues into their daily work and to ensure that they 
are fully engaged with the bank’s commitment to sustainable development. 
 

Tools and filters used by ABN AMRO 

ABN AMRO’s client engagement is subject to an initial assessment and approval procedure in 

writing, followed by a yearly review and renewed approval by the approval authority. The 

primary responsibility for applying sustainability criteria to business selection processes rests 

with the client-facing staff. Evaluation tools and filters have been developed that are integrated 

into existing banking systems and procedures. The first level of screening of a potential 

transaction takes pace through an Environmental, Social and Ethical Risk filter (ESE filter). The 

filter is applied to new credit proposals as well as to all regular reviews at overall company level. 

In cases where a formal policy does not apply, the ESE filter is used as a general screening to 

ascertain whether the engagement is sufficiently responsible. In cases where significant 

sustainability issues are identified, these are refereed to SBA or its supporting teams for 

assessment and advice. SBA then submits its advice to the appropriate credit committee or 

decision-making authority, or refers the issue to the Group Risk Committee for a final decision. 

 

ABN AMRO also developed the Client Diagnostic Tool (CDT) to provide client-facing, credit 

structuring and risk professionals with a basic instrument for assessing clients in the extractive 

industries: the oil & gas and mining sectors. The CDT is used to establish the degree to which 

these sector clients have integrated sustainability into their business practices and 

management systems. Taking publicly available information about the client’s sustainability 

policies and procedures and its performance. The rating methodology mirrors the bank’s 

internal credit risk-rating methodology and the outcomes- which are termed the ABN AMRO 

Sustainability Rating (AASR)- demonstrate a high degree of correlation with external 

sustainability ratings. The CDT is also applied when deemed necessary to clients in other 

industries, such as waste management, chemicals and power and utilities. The CDT has been 

built into the internal client database system (CIDAR) facilitating easier completion of the CDT 

process and helping to build up a comprehensive sector overview. 

 

ABN AMRO has developed a Social and Ethical Country Risk Framework that assesses and 

identifies countries where the bank deems there to be significant social and ethical concerns 

based on criteria including the Financial Action Task Force’s list, the country’s political situation, 
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the human rights record, level of corruption and degree of integration into the international 

community. 

 

An assessment tool based on the Equator principles is in the final stages of development and 

will equip project finance professionals with an easy-to-use tool for environmental, social and 

ethical risk identification and management. The tool will categorise projects (A: high impact to 

C: low impact) and provide an overview of appropriate mitigation and management techniques. 

The outcome of the tool will be assessed by SBA and used as the basis for its advice to the 

relevant risk committee. Projects rated ‘high impact’ require an Environmental Impact 

Assessment and an Environmental management Program to be in place. 

 

All sustainability advices generated by SBA since 2002 are captured in an internal database. 

SBA reviewed 316 transactions in 2004: 194 proposals were supported, 78 conditionally 

approved and 4 declined. 

 
Microfinance 
ABN AMRO has invested in microfinance using it as a business-oriented way of 
helping people to take part in the economy. The ABN microfinance project started in 
Brazil. A unit specialised in microfinance called ABN AMRO Real Microcredito 
provides loans to small formal and informal companies that have trouble accessing 
traditional financing. So far, around 1,000 micro-entrepreneurs in Brazil have 
benefited from these loans. ABN AMRO also launched microfinance services in India. 
 

Rabobank (from Rabobank’s Sustainability website 2005 and Sustainability 
report 2004) 
Rabobank endorses the primary international business principles (codes and 
guidelines) and conventions based on its banking function and social vision. It 
structures its business processes and financial services in a sustainable manner, in 
part by drafting internal codes of conduct. 
 
Rabobank Group has committed itself to the authoritative external business principles 
and conventions including the (1) OECD guidelines, (2) Global Compact, (3) Equator 
Principles, (4) Convention United Nations Environment Programme, (5) Business 
Charter for Sustainable Development, (6) Multinational Companies� Declaration of 
Intent and (7) the Social Policy and the Integrity Code of the Netherlands Bankers� 
Association. These external commitments all share the following common 
denominators: 
 
·  companies must demonstrate good citizenship and fulfil their obligations in an 

honest and professional manner (including meeting their tax obligations);  
·  companies bear (direct and indirect) responsibility for protecting the environment;  
·  companies have the responsibility vis-à-vis their employees to provide safe 

working conditions and development opportunities for all without any form of 
discrimination;  

·  companies must do everything in their capacity to establish and respect human 
rights; 

·  through their policy and activities, companies must strive to achieve transparency 
and accountability vis-à-vis society. 
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In 1998 Rabobank Group drafted a general code of conduct that provides the 
framework within which employees must conduct their activities. Respect, integrity, 
professionalism and sustainability are the four pillars on which the code of conduct is 
founded. A summary of passages extracted from the code of conduct indicates the 
importance of sustainability for Rabobank Group. Rabobank Group: 
 
·  feels it is very important that all members of society have access to financial 

services. No person may be excluded from the financial services of Rabobank 
Group other than on grounds of creditworthiness and moral standards.  

·  respects human rights and will not become involved in any situations that affect 
human dignity.  

·  respects local culture, customs and ideas and conforms to them in so far as they 
are not contradictory to the Group�s goals and values.  

·  attaches great importance to a balanced societal development and therefore 
wishes to contribute towards promoting a healthy socio-economic climate and 
initiatives in the field of self-organisation.  

·  is mindful of the direct and indirect societal consequences of its activities. In view 
of its aims towards the sustainable development of prosperity and well-being, 
Rabobank Group attaches great importance to the careful treatment of nature and 
the environment and the well-being of animals. This point of departure applies 
with regard to the bank�s actual functioning, as well as to all activities associated 
with the bank as a financier / investor / (re)insurer.  

·  is pleased to play an encouraging role in investments and transactions that 
contribute towards sustainable development. It will not become involved in any 
activities contradictory to this role.  

·  attaches great importance to its employees developing social activities outside 
working hours; this enhances their experience and widens their horizons.  

·  aims to have a workforce which is representative of society. Diversity leads to 
higher quality and better service.  

·  does, in its business operations, all it can in terms of the prudent management of 
raw materials, energy and resources.  

·  Legislation and regulations will be strictly observed at all times. 
 
In addition to Rabobank’s general code of conduct, special codes of conduct have 
been formulated because financial services in relation to special social issues 
required this. These are: the Code of Conduct on Genetic Modification, the Code of 
Conduct for the Palm Oil Industry and the Human Rights Code. As to the Code of 
Conduct for the Palm Oil Industry, Rabobank states: 
 
“Rabobank International plays a leading role in the Food & Agribusiness. Among other 
things it is active in Indonesia as the financier of palm oil plantations. Because of 
constant reports concerning the impairment of tropical rain forest and the social unrest 
about plantations, Rabobank drew up a Code of Conduct for financing such activities. 
Our clients, the press, non-governmental organisations and the political world were 
informed of this Code of Conduct. Rabobank expects its clients in the palm oil sector 
to conform to this Code of Conduct and expects periodical reports on the social and 
environmental effects of their plantations.” 
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Tools and filters used by Rabobank 

In the process of lending, Rabobank’s advisers consider qualitative aspects as well as financial 

ones. These include the client’s integrity and management quality, and the characteristics of the 

market in which a potential client operates. CSR aspects are also playing an increasingly 

explicit role in its processes. The credit manuals refer to various codes of conduct and 

guidelines, and the Sector Information System (BIR) offers advisers sector-specific information. 

Advisers who cannot resolve the problem themselves can submit their dilemmas to the Ethics 

Committee.  

 

In 2004, Rabobank examined ways of using a specially developed ‘CSR tool’ in the service 

process. Rabobank hopes that this tool will enable employees to deal with sustainability in the 

financial services processes in a more conscious and explicit way, and with greater confidence. 

The intention is that advisers should be able to draw up a CSR profile of the client on the basis 

of a few qualitative questions. The tool uses the best-of-class method, giving the advisers an 

insight into best and worst practice in the sector. Advisers can use the profile to tailor their 

advice more specifically to the client, thus enabling the bank to obtain a better understanding of 

possible risks and opportunities facing the client’s business and concerning social and 

ecological developments. 

 

In 2005 Rabobank shall be conducting a pilot scheme which will test this CSR tool exhaustively 

to see whether it is practical and worthwhile. The final decision on whether or not to introduce 

this tool in the assessment of corporate lending will be based on the pilot results. 

 

As to the soy sector, Rabobank states that is concerned about any potential impact of large-

scale agriculture in the Amazon basin. At present, the bank is only financing soya farms well 

outside this region, or businesses with an effective environmental management policy. 

Rabobank Sao Paulo is in the process of developing special guidelines to make sure that a risk 

analysis is carried out for all commercial activities, identifying their social and environmental 

impact. 

 
A recent sustainability initiative in the agro sector is the ‘Sustainable coffee guarantee 
fund’. Throughout the world, demand for sustainable coffee is growing, and increasing 
numbers of coffee farmers are switching to the production of this type of coffee, which 
fetches a higher price. One problem for these coffee farmers is that they often have 
no access to affordable trade finance, partly because of the small scale of their 
operations. Rabobank is responding by helping to set up a sustainable coffee trade 
finance fund, intended to facilitate the financing of selected producers and exporters 
of sustainable coffee. Preparations for this initiative were made in 2004, in response 
to remarks by the Dutch Ministry of Foreign Affairs calling for public-private 
partnership. In this way Rabobank is helping to augment the sustainability of an 
important supply chain and improve the incomes of small farmers in developing 
countries. 
 
Rabobank International also cooperates regularly with the World Bank to protect 
farmers against adverse market developments when prices fall sharply. In that 
connection, in February 2004 the European Union proposed establishing a 
partnership with Africa to support the development of the cotton sector. The aim is to 
reduce the risks to cotton growers’ incomes and thus reduce poverty. Rabobank 
International’s Commodity Price Risk Management (CPRM) department plays a key 
role here. CPRM is currently devising ways of supporting the cotton sector. The 
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support could take the form of assistance to enlarge capacity, technical support and 
the establishment of a regional insurance fund. 
 
Development of sustainable supply chains 
Improvements to the structure of the supply chain offer millions of small farmers and 
agricultural workers in developing countries a chance to boost their income. That is 
particularly true in such sectors as coffee, cocoa, cotton, sugar and tropical fruits. ‘Fair 
trade’ can mean a higher price for the producers, and therefore has a huge impact on 
their socioeconomic circumstances. Together with other Dutch organisations, the 
Rabobank Foundation is thus expanding the market for these small producers. When 
farmers and agricultural workers set up producers’ cooperatives with an umbrella 
organisation, that can create a player to be taken seriously throughout the sector and 
throughout the supply chain. The Rabobank Foundation provides such umbrella 
organisations with assistance in improving their management, communication with the 
member cooperatives, processing of the products (shortening the chain) and providing 
access to finance, importers and coffee roasters. 
 
In the ‘Progreso Coffee Fund’ programme, Rabobank, Stichting Doen and the Green 
Development Foundation provide assistance for 11 cooperatives of coffee producers 
in eight countries with a membership in excess of 122,000 small coffee farmers. The 
Rabobank Foundation also supports six other cooperatives of small coffee producers 
and four cocoa cooperatives by providing both expertise and finance. The Rabobank 
Foundation grants pre-harvest finance on a limited scale for the purchase and export 
of tropical fruits (mangoes and citrus fruits) and organic cotton and sugar. There is 
very strong demand for this integrated form of support, and Rabobank expects to 
extend it substantially in 2005 by involving partner organisations. 



 18



 19

Chapter 

3 
Case studies and workshops 

3.1 __ Introduction 

The potential role of financial institutions in a sustainable production of commodities 
was analysed by means of the general analysis of financial institutions and CSR (see 
chapter 2), two case studies (sugar and cotton production in Brazil) and two 
workshops (one in Brazil in June 2005 and one in The Netherlands in October 2005). 
The analysis of financial institutions and CSR was used as a basis for discussion in 
both workshops. The results of the Brazil workshop were presented as an input for the 
workshop in The Netherlands. 
 
In this chapter, the main results of the two case studies and the workshops are 
presented. They present the basis for the conclusions and recommendations in 
chapter 4. 

3.2 __ Case studies 

Production of sugar and cotton in Brazil were selected as case studies. For both case 
studies, an analysis was made of: 
 
·  The characteristics of production in Brazil (production volume, production location, 

trends, major players) and the product chains linked to this production. 
·  The sustainability issues relevant to the production of both commodities in Brazil 
·  The role of financial institutions in the production of the commodities 
 
The results of both case studies are presented in a separate report. In this paragraph, 
only the main conclusions related to case studies are presented.  

3.2.1___ Sugar from Brazil 

Characteristics of production in Brazil 
Brazil is the largest sugar exporting country worldwide. It exports between 45 and 55 
per cent of its sugar, depending on supplies and market conditions. Being the world’s 
largest producer of sugar as well, Brazil has created advantages towards other sugar 
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producing countries related to the size and scale of its sugar production, technology 
and energy creation. 
 
Cut cane can deteriorate rapidly and mills are generally sited closely to cane fields to 
minimise transport time. Typically, cane is processed within 24 hours after cutting. In 
Brazil, sugar cane production and processing are entirely privately owned. In total 
there are 318 sugar factories and distilleries that primarily grow crops on their own 
land. In addition, sugar cane is being cultivated by 60,000 independent farmers which 
account for 27% of overall production. Most mills sell their sugar to national suppliers, 
wholesalers, distributors or traders. The vast majority of exports is done through large 
trading companies. The larger mills and traders tend to export or distribute the sugar 
produced themselves. 

Sustainability issues in the cultivation phase 
In the cultivation phase, the impact on biodiversity is a major environmental issue. The 
following parameters can be used to describe the impact of cane production on 
biodiversity: 
 
·  Negative land conversion (habitat destruction) 

Substantial nature areas have been cleared for cane cultivation. The greatest land 
clearance for sugar cane cultivation occurred in the past, although new plantations 
may have a major impact on biodiversity as well. In Brazil, in the South-east cane 
fields were converted from previous coffee fields planted in the 19th century. In the 
last decade, the expansion of the crop in this region has been mainly over 
pastures. 

·  Habitat degradation and pollution 
o As most of the crop is within a slope range of 12%, where mechanised 

harvesting is possible, erosion is not a major issue for sugar cane in Brazil 
and only relevant in a few locations 

o Sugar cane production can be practised with a low consumption of chemical 
products. The main pests are biologically controlled and disease problems 
have been reduced through breeding programs. Weed is the main agronomic 
issue and herbicides are the main pesticide used. 

o The main source of pollution is the use of vinhaça as fertilizer. Vinhaça is a 
liquid waste of the sugar mill, very rich in nutrients. In the 70´s it was 
discharged in rivers, causing serious environmental damages. Today it is 
used as fertilizer, but its use in high concentration may cause soil and water 
resource degradation. 

o Many cane plantations in Brazil practically do not use any irrigation. Only in 
the Northeast region irrigation occurs intensively. 

·  Land use 
Brazil leads technology both in the field and in industry and some producers and 
mills in Brazil reach the same production level per hectare as top producers 
countries. 

 
The main social impacts of sugar production in Brazil relate to: 
·  Employment 

A relative large part of the cane sugar production and processing is organised on 
plantations with temporary and fixed workers (due to the seasonality of sugar 
cane production). Through mechanization, less people are employed in sugar 
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cane production which is bringing problems of reallocation of this workforce. 
Mechanization requires workers to be better prepared to operate complex and 
expensive machines and other equipments. Consequently, much less people are 
employed, but with a higher salary. 

·  Health 
Sugar cane cutting can be dangerous work. Sugar cane workers have an average 
working life of 12 years due to incapacitating injuries. Health problems may arise 
from field work such as encountering venomous snakes or insects, cuts and 
abrasions from cane leaves, frequent heavy lifting and repetitive strains as well as 
crop burning and other detrimental agricultural practices that harm soil, air, water 
and the health of farm workers. Moreover, mental and physical stress occurs from 
having to meet high production quotas. 

·  Child labour 
Brazil has progressive child labour laws that aim to protect children and prohibit 
youth under 14 years from working. However, child labour is used on sugar cane 
plantations throughout Brazil. 

·  Labour conditions 
Brazilian legislation prescribes minimum labour conditions (e.g. working hours, 
living wage, health issues). However, welfare and workers’ rights are not always 
complied with and can be poor for those working on the field, especially in case of 
a low world market sugar price. 

·  Remuneration 
As in many developing countries, the income earned by small cane farmers and 
the wages of employees in the sugar industry can be poor. The low world market 
price for sugar is an important factor for poor remuneration in the sugar cane 
sector. 

 
The main economic impacts of sugar production in Brazil relate to: 
·  Economic cost 

The expansion of sugar cane production in Brazil has been accompanied with 
high economic costs due to e.g. subsidies, implementation of infrastructure and 
incentives for cultivation. A large part of the production of sugar cane is used for 
domestic consumption and national demand for ethanol. However, the benefit of 
the public expenses is not evenly distributed over the population 

·  Economic return 
For Brazil, sugar cane is important for job generation and it is a powerful 
commodity that can be exported, generating credits for the Brazilian trade 
balance. Sugar accounts for about 2 per cent of the country’s gross national 
product and 17 per cent of the country’s agricultural product. 

 

Financing sugar production in Brazil 
The public sector strongly controlled the sector until the 90�s. Production levels, 
prices, incentives and subsidies, market share, quotas for export, localization of mills, 
research and technology were all controlled or coordinated by the national 
government. In the mid 90�s the sector started a new phase, when Brazil was passing 
by a liberalization process and the public sector was leaving the economy for free 
market regulations. Since then, the sector change dramatically. Many companies 
closed, others merged and the private financial sector started to have more 
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importance. French capital was the most agressive one, buying important companies 
(in total or partially). 
 
Today, the main financial players are international capital, pesticides and fertilizers 
companies, private national and international banks and still, but much less important, 
the public sector. The newst change in 2005 was the arrival of a international trader - 
Cargill, that bought one mill in the country. Rabobank and ABN AMRO are the Dutch 
financial institutions with presence in the sector. They have a limited role to define 
sustainablity in terms of market share, but their policies and performances in the 
agribusiness sector have become a reference of CSR and efforts to promote 
sustainability. 
 
Local banks are major players in financing sugar cane production. Examples are 
Banco de Brasil, Bradesco, Unibanco, Itau, Safra and Banco Rural. The largest 
international players are BancBoston and HSBC, ABN AMRO (which owns Banco 
Real), Rabobank and Macquarie, being particularly active in the marketing of price 
risk management products to sugar mills (IIED, 2004). 
 
Farmers need working capital on the short term to purchase inputs (e.g. fertilizers) to 
produce their crop. This kind of finance is primarily or wholly provided by domestic 
banks. Large farms will have little problems obtaining financing. However, when cane 
is supplied by a large number of small growers, this can be more problematic, both 
from an efficiency point of view (one mill may have thousands of growers, each 
cultivating only an hectare or two) and from a credit perspective (small growers often 
have little collateral to offer banks against a loan) (IIED, 2004). However, this situation 
is not relevant for Brazil, since the mills plant most of the cane they crush and farmers 
have bigger average areas.  
 
Processors also have short term and long term requirements. Working capital is 
required in order to purchase cane from growers and to finance the costs of inputs 
required to turn this raw material into sugar. Processors need longer term finance for 
capacity expansion, purchase of new technology, etc. Large scale and profitable 
processors may well be able to raise funds for working capital from local or 
international commercial banks on the basis of their own creditworthiness, by issuing 
a corporate guarantee to a bank (usually the loan agreement will contain certain 
covenants or conditions). Another alternative for powerful players is to issue short 
term debt via commercial paper in order to raise funds for working capital. 

Financial institutions and a sustainable production of cotton 
There are some changes in the chain of both crops to move towards sustainability that 
heavily depend on financial investment. In these cases financial institutions could play 
a key role to promote such changes as (IMAFLORA, 2005): 
 
·  End of burning for harvesting sugarcane: it relies on buying machinery, where 

each set of equipment costs more than U$ 250.000. It also implies changing the 
production system in the field. Financial institutions could offer special credits for 
these investments and also consider “penalties” for those who do not want to 
engage in this process.  

·  Compliance with Brazilian forest law. Most farms still need to invest a lot to 
comply with the law. There are two major changes: to plant forests along the 
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streams to comply with APP requirement and to remove crops and plant forest at 
Reserva Legal, that ranges from 20% to 80% of the farm area, depending whether 
it is in the Center-South or the Amazon. Financial instruments are critical for 
farmers to be able to make such changes. 

·  Investments in new technologies and equipment in sugar mills, resulting in lower 
water and energy consumption.   

·  Social improvements: as we are dealing with very basic rights, in this case 
financial institutions should punish clients that do not comply with the law or 
international agreements. Incentives should be in the direction of improving 
housing, food, health and education levels of rural and industrial workers. 

 

3.2.2___ Cotton from Brazil 

Sustainability issues in the cultivation phase 
The production of cotton affects the environment in several ways. The most important 
issues are: 
 
·  use of pesticides and fertilizers 
·  soil depletion and degradation: erosion, contamination due to use of pesticides 

Soil erosion became a minor problem as the new regions cultivated allow a semi 
no till system and heavy rains do not occur when the soil is not covered. 

·  freshwater contamination 
·  land conversion and loss of biodiversity 

The new agricultural frontiers in Brazil are moving to the Amazon and Center-
West, where forest and savannah biomass are under pressure. Cotton is linked to 
soya expansion, which is linked to cattle activity (FBOMS, 2005). Therefore, 
cotton may have an indirect impact over deforestation of Cerrado and the 
Amazon.  

·  use of genetically modified cotton 
There is no GMO cotton cultivated in Brazil yet, but the National Biosafety Law 
has just been approved and may result in new GMO varieties available soon. The 
multinational seed companies will dominate the supply of GMO seed, with a focus 
on herbicide resistance, instead of plague resistance. There are possibilities of 
present illegal cultivation of GMO seeds in the country. 

 
It should be noted that in Brazil, water use is not an important issue as the crop is 
mainly cultivated without irrigation.  
 
In general the following social aspects are relevant to the production chain of cotton: 
·  (bad) working conditions 
·  (use of) child labour 
·  (absence of) freedom of association and collective bargaining 
·  (absence of) non-discrimination 
·  (use of) forced and compulsory labour  
·  (no) equal treatment 
 
Cotton production is economically very important for developing countries because it 
is a major source of income for small farmers, a source of employment and industrial 



 24

development. However, the international cotton market also leads to socio-economic 
problems in cotton production: 
 
·  In the USA, and on a smaller scale in Europe, cotton production is ‘artificially’ 

being kept alive through significant subsidies. These subsidies negatively affect 
the global cotton price. 

·  Inefficiencies occurs between the production and processing phase. Production 
and processing activities in many cases appear to operate separately which has 
negative consequences for the efficiency of processes. For example, in Brazil 
farmers widely apply machine picking whereas ginneries have not invested in 
modern machines resulting in problems when processing machine picked cotton. 

·  Small and marginal farmers have incurred huge debts by investing in pesticides 
(usually manufactured by multinational corporations) and other modern 
agricultural techniques which haven not resulted in better yields. 

Financing cotton production in Brazil 
Similarly to sugar, cotton production was basically financed by the public sector. 
Presently, international and national traders are the main actors to finance production 
and ginning. Fertilizers and pesticides companies also play an important role, 
especially for large producers and cooperatives of small producers. National and 
international banks are important in the sector. It is important to highlight that in Mato 
Grosso cotton is cultivated in the same areas as soybeans. Therefore, cotton is 
somehow indirectly financed by the few very large soy traders, if you consider 
investments in land, machineries, workers and other resources shared by producers 
to cultivate soy and cotton on the same land. Banks finance fertilizers companies, and 
their indirect importance grows if you consider indirect investments along the chain. 
Rabobank and ABN AMRO are the Dutch financial institutions with presence in the 
sector. They have a limited role to define sustainability in terms of market share, but 
their policies and performances in the agribusiness sector have become a reference 
of CSR and efforts to promote sustainability (IMAFLORA, 2005). 
 
In Brazil, cotton production is financed by different schemes: 
 
1) Public funds are not relevant to the present situation of large scale production. 

Loans are limited from U$ 60.000 to 70.000 per farm, which is a small value to the 
main production region - Mato Grosso. 
Although the public sector has been of limited importance regarding direct 
financing of production, it has a critical role in terms of investing in new production 
areas and the maintenance of the infrastructure for transportation of supplies, 
intermediary products and final products. It includes roads, ports, energy, 
storages and other infrastructural facilities, that limit business in the distant areas 
where cotton is cultivated now. 

2) Private banks, both national and international, are important, but mainly in an 
indirect way. Private banks play a very important role by financing traders and 
agribusiness suppliers, mainly fertilizers companies.  

3) Agribusiness companies (seeds, machineries, pesticides and fertilizers) play the 
major role in financing cotton cultivation in Brazil. Basically these companies 
provide all that is necessary for production. 

4) Traders finance large producers, who may guarantee the quality of the cotton, but 
this is still limited for Brazil. 
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5) The textile industry finances a few large producers, with contracts defining price at 
harvest time, decreasing risks for producers. However, both sides have not 
always followed the contracts and this type of financing is still of limited 
importance. 

 
Finally, although the direct importance of the public sector has decreased on the 
production side, it has been crucial in maintaining or increasing infra-structure. It 
includes roads, ports, energy, storages and other infrastructural facilities, that limit 
business in the distant areas where cotton is cultivated now. The present policy of 
public-private partnerships will probably increase this scenario, increasing the 
importance of the private sector, including banks. 

Financial institutions and a sustainable production of cotton 
The potential role of financial institutions is very similar to the production of sugar 
cane (IMAFLORA, 2005): 
 
·  Investments in crop diversification and integrated pest management aiming to 

reduce pesticide use. 
·  Compliance with Brazilian forest law. Most farms still need to invest a lot to 

comply with the law. There are two major changes: to plant forests along the 
streams to comply with APP requirement and to remove crops and plant forest at 
Reserva Legal, that ranges from 20% to 80% of the farm area, depending whether 
it is in the Center-South or the Amazon. Financial instruments are critical for 
farmers to be able to make such changes. 

·  Investments in new technologies and equipment in cotton factories, resulting in 
lower water and energy consumption. 

·  Social improvements: as we are dealing with very basic rights, in this case 
financial institutions should punish clients that do not comply with the law or 
international agreements. Incentives should be in the direction of improving 
housing, food, health and education levels of rural and industrial workers. 

3.3 __ Workshops 

The results of the case studies and the general analysis of financial institutions and 
CSR were used as the basis for discussion during the workshops. The reports of the 
workshops are presented in annex 1 (workshop in Brazil) and annex 2 (workshop in 
The Netherlands). 
 
In this paragraph the main outcome of both workshops is presented. 

3.3.1___ Workshop in Brazil 

The focus of the workshop in Brazil was on the main dilemmas and recommendations 
related to the role of financial institutions in enhancing a sustainable production of 
commodities through credit lending and risk management. The case studies on sugar 
and cotton were used as a basis. General remarks, main dilemmas and 
recommendations resulting from the workshop were:  
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General remarks 
·  For a proper assessment of the potential role of the financial sector in a 

sustainable production of cotton and sugar an in depth assessment of the current 
role of the financial sector is needed, including an analysis of trends and 
developments in the sector (future scenarios etc.). This assessment may need to 
be country or region specific. 

·  Financial institutions could also provide positive stimuli for best practices, e.g. 
lower interest when a producer produces in a sustainable way. 

·  There may be conflicts in sustainability issues: for example more mechanization 
may be good for labor standards and for the environment (reduction of burning 
sugar) but will lead to unemployment. 

·  If the banks do not develop adequate instruments for financing and investing in 
sustainable commodities, it will cost them money eventually (risks, liability, etc.). 

Dilemmas 
·  Developing credit criteria is ‘easy’, successfully engaging with existing clients to 

comply is the real challenge 
·  Denying credit based on sustainability criteria may lead to parallel systems (free 

riders) 
·  What to do if a client does not want to comply on one issue, but is doing fine on 

other issues (e.g. legislation: the set aside regulation in Brazil)? 
·  It is essential to include the client’s clients and suppliers in a screening; problems 

may only occur in the second/third layer 
·  Banks are not the only ones providing credit: e.g. agrochemical companies and 

processors. Banks should consider this when providing credit to these 
multinationals. 

·  Developing baseline criteria like the EP is more difficult for smaller credits: a much 
higher potential of ‘free riders’ 

·  A financial institution is not part of the product chain; the real potential lies with 
major partners in the chain (which may be clients of the financial institution) 

Recommendations 
·  Provide for positive incentives: e.g. lower interest rates for sustainable credits and 

cheaper insurance. 
·  Always include the chain of customers in a screening, especially in the case of 

multinational companies 
·  Work on a methodology to engage with existing clients to comply with 

sustainability criteria 
·  Look into the possibilities to cooperate with the main financial competitors on a 

specific market in setting baseline CSR-criteria 
·  Work on sustainable production of commodities through the relations between 

financial institutions and major partners/clients in the product chain itself. 
 

3.3.2___ Workshop in The Netherlands 

During the workshop in the Netherlands, the dilemmas and recommendations from 
the Brazil workshop were presented as a basis for discussion. In addition, both 
Rabobank and ABN Amro presented their approach with regard to a sustainable 
production of commodities. Main results form this workshop were: 
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·  Banks need crop-specific criteria and know-how in order to determine the specific 

sustainability risks of every crop. A two-step approach may however be needed: a 
general set of criteria (one umbrella) to guide and to evaluate specific criteria and 
a translation for every bank into crop-specific criteria and procedures. Umbrella 
principles may already be available in the various international agreements made 
in the past, like the Global Compact. 

 
·  Banks could cooperate with local governments to ensure that laggards among the 

producers operate within the boundaries of applicable legislation. Cooperation 
with NGOs may provide banks with knowledge of situations where companies are 
in non-compliance and therefore risky to invest in. 

 
·  Positive incentives with regard to CSR performance of a bank’s clients can and 

are in some cases already incorporated in the credit lending system of a bank. 
Existing risk assessments include non-financial issues which determine part of the 
rating of a company. The costs of the credit (interest rate) depend on the rating.  

 
·  Other possible positive incentives include a bonus for bank-employees based on 

the number of CSR related loans. The underlying assumption is that CSR related 
loans are safer and will therefore generate more profit 

 
·  An analysis of the key driving forces in a sector should be made to have a proper 

understanding of the potential role of financial institutions in a sustainable 
commodity production.  

 
·  The potential role of financial institutions in commodity production may be limited 

by the fact that financing is in many cases in the hands of large traders and 
processors. Therefore a direct influence of financial institutions on commodity 
production may be limited. 
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Chapter 

4 
Conclusions and recommendations 

The main objectives of the study were: 
 
1. to obtain insight in the relation between (Dutch) financial institutions and a 

(sustainable) production of commodities and the current and potential contribution 
of these institutions to a sustainable production of commodities. 

2. to provide VBDO with the information and instruments to address and support 
investors and listed financial institutions to stimulate sustainable production of 
commodities. 

3. to provide Imaflora with information on the opportunities and bottlenecks to 
mobilize financial institutions in the strive for sustainable production of 
commodities in Brazil.  

 
It can be concluded that the objectives have largely been met. However, it is realised 
that the focus of the study has been limited (to banks and credit lending) and that the 
number of CSR initiatives in the financial sector is growing rapidly. The study 
therefore does not provide a comprehensive overview of the various relations 
between financial institutions and commodity production and does not provide a 
comprehensive overview of CSR initiatives in the financial sector. 
 
The main conclusions and recommendations are presented in paragraphs 4.1 and 
4.2. 

4.1 __ Conclusions 

From the study, the following is concluded: 
 
·  An analysis of the key driving forces in a sector / production chain is necessary to 

have a proper understanding of the potential role of financial institutions in a 
sustainable commodity production. Such an analysis should include the 
identification of links with key players, like traders, processors and agrochemical 
companies that directly influence production circumstances in commodity 
production and may lead to valuable insight in effective ways to contribute to a 
sustainable production. 

 
·  Financial institutions may contribute to a sustainable production by actively 

financing and stimulating investments in best practices in commodity production 
(e.g. crop diversification and integrated pest management in cotton production 
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and financing machinery necessary to end burning in harvesting of sugar cane). 
Financial institutions could offer special credits for these investments. 

 
·  Financial institutions may contribute to a more sustainable production of 

commodities through screening criteria (risk assessment) in credit lending related 
to commodity production. Since especially in commodity markets producers re 
often financed by agrochemical companies, traders and processors, financial 
institutions may not be able to influence production practices directly. However, by 
including the client’s clients in CSR related risk assessment, banks may still 
influence production practices. 

 
·  Production circumstances in commodity production may also be influenced by 

financial institutions through cooperation with major clients further up the chain, 
(e.g. multinational food companies and retailers), through sector specific projects 
and programs. 

 
·  It should be realized that there may be conflicts in sustainability issues, e.g. more 

mechanization may be good for labour standards and for the environment but will 
lead to unemployment. How to deal with these trade-offs will have to be 
determined on a case by case basis. 

 
·  Although for some high risk sectors (palm oil, extractive industries) criteria or 

codes of conduct have already been developed, is seems that financial institutions 
are still at the beginning of dealing with sustainability issues related to most 
commodities. These first steps include analysis of the commodity chains and 
testing of commodity specific screening criteria. 

 
·  Part of the financial sector already incorporates CSR criteria in credit risk 

assessments. However, competition between different sources of credit 
(competing banks) may limit the possibilities of applying strict CSR criteria as this 
would lead to parallel systems. 

 
·  In practice, a sector specific (criteria) approach appears to be necessary for 

banks. However, sector specific criteria may be part of a two step approach:       
1) a general set of criteria (one umbrella) to guide and to evaluate specific criteria 
and 2) a translation for every bank into crop-specific criteria and procedures. 

 
·  The approach of banks towards CSR issues in risk assessment differ between 

existing clients and new (potential) clients. In case of non-compliance by existing 
clients, the client will be invited to work towards compliance in cooperation with 
the bank. In case of potential clients credit proposals may be rejected more easily. 

 
·  Although Dutch banks may have a limited role to define sustainability in terms of 

market share for certain commodity/country combinations, their experiences, 
policies and performances in the agribusiness sector have become a best-
practice example of CSR and efforts to promote sustainability. 

 
·  In Brazil, the direct importance of the public sector has decreased on the 

production side of cotton and sugar. However, the public sector has been crucial 
in maintaining or increasing infra-structure, including roads, ports, energy, 
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storages and other infrastructural facilities. The present policy of public-private 
partnerships will probably increase this scenario, increasing the importance of the 
private sector, including banks, in these sectors. 

4.2 __ Recommendations for the VBDO and Imaflora 

Based on the results, the following is recommended: 
 
·  Address financial institutions about their policy, screening tools and screening 

criteria related to credit lending in commodity production. Pay specific attention to: 
o The indirect impact a financial institution may have by financing 

processors, agrochemical companies and traders in the commodity 
market. 

o The possibilities to stimulate best practices by providing lower interest 
rates for credits related to investments enhancing sustainability. 

o The way other stakeholders are or have been involved in developing 
policies and screening criteria. 

o Positive incentives within the financial institution to increase the number 
of CSR sound loans, e.g. by linking this number to bonuses for bank-
employees. 

o Positive incentives for companies to improve sustainability performance, 
for example by means of lower interest rates. 

 
·  Address financial institutions about the possibilities to cooperate with key players 

further up the production chain (clients of the bank), like multinational food 
companies and retailers. An analysis by the bank of the key players in the 
commodity chains and the financial links with these key players may be necessary 
to identify options to enhance a sustainable production of commodities and to 
develop an effective approach. 

 
·  Stimulate exchange of information between financial institutions. Financial 

institutions are performing sustainability analysis of commodity chains and 
analysis of key players in commodity chains. This information may be relevant to 
other financial institutions as well. A sector level database containing practical 
information on sustainability issues, best practices and key players for specific 
commodity chains may be an important tool in this respect. 

 
·  Address financial institutions about their role in infrastructural projects related to 

the trade in commodities (roads, storage facilities, etc.). 
 
·  Address financial institutions about the way they deal with clients not complying 

with national legislation and the rationale behind these bank practices (e.g. what 
would happen if credit requests are denied?). 

 
·  Stimulate cooperation between financial institutions and Dutch and local NGO’s 

active in commodity production in specific countries and regions. NGO’s may be 
able to provide a lot of information on best practices and key players in the 
commodity chains.  
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Annex 

1 
Equator principles 

 

STATEMENT OF PRINCIPLES 
 
We will only provide loans directly to projects in the following circumstances:  

 

1. We have categorised the risk of a project in accordance with internal guidelines based upon 

the environmental and social screening criteria of the IFC as described in the attachment to 

these Principles (Exhibit I).  

 

2. For all Category A and Category B projects, the borrower has completed an Environmental 

Assessment (EA), the preparation of which is consistent with the outcome of our categorisation 

process and addresses to our satisfaction key environmental and social issues identified during 

the categorisation process.  

 

3. In the context of the business of the project, as applicable, the EA report has addressed: 

a. assessment of the baseline environmental and social conditions 

b. requirements under host country laws and regulations, applicable international treaties and 

agreements 

c. sustainable development and use of renewable natural resources 

d. protection of human health, cultural properties, and biodiversity, including endangered 

species and sensitive ecosystems 

e. use of dangerous substances 

f. major hazards 

g. occupational health and safety 

h. fire prevention and life safety 

i. socioeconomic impacts 

j. land acquisition and land use 

k. involuntary resettlement 

l. impacts on indigenous peoples and communities 

m. cumulative impacts of existing projects, the proposed project, and anticipated future 

projects 

n. participation of affected parties in the design, review and implementation of the project 

o. consideration of feasible environmentally and socially preferable alternatives 

p. efficient production, delivery and use of energy 

q. pollution prevention and waste minimization, pollution controls (liquid effluents and air 

emissions) and solid and chemical waste management 
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Note: In each case, the EA will have addressed compliance with applicable host country laws, 

regulations and permits required by the project. Also, reference will have been made to the 

minimum standards applicable under the World Bank and IFC Pollution Prevention and 

Abatement Guidelines (Exhibit III) and, for projects located in low and middle income countries 

as defined by the World Bank Development Indicators Database, the EA will have further taken 

into account the then applicable IFC Safeguard Policies (Exhibit II). In each case, the EA will 

have addressed, to our satisfaction, the project�s overall compliance with (or justified deviations 

from) the respective above-referenced Guidelines and Safeguard Policies.  

 

4. For all Category A projects, and as considered appropriate for Category B projects, the 

borrower or third party expert has prepared an Environmental Management Plan (EMP) which 

draws on the conclusions of the EA. The EMP has addressed mitigation, action plans, 

monitoring, management of risk and schedules.  

 

5. For all Category A projects and, as considered appropriate for Category B projects, we are 

satisfied that the borrower or third party expert has consulted, in a structured and culturally 

appropriate way, with project affected groups, including indigenous peoples and local NGOs. 

The EA, or a summary thereof, has been made available to the public for a reasonable 

minimum period in local language and in a culturally appropriate manner. The EA and the EMP 

will take account of such consultations, and for Category A Projects, will be subject to 

independent expert review.  

 

6. The borrower has covenanted to:  

a. comply with the EMP in the construction and operation of the project  

b. provide regular reports, prepared by in-house staff or third party experts, on compliance 

with the EMP and  

c. where applicable, decommission the facilities in accordance with an agreed 

Decommissioning Plan.  

 

7. As necessary, lenders have appointed an independent environmental expert to provide 

additional monitoring and reporting services.  

 

8. In circumstances where a borrower is not in compliance with its environmental and social 

covenants, such that any debt financing would be in default, we will engage the borrower in its 

efforts to seek solutions to bring it back into compliance with its covenants.  

 

9. These principles apply to projects with a total capital cost of $50 million or more.  

 

The adopting institutions view these principles as a framework for developing individual, internal 

practices and policies. As with all internal policies, these principles do not create any rights in, 

or liability to, any person, public or private. Banks are adopting and implementing these 

principles voluntarily and independently, without reliance on or recourse to IFC or the World 

Bank. 
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Annex 

2 
Workshop Sao Paulo Brazil 

Date: June 30, 2005 
Location: Hotel Wall Street, Sao Paulo, Brazil 

Participants 
Amigos da Terra Amazônia Brasileira Roberto Smeraldi 
Amigos da Terra Amazônia Brasileira Weber Amaral 
Amigos da Terra Amazônia Brasileira Victório Mattarozzi 
Amigos da Terra Amazônia Brasileira Cássio Trunkl 
Banco Real ABN AMRO Cristiane Ronza 
CREM Wijnand Broer 
ICEC (Instituto de Comunicação,  
Estudos e Consultoria) Pieter Sijbrandij 
Imaflora Luís Fernando Guedes Pinto 
PENSA (Agribusiness Intelligence Center) Samuel R. Giordano 
PENSA (Agribusiness Intelligence Center) Priscila Borin de Oliveira Claro 
Rabobank Fabiano Guimarães Costa 
The Nature Conservancy Ana Cristina Barros 
The Nature Conservancy Ricardo Russo 
UNICAMP (Universidade Estadual de Campinas) Tamás Szmrecsányi 
VBDO Gerdien Dijkstra 
WWF Ilan Kruglianskas  
 
Presentations 

Gerdien Dijkstra – VBDO 
The VBDO is the Dutch Association of Sustainable Investors. Its main activities are to 
engage with the 50 largest Dutch listed companies on sustainability issues. Also 
banks are among these listed companies, and trading and investing in commodities is 
a relevant subject from the perspective of sustainability.  
Rabobank and ABN AMRO are two large Dutch banks that have volunteered to 
participate in this project. 

Wijnand Broer – CREM 
CREM conducted the research for this project, together with Imaflora. The focus of the 
project is on the commodities sugar and cotton. Most relevant activities of banks are 
investment banking and asset management. Many international guidelines (e.g. 
Equator Principles, UNEP FI, Bank Track Guiding Principles) are available for banks 
on sustainability issues. Banks themselves have also developed codes of conduct and 
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sustainability screening tools to guide their investments: These codes of conducts and 
screening tools may also apply to investments in commodity production. However, 
whether these tools are adequately dealing with the specific sustainability issues 
related to different commodities is not clear. The development of product specific 
screening tools, e.g. on the basis of best practices, may prove to be necessary. 

Luis Fernando Guedes Pinto – Imaflora 
Imaflora conducted research on the sustainability issues connected with the 
production of cotton and sugar (cane) in Brazil and the links with financial institutions. 
 

Current sustainability policy of banks when financing commodity production 
and trading 
 
Banco Real ABN AMRO: 
·  Use of a generic questionnaire for social and environmental risk assessment, 

based on Brazilian law. 
·  A questionnaire for agriculture is under construction. There will be no specific 

questionnaires for agricultural subsectors (product specific questionnaires). 
·  There are no specific criteria for commodity production & trading. However, the 

main issues found are social issues, like slave labor and child labor. 
·  Existing clients receive a questionnaire; when they do not meet the criteria, 

engagement with the client is started to improve the performance of the company. 
It is difficult and not desirable to break up relations with existing clients. 

·  Banco Real monitors the improvement of existing clients by means of site visits. 
This is very demanding (costs time & effort) but part of the work of a bank 
nowadays. 

·  Checking compliance is much easier when a client is certified. A bank can 
contract the certification organization to do the auditing. If certification is not 
obligatory, things are much more difficult to check. 

·  Implementing the sustainability policy is easier with new clients: new clients are 
assessed based on a standard assessment (environmental management), a list 
with exclusion criteria (e.g. the Brazilian government black list of companies found 
guilty of slave labour) and the Equator Principles. If an existing client is on the 
black list, the company may explain the reasons why and how it is solving the 
problem. 

·  The clients of clients are important as well. For example, including the chain in the 
screening leads to a situation where slave labor is found in 100% of the cases.  

·  It is relatively easy to develop criteria, the major question is how to successfully 
engage with existing clients (methodology)? Engagement is better than exclusion: 
"to invite to dance" will lead to win-win situation. 
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Rabobank: 
·  The Rabobank approach is different from the approach of ABN AMRO, because 

Rabobank has no retail banking in Brazil, only corporate banking. 
·  Rabobank is developing a detailed system to monitor project finance and 

transactions/lending. This is a filter specific for the Brazilian situation, but generic 
for all sectors. 

·  This screening process will be based on a questionnaire that will have to be 
completed by all clients. It results in a black list (not approved), a yellow list 
(questionable) and a green list (approved). 

·  Rabobank will not only monitor the performance of the clients, but will also help 
them to improve their performance. 

·  It is difficult for a bank to be involved in auditing existing clients. It would be very 
helpful when NGOs make clear which (practical!) criteria the bank could follow.  

·  Rabobank does not have a tool that is practical enough to use in a credit system. 
·  Rabobank is about to develop sector specific screening criteria within the 

agricultural sector (like the criteria for soy). 
·  It is essential to include the client’s clients or suppliers in the screening (the chain 

of cutomers), like the farmers that produce for a processor Rabobank is financing. 
A problem may only be present in the second or third layer. This is already part of 
the current screening by Rabobank. 

 
Other issues raised during the discussion 
·  For a proper assessment of the potential role of the financial sector in a 

sustainable production of cotton and sugar an in depth assessment of the current 
role of the financial sector is needed, including an analysis of trends and 
developments in the sector (future scenarios etc.). This assessment may need to 
be country or region specific. 

·  The current credit system in Brazil may be of great influence on the way credit is 
provided and the conditions by banks. There is an 8 % rate for rural credits and in 
practice many loans are not paid back. In practice there is a political back up, not 
a company back up. How this influences the relation between the financial 
institution and the client is not clear. The system would probably be very different 
if this subsidy system was not in place. The same of course goes for Europe, 
where subsidy systems cause market distortions. 

·  Check potential synergy with the project with the Alliance for Responsible 
Consume (Amigos da Terra, Imaflora, Imazon and RBMA). It targets market 
incentives for sustainable land use and has a component that includes the 
financial sector. This is a 4 year project. 

·  Financial institutions could also provide positive stimuli for best practices, e.g. 
lower interest when a producer produces in a sustainable way. 

·  IFC has funds available for environmental and social projects. A bank could use 
these funds to assist clients. However, if the sector has a problem, the bank will 
have a problem as well. Because of this, banks tend to look at the not so sensitive 
sectors.  

·  CSR is not core business of a bank and what is sustainable for a bank does not 
necessarily have to be sustainable for an NGO. 

·  It should be realized that targeting financial institutions does not always solve the 
problem, since money is also provided by others like agrochemical companies. 
Banks should consider this when providing credit to these multinationals. 
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·  You should be aware of the risk of parallel systems where banks using no 
sustainability criteria at all take over. 

·  Commodity-specific tools (for sustainable commodity investment & financing) 
have to be developed, comparable with FSC certification. Eurep GAP standards 
are too generic. 

·  There may be conflicts in sustainability issues: for example more mechanization 
may be good for labor standards and for the environment (reduction of burning 
sugar) but will lead to unemployment. 

·  Banks may need to develop risk-reduction measures for small (sustainable) 
producers. 

·  If the banks do not develop adequate instruments for financing and investing in 
sustainable commodities, it will cost them money eventually (risks, liability, etc.). 

Conclusions & recommendations 
·  It is easy to deny a new client on the basis of sustainability criteria, but it is 

complicated to work with present clients – the engagement issue. 
·  Social and environmental certification of clients make it easier for banks to assess 

the sustainability performance; but certification is not easy to obtain for small 
producers and it can also lead to bureaucracy and a situation where certification 
acts as government regulation. 

·  Financial institutions should not only use exclusion criteria, but also focus on 
benefits for "sustainable" clients, like lower credit rates and cheaper insurance. 

·  A suitable methodology for verification/monitoring of compliance of standards is a 
bottleneck. Important question is also: who audits and monitors for the bank? 

·  An outlook study is needed on future trends in commodities: e.g. replacement 
sugar by cattle. 

·  There is a need for a common general standard politically agreed on by all 
stakeholders, like the FSC standard for forest management. The standard should 
be on the level of agriculture, instead of specific crops. 

·  Banks should consider the fact that their clients may provide credits to their clients 
as well, especially in the case of multinational companies. In addition, the chain 
should always be taken into account in a sustainability screening (e.g. by looking 
at the purchasing policy of a client).  

·  Banks should also pay attention to contractual agreements between the links of 
the commodity production chains. 

·  Brazil is hot-spot for sustainability initiatives: new things start here, based on 
experience! – attention in Europe should be more focused on this 

Follow-up 
·  The results of the workshop will be included in the VBDO report on financial 

institutions and a sustainable production of commodities.  
·  At the end of 2005 a workshop will be held in The Netherlands to discuss the 

outcome of the study. NGOs, financial institutions and representatives from 
government will be invited to this meeting. 

·  The project will be finished at the end of 2005. 
 
 
Thank you for participating and contributing to the discussion!  
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Annex 

3 
Workshop Utrecht The Netherlands 

Date: October 31, 2005 
Location: Rabobank Head Quarters, Utrecht, The Netherlands 

Participants 
 

ABN AMRO Bank – Monika Veric 
ABN AMRO Asset Management–  Terence Berkleef 
Bank Track – Johan Frijns 
AIDEnvironment – Jan Maarten Dros 
AIDEnvironment – Wolfgang Richert 
CREM - Wijnand Broer 
CREM – Anouk van Heeren 
Dutch Sustainability Research – Dennis Siemelink 
Fortis Bank – Jasper van Schaik 
Imaflora - Luís Fernando Guedes Pinto 
Ministry of Foreign Affairs – Piet Klop 
NC-IUCN – Henk Hartogh 
NC-IUCN – Henk Simons 
NC-IUCN – Mathew Parr 
Novib / Oxfam – Frank Mechielsen 
Rabobank International – Hans Biemans 
Rabobank International - Therry Derks 
Robeco Groep – Wilco van Heteren 
Solidaridad – Jan Gilhuis 
VBDO - Gerdien Dijkstra 
VBDO – Piet Sprengers 

Presentations 

Piet Sprengers – VBDO 
The VBDO is the Dutch Association of Sustainable Investors. Its main activities are to 
engage with the 50 largest Dutch listed companies on sustainability issues. Also 
banks are among these listed companies, and trading and investing in commodities is 
a relevant subject from the perspective of sustainability.  
Rabobank and ABN AMRO are two large Dutch banks that have volunteered to 
participate in this project. 
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Wijnand Broer – CREM 
CREM conducted the research for this project, together with Imaflora. The study 
consisted of two parts: 
 
1) analysis by Imaflora of the sustainability issues in the cotton and sugar production 
cane and the role of financial institutions in the production of the crops 
2) analysis by CREM of the systems and instruments the banks have in place to 
assess sustainability risks in credit lending activities 
 
The focus of the project is on the commodities sugar and cotton. Most relevant 
activities of banks are investment banking and asset management. Many international 
guidelines (e.g. Equator Principles, UNEP FI, Bank Track Guiding Principles) are 
available for banks on sustainability issues. Banks themselves have also developed 
codes of conduct and sustainability screening tools to guide their investments: These 
codes of conducts and screening tools may also apply to investments in commodity 
production. However, whether these tools are adequately dealing with the specific 
sustainability issues related to different commodities is not clear. The development of 
product specific screening tools, e.g. on the basis of best practices, may prove to be 
necessary. 
 
In the presentation the project objectives and approach are highlighted. The main 
focus of the project is on sustainability criteria in credit reviews. This is a pragmatic 
limitation of the scope, not because risk management and the use of screening criteria 
in asset management is less relevant. An overview is provided of sector initiatives and 
bank specific initiaves by Rabobank and ABN Amro. This information was also used 
as a basis for the workshop in Brazil in June 2005, to discuss the potential 
contribution of the financial sector to a sustainable production of commodities. Sugar 
and cotton were used as case studies to provide for a basis for discussion. Several 
NGOs, banks and experts on sugar and cotton production participated in this 
workshop. The workshop resulted in the identification of dilemmas and 
recommendations related to the role of financial institutions, including: 
 
Dilemmas: 
·  Developing credit criteria is ‘easy’, successfully engaging with existing clients to 

comply is the real challenge 
·  Denying credit based on sustainability criteria may lead to parallel systems (free 

riders) 
·  What to do if a client does not want to comply on one issue, but is doing fine on 

other issues (e.g. legislation: the set aside regulation in Brazil)? 
·  It is essential to include the client’s clients and suppliers in a screening; problems 

may only occur in the second/third layer 
·  Banks are not the only ones providing credit: e.g. agrochemical companies and 

processors 
·  Developing baseline criteria like the EP is more difficult for smaller credits: a much 

higher potential of ‘free riders’ 
·  A financial institution is not part of the product chain; the real potential lies with 

major partners in the chain (which may be clients of the financial institution) 
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Recommendations: 
·  Provide for positive incentives: e.g. lower interest rates for sustainable credits and 

cheaper insurance. 
·  Always include the chain of customers in a screening, especially in the case of 

multinational companies 
·  Work on a methodology to engage with existing clients to comply with 

sustainability criteria 
·  Look into the possibilities to cooperate with the main financial competitors on a 

specific market in setting baseline CSR-criteria 
·  Work on sustainable production of commodities through the relations between 

financial institutions and major partners/clients in the product chain itself. 
 
These results may form the basis for follow-up activities by VBDO, IMAFLORA and 
other stakeholders. Based on the these dilemmas and recommendations, several 
issues for discussion (translated into statements) were identified for the Utrecht 
workshop: 

Luis Fernando Guedes Pinto – Imaflora 
Imaflora conducted research on the sustainability issues connected with the 
production of cotton and sugar (cane) in Brazil and the links with financial institutions. 

Hans Biemans – Rabobank 

Monika Veric – ABN AMRO 

 

Issues discussed during the meeting 
 
General or sector-specific criteria 
Imaflora prefers general criteria for all agricultural products (e.g. compare FSC 
criteria), because the sustainability issues are comparable for all crops. Also, popular 
crops may change from year to year. 
The banks emphasize that they do need crop-specific criteria and know-how in order 
to determine the specific sustainability risks of every crop. 
A two-step approach may be needed: a general set of criteria (one umbrella) to guide 
and to evaluate specific criteria and a translation for every bank into crop-specific 
criteria and procedures. Because all banks have different approaches to sustainability, 
the systems and instruments used to assess sustainability in credit lending may also 
be different. 
It is mentioned that these umbrella principles are already available in the various 
international agreements made in the past, like the Global Compact. 
 
How to act in case of laggards regarding a sustainable production? 
How to stimulate the so-called "laggards" among the production companies to 
improve their sustainability performance. To influence this group of producers, banks 
should cooperate more with the (local) government to ensure that these companies 
are operating within the boundaries of applicable laws. Also, the banks have to 
cooperate with (local) NGOs. They have knowledge of situations where companies 
are in non-compliance and therefore risky to invest in. 
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In practice good companies are moving away from the dirty parts the supply chain. It 
may be difficult to see what is happening in outsourced work. 
 
Positive (pro-active) instruments  
Most pro-active instruments (positive incentives) are financial instruments, and 
therefore cost money. At the moment, ABN AMRO is using positive incentives, based 
on corporate governance performance of the companies. This is integrated in the 
credit-lending system. CSR issues will also be incorporated into the system of risk 
assessment. 
At Rabobank, a similar system is functioning: the risk model consists of 20 questions, 
of which 10 are about non-financial issues (including corporate governance). The non-
financial issues determine for 30% the rating of a company. The price of credit-lending 
(= interest rate) depends on the rating 
Other possible positive incentives are: to give a bonus for the bank-employee, based 
on the number of CSR related loans. This instrument could act as an important 
incentive for employees. The underlying assumption is that CSR related loans are 
safer and will therefore generate more profit. 
 
The role of financial institutions in commodity production 
It is emphasized that an analysis of the key driving forces in a sector should be made 
to have a proper understanding of the potential role of financial institutions in a 
sustainable commodity production. In addition it is mentioned during the discussion 
that the potential role of financial institutions in commodity production will be limited by 
the fact that financing is in many cases in the hands of large traders and processors. 
Therefore a direct influence of financial institutions on commodity production is limited. 
This issue was also addressed during the Brazil workshop. However, since traders 
and processors are in many cases financed by banks, banks still have an indirect 
influence by including the chain in risk management and screening on CSR issues. 
 
The results of the case studies 
It is emphasized by several participants that they would like to see more of the results 
of the case studies in which the role of financial institutions is addressed. CREM 
explains that the results of the case studies will be in the final report available to those 
interested. The case studies mainly focus on the relevant sustainability issues in the 
production of these commodities and on the role of financial institutions in the relevant 
product (value) chains. It should be realized that the results of the case studies were 
used as a basis for discussion in the Brazil workshop, resulting in dilemmas and 
recommendations already presented. Focus should be on these dilemmas and 
recommendations rather than on the case studies. 
 
Closing of the meeting: Conclusions and recommendations 
Given the limited time to summarize the input provided by the participants of the 
workshop, general conclusions and recommendations resulting form the workshop 
were not presented by the VBDO. It was stated that the input will be integrated in the 
report and that the report will be distributed among the participants. 
 
 
Thank you for participating and contributing to the discussion!  
 
VBDO, October 2005 


