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Preface

4. The civil society has m uch to contribute to
make these developm ent patterns a reality.
5. A new partnership needs to be instituted
am ong national and local governm ents,
national and international private sectors,
civil society, and international financiers. It is
not enough to get the prices right. We m ust
also get the roles right if the desirable goal of
environm entally sustainable developm ent is
to become a reality.
To explore these ideas, the World Bank
assembled distinguished practitioners from
these dom ains to exchange experiences, high
light their common ground, and distill the
lessons that each could take back to his or her
own domain.
During the conference the organizing
prem ises were all proven correct, and the results
were a very rich, m ultifaceted dialogue. More
than 1,400 people attended the sessions and
heard these discussions.
The presenters cam e from international orga
nizations, national governm ents, and state and
local bodies. They cam e from nongovernm ental
organizations, universities, sm all com m unity
organizations, and the m edia. Heads of states,
m inisters and leading governm ent officials, cor
porate leaders, heads of nongovernm ental orga
nizations, distinguished academ ics, and a
variety of experts assembled from every com er
of the world to discuss the w orld's future.
These participants cam e to discuss the vital
question of how to finance environm entally sus
tainable developm ent in an era of declining sup
port for public initiatives, rapid developm ent in
some parts of the w orld, and enorm ous chal
lenges in others— during a period of biodiver
sity loss and incipient clim ate change. The
participants com pared their experiences in

he Third Annual World Bank Conference
on Environm entally Sustainable Develop
ment w as convened by the World Bank in
October 1995 to focus on effective financing of
environm entally sustainable developm ent. The
choice of die word effective indicated the thrust of
the conference.
The broad consensus forged at the 1992
Earth Summit in Rio de Janeiro is at risk. The
im plem entation of the m any valuable recom 
m endations embodied in Agenda 21 is stym ied
by the shortage of public funds at a time when
alm ost all governm ents are cutting back on
investm ents, and official developm ent assis
tance flows are at an all-tim e low. Continued
reliance on public funding from the govern
m ents of either the N orth or the South is bound
to lim it the im plem entation of m any necessary
actions.
This conference w as designed around five
prem ises:
1. Public expenditures can be handled better,
even within the sam e budget envelopes.
Deployed differently, both in term s of rev
enue collection and expenditure patterns,
public funds can have a m uch greater im pact
in im plementing the objectives of Agenda 21.
2. The role of the private sector, whose financial
flows to developing countries are more than
three times greater than those from official
development assistance, needs to be redefined
so that these flows can be channeled to pro
mote environmentally friendly and socially
responsible investments.
3. The right incentive fram eworks can greatly
influence the role of the private sector, both
dom estically and internationally. M arketbased instrum ents, not just regulations, are
key to success in this area.

T
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financing environm entally sustainable develop
m ent through public and private m eans, part
nerships involving both, and other innovative
mechanisms. They discussed the need for better
financing methods for sustainable developm ent
and the risks of failure in that quest.
The participants concluded that
• Above all, the cost of inaction m ay be cata
strophic.
• In this age of dow nsized governm ent and
shrinking public resources, efforts to pro
m ote sustainable developm ent no longer
can depend on governm ents alone or on
resources from traditional donors.
• Partnerships am ong governm ent, the private
sector, and local stakeholders appear to be
the best w ay to leverage scarce resources.
• Nongovernm ental organizations can pro
vide a vitally im portant com plem ent to both
the public and private sectors.
• While we should seek win-win situations
wherever possible, we m ust also be realistic
and acknowledge that m uch environm ental
reform has occurred only in response to gov
ernm ent regulation and has caused a loss for
some econom ic actors. However, efforts to
protect the environm ent can be accom plished
in ways that internalize the full costs and
bring out real benefits, thus creating neces
sary support for their implementation.
• Stress on the environm ent is generally pro
portional to population grow th.
• Educating wom en is probably the leading
factor in stemming population grow th.
• Damage to the environm ent is generally pro
portional to consum ption.
• M arket-based system s for trading pollution
credits hold considerable prom ise as a w ay to
reduce net pollution.
• M icroenterprise appears to be an im portant
m echanism to accelerate the upw ard mobil
ity of the poor.
Held at the National A cadem y of Sciences
and at the W orld Bank in W ashington, D .C., the
conference and its m any Associated Events
advanced the debate from how to finance sus
tainable developm ent am idst ever-increasing
claim s on public funds to the practical realm of
how to use available resources more effectively.
The W orld Bank has decided to assist its

m ember states in taking concrete steps to pro
m ote effective financing of sustainable develop
ment. These include the reaffirm ation of its own
post-Rio fourfold agenda to
1. A ssist borrow ing countries in prom oting
environm ental stew ardship through policy
dialogue, studies, lending, and technical
assistance
2. Perform system atic environm ental im pact
assessm ents for all W orld Bank-financed
projects to ensure that they do no harm
3. Prom ote win-win strategies by investing in
people, particularly wom en, and prom oting
efficient use of natural resources
4. Address global and regional challenges as
well as national ones, prim arily through its
w ork w ith the Global Environm ent Facility
and the M ontreal Protocol Fund (addressing
ozone depletion).
Beyond this agenda the W orld Bank is now
com m itted to w hat has been aptly called the new
environmentalism. It is a people-centered environ
mentalism that seeks to provide all people with
clean air, clean w ater, and fertile soils and that
considers the needs of future generations w ith
out underm ining the pursuit of better liveli
hoods today.
The ten hallm arks of the new environm en
talism are:
l.S e t priorities carefully.
2. Go for win-win options first.
3. Prom ote cost-effectiveness.
4. U se m arket incentives where feasible.
5. Econom ize on adm inistrative and regulatory
capacity.
6. Set realistic standards and enforce them.
7. Work w ith file private sector.
8. Recognize that public involvem ent is crucial.
9. Build constituencies for change.
10. Incorporate environm ental concerns from
the outset.1
The World Bank is also very active in the con
ceptual and m ethodological w ork that under
girds the current developm ent paradigm . Thus,
during the past tw o years the Bank has been pro
m oting change in the "greening" of national
incom e accounts and environm ental m easure
m ents. The Bank is also developing new con
ceptual structures that m easure wealth (stocks),
not just incom e (flows). It is looking for better

Preface

m easures of four forms of capital: produced
assets and natural, hum an, and social capital.
This philosophy was reaffirmed and enriched
by the discussions at the conference and its
Associated Events. This volume contains the
edited texts and testimony provided by the 183
presenters. Given the large increase in the number
of presenters from the previous Environmentally
Sustainable Development Conferences, presenta
tions have been substantially edited to keep the
volume to a reasonable length, to present argu
ments and themes in the clearest manner, and to
balance the views expressed at the conference. All
of the plenary speakers are represented, through
either papers that they submitted or edited tran
scripts of their remarks. The summations of each
of the four thematic roundtables and four regional

xi

roundtables in Part Two give the sense of the
wide-ranging discussions at the break-out ses
sions. Finally, all of the papers presented in the
roundtables have been edited and are included in
Part Three. Full versions are available by contact
ing the authors as listed in appendix B.
Besides capturing in one place the extraordi
nary range and depth of viewpoints presented at
this conference, this volum e also serves as a valu
able record of an im portant aspect of this stage in
the w orld's pursuit of sustainable development.
N ote
1. For a full explanation of the ten hallmarks see

Mainstreaming the Environment: The World Bank Group
and the Environment since the Rio Earth Summit, Fiscal
1995 (Washington, D.C.: World Bank, 1995), 10-11.
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ever before has there been a greater
need to invest wisely in environm ental
protection. N ever have public funds
been more scarce. Today, environm ental prob
lems abound in the N orth as well as in the South.
Although the citizens of the N orth are infinitely
better off environm entally than those in the
South, there are still problem s. In the United
States one of every four households lives within
four miles of a toxic w aste dum p. On a global
level U.S. carbon em issions, running at tw entyfour tim es the per capita average of India's em is
sions, raise questions about the contribution of
the United States and other countries of the
O rganisation for Econom ic Co-operation and
Developm ent (OECD) to the problem of clim ate
change. The sustainability of the global ecosys
tem requires that we question the current pat
terns of consum ption and w aste in the N orth.
But the problem s of the South, the clients of
the W orld Bank, are of an unprecedented m ag
nitude. The current situation in the developing
countries is m ore serious than any faced by any
society in history. In the next generation they
will experience:
• Unprecedented population growth. Some 2 to 3
billion people will be added to the planet, 95
percent of them in developing countries. This
represents an annual increase larger than the
population of Germany.
• Unheard of densities. Bangladesh already has
120 million people in an area the size of the
state of A rkansas, whose population is 2.5
million.
• Urbanization at an unprecedented rate. Urban
population will triple in the developing
countries over the next generation. India's
urban population will grow to m ore than
tw ice the total populations of the Germany,

France, and the United Kingdom. The incre
mental urban population of Asia will equal
half its current population.
• Shortages of water. A lready a severe problem
in the M iddle East, northern China, and
southern India w ater shortages will cause
groundw ater levels to drop alm ost every
where.
Failure by the developing countries to pro
m ote environm entally sustainable developm ent
would lead to a disastrous decline in their
socioeconom ic well-being.
But our clients are players on the global stage
as well. The roles of China and India in global
warm ing and of Brazil and Indonesia in sus
taining biodiversity are such that their actions
will have a major im pact on all of humanity.
The stakes have never been higher for all of
us— the developing countries as well as the
industrial countries, the international agencies
and the nongovernm ental organizations, the
private sector and civil society. We m ust all col
laborate on a solution and forge new activist
partnerships to prom ote environm entally sus
tainable developm ent w orldwide.

N

T he R oad from Rio
The Earth Summit in Rio de Janeiro in 1992
changed our perceptions about the environm ent
and raised our aw areness of its im portance.
Under M aurice F. Strong's skillful guidance Rio
created a unique spirit that intensified our polit
ical com m itm ent and international solidarity
concerning the global environm ent. Vice
President A1 Gore captured the mood at the
Earth Summit when he said: "A ll of us at Rio
seemed to share a deeper understanding— a
recognition that w e are all part of something
9
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much larger than ourselves, a family related
only distantly by blood but intimately by a com
mitment to each other's common future."
The Rio Earth Summit captured the spirit of
a new environmentalism in which pragmatism
was in full harmony with idealism. The new
environmentalism recognizes economic devel
opment and the environment as partners, not as
adversaries. It recognizes that if we are to
address fundamental environmental challenges,
we must address fundamental human chal
lenges of poverty and inequality. It recognizes
that solutions will require productive partner
ships, involving the private sector, civil society,
the scientific community, national and local gov
ernments, and the international community.
The new environmentalism did not develop
easily. Today, however, it is acknowledged and
accepted by men and women of wisdom and
understanding everywhere. So why do we have
these problems today? The answer is that we
have continued to rely on public funds for
financing desirable activities. For the developing
countries this has largely meant official develop
ment assistance flows. We have also tried to reg
ulate, rather than channel and catalyze, the flows
of private capital out of fear of what they might
do in terms of environmental damage. These
approaches to financing must change.
By an unfortunate irony while confidence in
the importance of environmental aspects as an
integral part of development has been strongly
affirmed, the development enterprise itself—a
vital and indispensable endeavor in global
terms—is under attack. The very idea of devel
opmental cooperation between the North and
the South is assailed. The triumph of the market
economy has produced a false euphoria that rev
els in today's economic possibilities even if they
may cause a bleak tomorrow.
While we can be justifiably proud of what we
have achieved in conceptual and operational
terms, we must redouble our efforts in the face
of diminished development assistance budgets.
We must not allow the failure of politicized aid
that was labeled as development assistance or
the occasional failed project of the past to over
shadow the success stories achieved by so many
developing countries. We must join forces with
friends and allies to roll back the tide of doubt

that threatens the world's development enter
prise. If we fail, the worst-hit victims will be the
weakest in human society— the poor, the hun
gry, the unemployed, the marginalized, and,
worst of all, the future generations that will
inherit polluted waters, unhealthy air, parched
fields, and eroded soils.
The W orld B ank's R esponse

Responding to these challenges, the World Bank
has pursued a deliberate policy of folding envi
ronmental action into its projects. In so doing,
the Bank has developed into a major force in the
battle against environmental degradation. Since
Rio the Bank has adopted a fourfold agenda,
which can be summarized as follows:
1.Assisting our borrowing countries in promoting
environmental stewardship. The Bank has
become by far the largest external financier of
environmental investments in the developing
world. The current portfolio of loans targeted
to reduce pollution; protect soils, forests, and
parks; and strengthen environmental policies
and institutions exceeds $10 billion, up from
$2 billion just six years ago. It supports 137
projects in sixty-two countries.
2. Screening all World Bank-financed projects to "do
no environmental harm ” The Bank now insists
that every operation that it funds, not just the
few billion dollars invested in environmental
projects, be reviewed to ensure that environ
mental dimensions are properly addressed.
This covers the World Bank's entire lending
program, representing new commitments of
more than $20 billion annually.
3. Promoting win-win strategies. There are two
basic parts to this item of our agenda: invest
ing in people, especially empowering women,
and promoting the efficient use o f resources.
Although not targeted specifically at improv
ing environmental conditions, both tenets
have powerful pro-environmental impacts.
4. Addressing global and regional challenges. Some
environmental damage traverses national bor
ders and is regional or global in impact. The
World Bank now coordinates external assis
tance and financing in a number of regional sea
and river programs and is, along with United
Nations Environmental Programme and the

Inaugural Session

United Nations Development Programme, an
implementing agency to the Global Environ
ment Facility and the Montreal Protocol Fund.
Beyond the fourfold agenda the World Bank
is very active in the conceptual and methodolog
ical work that undergirds the current develop
ment paradigm and the very tools of economic
analysis. Over the past two years the World Bank
has been actively promoting change in the areas
of greening national income accounts and envi
ronmental measurement. This work, done collaboratively with others, is leading to improved
methodologies for environmental assessment,
benefit-cost analysis, and financing mechanisms.
This work is now proceeding apace at both the
micro- and macro-levels.
G reening the Portfolio

Beyond supporting individual environmental
projects, the World Bank is working toward
greening the entire portfolio, which would make
our $20 billion a year of new lending become sup
portive of environmentally sustainable develop
ment. Just think: $200 billion of World Bank
funding over the next ten to fifteen years—con
sidered together with domestic resources and
cofinancing that would represent $500 billion of
total project cost.
Yet as large as that sum may sound, that is the
amount traded by the international capital mar
kets in just twelve hours. The private sector
invests that amount in developing countries in
thirty months—$180 billion a year. If these funds
could be properly directed, the amount of
investment that would be promoting sustain
able development would be multiplied many
times over. That is why we must all begin to
think in new ways. The World Bank alone can
not overcome these challenges. We all need to act
together.
The C hallenge of Effective Financing

Let me turn now to the theme of this year's con
ference—the effective financing of environmen
tally sustainable development. The three elements
in this phrase have been carefully chosen. The con
ference is about finance. But it must be finance of
the right kinds of investments—those that pro
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mote environmentally sustainable development.
To help guide our discussions, let me suggest that
there are three elements we need to consider.
First, we need to increase the level of finance.
If we were to move from present patterns of
development to more sustainable patterns, the
developing world alone would need additional
investments of about $140 billion a year. Where
would this extra investment come from? One
source should be additional foreign assistance.
Unfortunately, the present climate does not
encourage this avenue of finance.
Much more important will be the mobiliza
tion of domestic savings to finance sustainable
development and the promotion of better macroeconomic management, less distorted markets,
and a more efficient domestic financial system.
This may not sound exciting, but without these
improvements we should not expect households
and businesses to increase their savings and
investments.
We also need to reach the poorest, especially
women, and empower them to create their own
future by extending their access to credit. The
shining example of Grameen Bank and its
visionary founder, Muhammad Yunus, has
encouraged many to believe in microfinance as
an effective way to reach the poorest. The
Consultative Group to Assist the Poorest
(CGAP) was launched last June to channel $200
million to the poorest groups. The World Bank is
proud to be associated with CGAP. Without such
partnerships and outreach we will not be able to
lay the foundations for a sustainable future.
Second, we need to change the pattern of
existing finance. The $140 billion in extra finance
for more sustainable patterns of development is
important. Its impact on sustainable develop
ment, however, will be much less important
than what happens to the $1.5 trillion that is
already invested each year throughout the
developing world. All financing needs to be
reshaped, not just the incremental portions.
In this regard we need to change the way
ministers of finance think about taxation. The
purpose of taxes should be to change behavior,
not just to raise more revenue. Individuals and
enterprises should be encouraged to act more
responsibly toward the environment through
clear tax signals.
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This shift in the incentives facing investors
can happen at the industrial level as well. There
is evidence that leading businesses are beginning
to find that good environmental behavior can
pay off over the long term , and they are putting
pressure on laggards. This incentive shift can be
helped by institutions such as the World Bank
and funds such as the Global Environment
Facility. Consider the proposals that we and the
International Financial Corporation are cur
rently exploring for a venture capital fund for
biodiversity protection and another for renew
able energy. Through the use of small amounts of
concessional funding, it seems to be possible to
reshape the calculus facing private investors. The
environment departm ent's work in partnership
with N orw ay on Joint Implementation of the
Climate Change Convention, and the Bank's
new Solar Initiative also fall into this category.
Third, we need to reduce the need for addi
tional finance. Many of the resources that have
been invested in environm ental concerns have
been unnecessary. This is because until recently
policym akers in this area paid inadequate atten
tion to cost-effectiveness. We m ust pay greater
attention to reducing the costs of solutions.
There are some rem arkably encouraging signs.
Countries as diverse as China, the Czech
Republic, and M exico are using cost-effective
ness analysis to set policies and decide on envi
ronm ental investm ents.
Reducing the need for finance m ust involve
perm itting the private sector— households,
farm ers, and corporations— to decide how best
to reduce environm ental dam age. This is the
purpose of so-called m arket-based instru
m ents. There are lots of such instrum ents, rang
ing from tradable perm its to deposit refund
schem es to perform ance bonds and effluent
charges. The good news is that alm ost all of
these ideas are being tried out som ew here. The
bad news is that they are not being tried in
enough places.
The three approaches— increasing the level
of finance, paying greater attention to w hat we
finance, and reducing the need for additional
finance— will all be needed. In the course of this
conference we will need to explore these three
approaches in detail. It is extrem ely im portant

that w e get the m essage out to change the hearts
and m inds of policym akers, citizens, and inter
national agencies.
T he R ole of the C onference
The various strands come together in this Third
Annual World Bank Conference on environmen
tally sustainable developm ent, with its focus on
effective financing. Our conviction that partner
ships are vital if we are to achieve our goals has
led us to draw together a very broad spectrum of
organizations, perspectives, and individuals.
This conference, therefore, represents a first effort
in examining how the individual actions of dif
ferent stakeholders in the developm ent commu
nity can be brought together so that the whole is
greater than the sum of the parts.
C onclusion
We live in a w orld of plenty, of dazzling scien
tific advances and technological breakthroughs.
The Cold W ar has ended and w ith that has com e
the hope of global stability. Adventures in cyber
space are at hand. Yet our times are m arred by
conflict, violence, debilitating econom ic uncer
tainties, and tragic poverty. And now so m any of
the rich w ant to turn their backs on the poor.
I know, perhaps better than m ost, that these
are exceptionally difficult times for financing
international program s. The needed resources
will not come from foreign aid in traditional
term s. They will come from a redeploym ent of
resources toward implementing policies whose
ultim ate goal is to sustain the groups of this earth.
The question w e face is simple: Will we accept
environm ental degradation that aggravates
hum an suffering as inevitable? Or will w e strive
to help— in Franz Fanon's evocative phrase—
"The W retched of the Earth?"1 Throughout this
conference let us think of the unborn, remember
the forgotten, give hope to the forlorn, and reach
out to the unreached and by wise actions today
lay the foundation for a better tomorrow.
N ote
1. Franz Fanon, The Wretched o f the Earth (New
York: Grove Press, 1963,1968).
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