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Credit risk and sustainable development

Question: 

Why is sustainability important for Financial 
Institutions?





Environmental and social issues in 
companies can impact the risk level of a 
Financial Institution that finances them: 

• Credit Risk
– defaults
– payment 

rescheduling

• Systemic Risk
– sector-wide 

practices 
– market devaluation

• Security Risk
– defunct / devalued 

collateral

• Legal Risk
– potential transfer of 

liability from 
borrower to lender

• Funding Risk
– access to capital 

(e.g. FMO)
– cost of funds

• Reputational Risk
– national
– international





For value and values reasons, FIs do 
not want to be involved any more in 
companies that …

• Do not comply with national legislation: problems with licences

• Are eco-inefficient: relatively high costs

• Do not comply with emerging decrease of market share
customer demands

• Can be a target of NGO campaigns impact on reputation



So:

Financial Institutions start evaluating their (large 

industrial high risk) clients against 

environmental and social benchmarks

For instance IFC Performance Standards –

Equator Principles



The FMO approach:

• Financial Institution Clients

• Policies
• FI portfolio management 

(ESMS)

• Different approaches for FIs, 
Funds and MFIs

• Training + follow-up

Direct Investments in 
Companies / Projects

• Policy & Management System

• Capacity

• Compliance with international 
standards – IFC Performance 
Standards



• New financial products

• New business development

Sustainability-related opportunities 
beyond risk management exist for FIs:



2. Environmental and social risk 
management for MFIs – the FMO 
approach 

Question: 

What has this all to do with microfinance?



but this…

Maybe not large impacts, but there are millions 
of micro-businesses: Cumulative impacts

We are not talking this…



and not this ...

So our mission was: 

Develop a PRACTICAL field guide for MFI loan 
officers

but this...



Sector table with main risks per sector



Fact sheets per sector



Guidance to implement environmental and 
social risk management in the MFI loan process



What’s in it for the microbusiness Client?

• Reduced costs and risks

• Improved (operational) management / increased productivity

• Consumer trust and business opportunities

• Improved reputation

• Access to financial markets

… and if it is good for the client it is good for the MFI too!



So how can an MFI implement this?

The FMO Sustainability Guidance e-toolkit can help
Downloadable from www.fmo.nl


