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Preface

his Guide arises out of the
international campaign in the
mid-1990s by environment and

human rights' groups in Malaysia and
elsawhere to stop construction of the Bakun
hydroelectric damin Sarawak, Malaysia.
The dam, which would have caused the
involuntary relocation of some 10,000
indigenous people and the flooding of
70,000 hectares of land, would have been
built and operated by a private sector
consortium, headed by the Bakun
Hydroelectric Corporation.

The campaign halted the project (although
there is now talk of reviving the dam, albeit
in a scaled-down form). Key to the
campaign’s success was the lobbying of
potential investors in the dam — and of the
financial analysts who advised these
investors.

Snce the Bakun campaign, both authors
have worked on other campaigns where
lobbying investors has proved a major tool
to exert pressure so asto stop
environmentally-damaging and socially-
inequitable projects — or at least to lessen
their impact.
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A key lesson from such campaignsis
that their effectivenessisgreatly
enhanced when activists understand the
culture and psychology of thefinancial
institutionsthat they are seeking to
influence. This Guidefocusesonthe
financial institutionsthat dominate the
UK markets. It summarisesthe
argumentsthat are most likely to make
animpact on theseinstitutions, the
approachesto campaigning that have
proved most effective; and theareasin
which acampaignislikely to havethe
most political purchase. It isalso
intended to provide campaignerswith
some of the “nuts-and-bolts’ practical-
ities of financial market campaigning —
wherethey can find theinformation they
need, how they can identify key
personnel to lobby, and so on.

The UK focusreflects both the
importance of the City of London asan
international financial centre and our
own history of campaigning. Much of
what isin the Guide will apply in other
financial markets: the culture of US
financial institutions, for example, is
broadly similar to that inthe UK. But
the Guide comeswith an important
caveat: what “works” asalobbying
tactic in London may backfire
disastroudly if transposed, unadapted,
to, say, KualaLumpur or Tokyo.
Financia institutionsdo not havea
single culture: their reach may be
global but their modes of operation are
often defiantly local. Moreover, their
culture—like any culture—isnot fixed:
itisconstantly evolving, not leastin
response to the successes and failures
of campaignsaimed at pushingitin new
directions. Although thetacticsand
strategies discussed in the Guide
undoubtedly have application outside
the UK, readersfrom other countries
should bear in mind the need to tailor
them to their own local circumstances.

A guide to the Guide
The Guide begins by outlining some of

the recent changesin the political and
economic landscape, bothinthe
developed world and in the developing
countries, that have madelobbying
financial marketsafruitful areafor
publicinterest groups seeking to
challenge unsustainabl e patterns of
investment and devel opment. It looks at
how globalisation has curtailed many
avenuesthat campaignerspreviously
used to seek change, for example
through lobbying governments—and at
how consumer and shareholder activism
iscarving out potentially fruitful new
political space for campaigners within
thefinancial markets. It concludeswith
abrief summary of the prosand cons of
financial market campaigning for public
interest groups.

Part Two exploresthe key
psychological features of financial
markets, the pressure pointsthat emerge
from them and the best ways of matching
these pressure pointsto the concerns of
specific market players. In particular, it
stresses how specul ation framesthe
mentality of financial markets, giving
rise to two prime motivators: greed and
fear. Theresulting preoccupation with
weighing up financial risks providesa
series of leverage points that
campaigners can useto their advantage.
The section outlines key risks—
financial, political, legal and non-
financial —that campaigners should
accentuate, along with waysthat
environmental and humanrights
concerns can be“translated” into
argumentsthat can exert pressure on
investors.

Part Three considersthe main areasin
which financial market campaigningis
likely to bear fruit. Theseinclude:
targeting individual companiesand
private sector-financed infrastructure
projects; reducing the flow of
investmentsto particul ar sectors of
industry (and redirecting it to more
sustainable sectors); and pressing for
financial institutionsto adopt new rules




that would place sustainability at the
heart of their investment decisions.
Three main strategiesfor intervention
are discussed, and specimen letters and
other campaign tools provided.

Knowing one's audienceiscritical to
effective campaigning, whether in
financial markets or elsewhere. Part
Four provides an insight into how some
of thekey playersin the market think.
Who arethey? What motivatesthem?
How do they judge success? What
information ismost valued by them?
How best to engage withthem? The
section looks specifically at: analysts;
institutional investors, such aspension
funds; fund managers; ethical investment
funds; commercial and investment banks;
and public financeinstitutions, such as
export credit agencies.

Finally, Parts Five, Sx and Seven
provide some practical information for
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campaignerswho are unfamiliar with
financial market campaigning. How
does one research a company? How
doesonefind out the names of
shareholders? What are the most useful
sources of information? And where can
onefind them?

We hope that the Guide encourages
public interest groupsto consider the
possihilities of using financial markets
to pressfor change. Although financial
market campaigning isonly oneof a
number of optionsopen to campaigners
(other tactics are often more
appropriate) and |eaves many issues
unaddressed, it provides opportunities
that can enhance the effectivenessand
reach of most campaigns. We hope that
the Guide will empower campaignersto
seize these opportunitieswhere they are
available and appropriate.

NicholasHildyard
Mark Mandey
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A WORLD
TRANSFORMED

n February 1999, the New York

Timesran an article on the

economic crisis that 18 months
earlier had led to the collapse of the
Thai currency, before rippling through
Asia and Russia and threatening Brazl
and Latin America.! The South-East
Asian economic collapse had not only
brought hardship in the South, the
article pointed out, but had also
caused thousands of small investorsin
the North to lose their hard-earned
savings.

The article cited the example of Mary
Jo Paoni, a secretary from Cantrall,
Illinois. Like many others, Mrs Paoni
had no reason to suspect that her
pension, which she had thought was
safely invested in a secure US-based
investment fund, would be affected by
the collapse of the Thai economy. She
could not have been more wrong.
Quite unbeknown to her, Mrs Paoni’s
future security rested in large part on
the success or failure of a housing
development in Bangkok of which,
thanks to an investment decision taken
by her pension fund manager, she had
become part owner.
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Mrs Paoni’s pension fund had bought
sharesintwo Thai investment funds—
the Thai International Fund and the Thai
Euro Fund —which between them had
bought morethan onemillion sharesin
Bangkok Land, the company that had
developed the Muang Thong Thani
housing devel opment site and which had
gone bankrupt in thewake of the Thai
currency collapse.

Not that Mrs. Paoni knew any of this; no
one had told her. Had they done so, she
might have expressed strong disapproval
of the*“ giddy investment sprees’
undertaken in Asiaand el sewherewith
her money. “When things are rough”,
she told the New York Times, “you don’t
start spending like a drunken sailor.
There are some people who take risks,
but not us.”

For the New York Times, Mary Jo
Paoni’sstory illustrated the way in
which globalisation now gives“just
about everybody some tiny financial
stake in everybody else.”

Exaggerated and US-centric though this
claim may be—only atiny minority in
the developing world (and relatively
few in the Northern industrialised
countries) have the private pensions and
investmentsthat would givethem sucha
stake— it nonethel ess highlights how the
growing inter-connectedness of world
financial marketshastransformed the
nature of investment and therisksand
impacts associated with it.

That growing interconnectednessreflects
profound structural changesthat have
occurred within the global economy
over the past two decades. Combined
with theimpacts of new technologies,
such changes have recast previous
patterns of power, changing the

rel ationship between governments,
communitiesand corporationsand
challenging social and environmental
campaignersto operate in new waysif
they areto be effective.
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For example:

> New trading rules

New international and regional trade
agreements —from the Uruguay Round of
the General Agreement on Tariffsand
Trade (GATT) to Latin America’s Southern
Cone Common Market (MERCOSUR)
agreement and the European Union’s Single
Market treaty — have led to the dismantling
or lowering of tariff barriers, reducing many
previous restrictions on the movement of
goods and services.

Asaresult, cross-border trade has expanded
massively as companies have moved to
exploit the new markets and business
opportunities that have been opened up.
World trade, which has grown 12-fold since
the Second World War, is now worth some
$4,000 billion ayear —and is expected to
rise by 6% ayear over the next ten years.

» Deregulation

The accompanying deregul ation of financial
markets— often a condition imposed on
indebted devel oping nations by the
International Monetary Fund in return for
new loans—haslifted or eased restrictions
on the movement of capital in and out of
countries.

Until 1985, equity investment —that is, the

Global reach

The increasing economic power
of the private sector

» The combined assets of the world’s 50 largest
banks and financial companies account for 60% of
the world’s global capital.

» In 1970, there were approximately 7,000
corporations operating internationally: today
there are more than 50,000.

» The top ten UK supermarket companies have an
annual turnover equal to the income of the
poorest 35 developing countries.

» The top UK supermarkets make profits of
between £1 million and £2 million a day.

» It would take a fruit farm worker in South Africa,
earning the current daily rate of pay, 15 centuries
to earn the annual £1.2 million salary of a major
UK supermarket chain’s chief executive.

13
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Rapid privatisation
programmes have
often led to a

“fire sale” in which
the public interest
has lost out.

purchase of sharesin acompany —was
largely domestic: by 1994, however, cross
border equity capital flowswere running at
more than 1% of total world stock market
capitalisation. “ Twelve yearsago,”
comments the Financial Times, “just 2 per
cent of US pension fund portfolios were
invested in non-domestic equities. By
1998, the percentage was 12 per cent.”2In
the UK, investments abroad account for
50% of the earnings of the
companieslisted on the Stock
Exchange' sFTSE index.?

>  Private sector flows

Although the bulk of cross-
border flows are between the
richindustrialised countries,
the privatisation of state
assets and the (often
enforced) withdrawal of the
statefrominfrastructure

investment in developing
countries and the former Soviet bloc has
encouraged asurge of privateinvestment to
the most profitable sectors of the
“emerging markets’ in Asia, Latin America
and Eastern Europe. (Africahaslargely
been sidetracked.)

Inthe past decade, nearly $2 trillionin
private capital —as opposed to official
development aid — has flowed from richer
Northern countriesto favoured developing
and transition countriesin the form of
equity, bond investments and commercial
loans.*

» Privatisation

Privatisation —again often apre-condition
for further loans to indebted countries—
has further fuelled the cross-border flow of
capital, asprevioudly state-run services
have been snapped up by US and Western
European companies seeking to establish a
presencein newly-opened markets.®

> Increasing interdependence

Global markets have become further
intertwined by cross-border mergersand
acquisitions, which have accelerated as
companies have sought either to buy up
their rivalsin other countriesor to enter
into strategic alliancesthat will givethema
strong global presencein al three of
theworld’'smajor trading blocks: Asia, the

Americasand Europe.

Between 1996 and 1998, more than 20,000
new allianceswere brokered by companies
worldwide, many of them between
competitors.® Sectoral boundaries have
become asblurred asthe national origins of
many businesses have been obliterated. In
1999, mergersand acquisitions pushed the
UK into thelead astheworld’ s biggest
overseasinvestor, beating eventhe US.
Total global cross-border investment in
1999 was up 25% on 1998’sfigure, which
in turn was up 41% on 1997's.’

> New technology

Although financial marketshavealong
history of cross-border money flows, capital
now moves around the globe at lightning
speed 24 hours a day.

New computer technol ogies enable almost
instantaneous transfers of money from one
market to another (and out again) at the
touch of afew keys. Not only has the cost
of trading plummeted but the new electronic
networks makeit possibleto trade around
theclock.

The social and
environmental impacts
of globalisation

Such economic changes have brought
high rewards — and risks — for investors:
they have also had profound social,
environmental and devel opmental
impacts.

In both North and South, many hard-won
environmental and social legidative
gains havefallenfoul of new trade
agreements or have been swept away as
national and local governments have
competed with each other to attract
foreign direct investment. The
increasing mobility of capital hasalso
enabled companiesto relocate
production from one country to another
(or threaten to do so) in order to exploit
lower environmental and |abour

14
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What are financial markets?

those who want money

link up with those who
have money and who are
prepared to make it available —
for a future profit.
Intervention in this process by
seeking to persuade lenders
and investors to place their
money in one company rather
than another, or to attach
conditions to their
investments, is the central aim
of most financial market
activism.

Financial markets are where

Companies are the market
players who seek money. Their
primary funding comes from
their “share capital”, also called
“equity” or “common stock”
(US). The shareholders who
buy the shares own the
company, elect the directors
and receive a share of the
profits in the form of
dividends.

The shares of companies form
the basic raw material of much
of the financial markets. The
most important owners of
shares are the investment
institutions, such as pension
funds and life insurance
companies (see p.86). These
institutions buy shares for
long-term investment
purposes, and collectively own
a large proportion of the
shares of most companies. The
specific decisions about which
shares to own, and when to
buy and sell them are made by
fund managers (see p.97) -
organisations and individuals
specialising in equity market
investment.

Different financial institutions
deal in company shares.
Closest to the stock exchange
are the stock brokers and
investment banks. Their
securities departments trade
company shares on a short-
term basis, helping to
establish the price of the
shares. Their analysts research
companies, providing
commentary for other
investors. Their corporate
finance arms are heavily
involved when a company

offers shares for sale to the
public, or places extra shares
for sale, or is involved in a
merger or acquisition. This
involvement includes:
“sponsoring” companies when
they are first listed on the stock
exchange (for example, by
backing their application);
marketing the company to
investors; advising on financing
strategy; and buying shares with
the intention of selling them on.

Public companies

Most large companies are
“publicly listed” or “quoted” on
a stock exchange. This means
that:

» Their shares can be bought
and sold by the general public
(thus they are sometimes called
“public companies” - this does
not mean that they are state
owned).

» The price at which their
shares can be bought and sold
is changing constantly. In the
short term, the price will
depend on supply and demand
for their shares - if more
people are buying than selling,
then the price will go up, and
vice versa. These prices are
published in newspapers and
are posted on the Web.

» The companies have to
abide by the rules of the stock
market. Typically this means
that companies must disclose
any information that could
affect their value so that
everyone can see the
information at the same time
and no one gets an unfair
advantage.

» Companies have to produce
a detailed annual report and
accounts, as well as interim
reports every three or six
months.

» The company must hold an
Annual General Meeting (AGM)
open to shareholders, at which
directors are elected, and
reports and accounts put to a
vote. This meeting can be used
as a forum to question the

management of the company.

» The company can raise
extra finance by issuing extra
shares — and can also buy back
its shares if it wishes to.

» While publicly-listed
companies will obtain their
core capital in the form of
shares, they can also raise
money by borrowing from the
banks, or by issuing bonds (a
tradable form of a loan
whereby the company agrees
to give the buyer of the bond
a certain amount of interest
every year, and then repays
the bond after a specified
number of years). These ways
of raising capital - known as
debt finance — may create
some additional opportunities
for campaigners, but
shareholders still have the
main power and influence over
companies.

» The publicly-listed
company is vulnerable to
takeovers — if another
company or organisation can
acquire more than 50% of the
company’s shares, then it will
have effective control. Again,
various stock market rules
govern this process.

A key time for the company is
when it is first listed on the
stock market - its IPO or Initial
Public Offering (see p.71). The
company must obtain approval
from the stock exchange to
list its shares and, to do so, it
must publish a full description
of the company and its
activities.

Private companies

Note that most small
companies, but also some
large ones, are private
companies - that is, they are
not listed on the stock
exchange and their shares
cannot be bought and sold by
the general public. This makes
it harder to bring influence to
bear on them via the market.
A number of disreputable
logging companies come into
this category.

. _____________________________________________________________________________________________________________|
15



The Campaigners’ Guide to Financial Markets

standards and thus boost profitability. In
many cases, thishasled to increased

With the state
withdrawing from
infrastructure
development, the
private sector now

plays an increasingly

dominant role in
development.

environmenta
degradation and
violations of human
rights.

Similarly, the rapid
privatisation of
state entitieshas
oftenled to a“fire
sale” inwhich the
public interest has
lost out: in many
instances, the sell-
offshavefuelled

corruption or left poorer people
excluded from essential public
services. The privatisation of natural
resource industries, such asforestry,
has often resulted in widespread
environmental destruction, not |least
because privatisation hasfrequently
been accompanied by the dismantling of
state agencies responsible for
overseeing environmental protection.

The developmental impacts of

increased trade have also been deeply
uneven. Asthe United Nations
Development Programme (UNDP)
notesin its 1999 Human Devel opment
Report, “The top fifth of the world’s
people in the richest countries enjoy
82% of the expanding export trade
and 68% of foreign direct investment —
the bottom fifth, barely 1%.”8

For 59 countriesin sub-Saharan Africa
and the ex-Soviet bloc, average
incomes have contracted, whilst those
in Latin Americahaverisen by just 6%
during the years of market liberalisation
—asagainst 75% in the 1960s and
1970swhen the region’s economies
were relatively closed.° UNDP's

conclusionisstark:

“Economic integration is dividing
developing and transition economies
into those that are benefiting from
global opportunities and those that are

not.”1°

The growing power of
the private sector

Among the chief political beneficiaries
of globalisation is the private sector.
Indeed, theinternational business
community now enjoys more economic
power than it has donefor half acentury.
Mergers, acquisitions and corporate
alliances have led to the emergence of
mega-corporations, many of which have
revenuesfar in excess of those of many
countries— General Motor’sannual
income, for example, islarger than that
of Denmark and Thailand combined,
whilst the sales of the world's 10
biggest compani es exceed the combined
Gross National Product (GNP) of the
world’'s 100 |east developed countries —
including all countriesin Africa.'t

Moreover, with the state withdrawing
(often under duressand with little
ingtitutional ability to stand up for the
publicinterest) frominfrastructure
devel opment and the provision of many
essential services, the private sector
now playsanincreasingly dominant role
indevelopment. Inthe past,
infrastructure projects were largely
planned and commissioned by public
authoritiesand paid for with public
money, often in theform of loansfrom
Multilateral Development Banks
(MDBSs), such asthe World Bank, and
other public bodies. Increasingly,
however, the MDBsare moving to the
private sector, with governments acting
asfacilitatorsrather than financiers.
Instead of funding projectsthrough
states, the MDBsare now funding
private companies directly or providing
guaranteeson their investments.

The changeisreflected in the growth of
private capital flows to the developing
and transition countries. Asrecently as
1992, public financial flows were
greater than private capital flows: by
1996, private flows were more than five
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timeslarger.’? In the mid-1990s, the
private sector financed about 10-15% of
infrastructureinvestmentsinthe Third
World, with the World Bank predicting
that private investors could soon be
providing as much as 70% of
infrastructureinvestment. Already,
private money fundsindustrial facilities,
mines, dams, ports, toll roads, coal-fired
power plants, nuclear facilities,
plantations and dams (see Box, “ Project
finance’, p.20). Many of these projects
have considerable adverse socia and
environmental impacts. Exerting pressure
to direct investment towards
environmentally-sustainable
opportunities, such as masstransport and
clean power, isamajor challenge facing
campaigners.

The growing power of the corporate
sector, however, has not been matched by
regulatory controlsover their
environmental and social practices: on
the contrary, in many countries, the
processes and policies associated with
globalisation and free market reform
have weakened the regulatory capacities
of stateinstitutions. Similarly, various
attemptsto influence the practices of
transnational corporations(TNCs)
through UN-instituted Codes of Conduct
have been abandoned,*® often under
pressurefromindustry. Indeed,
concerned politicians, like many
campaigners, oftenlack an understanding
of how to control and managethe private
sector ina“free market”. They too facea
challenge of having to learn new ways of
defending the public interest.

The shifting space for
change

In thisrespect, GATT and other “free
trade” agreementshavedramatically
squeezed the political space open to
public interest groups pressing for
progressive social and economic
investment policies. Asthefree market

The Campaigners’ Guide to Financial Markets

agendahas cometo dominate
government policies worldwide, so
demandsfor interventionist policies(in
which the government takes action to
direct economic activity) are
increasingly rebuffed with the argument
that stricter controlson
industry would undermine
the competitiveness of
companies. Many of the

“There is no denying
that multinationals have

traditional avenuesfor contributed to labour,
achieving S?;I' a'efa”d environmental and
environmental rerorm— .

namely through human-rights abuses as
governments—havethus they pursue profit
become lesseffective, if — around the globe . . .
not (temporarily) closed -
off entirely. Indeed, many Thf) globel econo.m V1S
of therulesagreed under S pretty much in the
freetrade agreements robber-baron age.”

Business Week,
November 2000

prevent statesunilaterally
adopting progressive
social, economic or
environmental legidation.

The moveto the private sector,
particularly ininfrastructure

devel opment, has also meant that
severa avenues developed by public
Interest groupsto influence the outcome
of projects are less effective than they
used to be. Because the World Bank and
other public development agenciesare
no longer so directly involved in
infrastructure projects, for example, the
links devel oped between Southern
groups and Northern non-governmental
groups (NGOs) to pressure project
developers by lobbying MDB
representatives have, in many instances,
lost some of their political purchase.

Ordinary people seeking to pressure
project devel opers to abandon
destructive projects or to limit their
negative impactsare at afurther
disadvantage since, unlikethe MDBs,*
the private sector generally lacks any
binding standards requiring them to take
account of the social and environmental
impacts of investments. Few companies
monitor such impacts and most lack
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rudimentary environmental “due
diligence” procedures.” (Duediligence
refersto the background research that a
prudent investor, lender or company
executive might be expected to carry
out before making abusinessdecision.)
Moreover, even where environmental
risks are considered, the focusis
typically ontherisksthat the
environment posesto theinvestment —
rather than therisksthat theinvestment
posesto the environment. Thelack of
international rulesbinding companiesto
act in asocially responsible manner not
only reducesthe leverage available to
concerned citizens seeking to exert

pressure on private sector project
developers, it also increases the
competitive pressures on companiesto
disregard the impacts of their activities.

Lobbying the markets:
A new political space

One response to concerns about
globalisation has been the flowering of
international campaignsto challengethe
new trade rules and to changethe
framework in which markets operate
(see Box, “From Seattle to Prague”,

Changing the framework - From Seattle to Prague

ith the coming into
force of the 1994
GATT agreement and

the establishment in 1995 of
the World Trade Organisation
(WTO), many social move-
ments have emerged to press
for major changes in the
“financial architecture” of
world trade and investment.
Spurred by industry and
government attempts to
liberalise capital flows still
further, a broad global alliance
of trade unions, development
groups, environmentalists,
consumer groups and anti-
poverty groups are now
demanding changes to WTO
rules that would ensure the
right of states to regulate
investments within their own
borders. In particular,
campaigners are seeking new
rules that would disallow any
takeovers, mergers,
amalgamations or strategic
alliances deemed detrimental
to the public interest through
the increased concentration of
economic power in fewer and
fewer hands.

There is also deepening
support for measures to tax
speculative capital flows
(short-term, easily withdrawn
investments which entail no
commitment to the host
country) and to limit the
economic power of

transnational corporations. As a
first step to controlling
footloose money, for example,
governments are being pressed
to adopt the so-called Tobin
Tax (named after Nobel prize-
winning economist James Tobin
who first proposed it in 1972),
which would tax international
capital transactions, raising
considerable funds which could
be invested in a new UN-
administered global
development fund.

Regulations are also demanded
for TNCs, a starting point for
any new regulatory framework
being the Code of Conduct for
TNCs developed under the
auspices of the United Nations
in the 1970s - although it
should be stressed that such
Codes of Conduct are not
substitutes for wider measures
to address the disproportionate
power that TNCs exert in the
global economy. In addition,
activists are pressing for anti-
trust legislation (laws intended
to prevent companies
establishing monopolies) to be
introduced at an international
level to prevent the abuse of
corporate power.

More controversially, at least
from the point of view of many
Southern groups and
governments, which are
concerned that the measures

will be used to close markets to
the South, there are demands
for a social clause to be
incorporated into the WTO
which would mandate certain
defined labour standards.
Infraction of the social clause by
a country, according to current
proposals, would lead to trade
sanctions against that country,
authorised by a joint body of
the WTO and the International
Labour Organisation.

At the international level,
campaigns by Non-
governmental organisations
have successfully highlighted
many adverse social and
environmental impacts of
globalisation. Indeed, in the
wake of the protests against the
WTO in Seattle in 1999 and the
IMF and World Bank in Prague in
2000, criticisms of globalisation
that were once considered the
province of radical groups have
entered the mainstream. As
Business Week put it shortly
after the demonstrations in
Prague, “There is no denying
that multinationals have
contributed to labour,
environmental and human-rights
abuses as they pursue profit
around the globe . . . The
global economy is still pretty
much still in the robber-baron
age. If global capitalism’s flaws
aren’t addressed, the backlash
could grow more severe.”
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p.18). Human rights, environment and
devel opment groups have also been
quick to develop new strategiesin order
to influencethe social and environmental
outcomes of private sector development
projectsand investment, both North and
South.

One arenawhere NGOs are proving
increasingly effective at pressing for
changeis, ironically, the market itself.
Using avariety of tactics—from
consumer boycottsto shareholder
actions— public interest groups have
successfully used their power within the

retail
market
Bonds, securities and andthe
derivati . financia
erivative options now market to
move across the globe at - challenge
lightning speed, 24 hours afnumbef
0]
a aay. .
4 damaging
private
sector

projects, or have forced companies to
take stepsto addressissues ranging from
environmental degradation to gay rights,
from child labour to workers' rights.

Consumer activism within theretail
market hasalong history: boycottson
sugar, for example, were akey feature of
anti-slavery campaignsin the 19th
century. By contrast, activismwithin
financial markets dates back to the
1970s and 1980s, when the anti-
apartheid movement devel oped
shareholder campaignsto push for
companiesto disinvest from South
Africa. Campaigners have been quick to
learn, however, notching up notable
successes. Campaigns directed at major
ingtitutional investors—for example,
pension funds — have also proved
productivein encouraging some
companiesto move out of
environmentally-destructive sectors
(such as large-scale hydroel ectric dams)
or in undermining investor confidencein
areas such as genetic engineering (see

Box, “ Genetic Slump”, p.60).

Underpinning such successesarea
number of factorsthat makethelobbying
of investors and other playersinthe
financial marketsanincreasingly fruitful
arenafor campaigning. Theseare
considered below.

1. The power of the market

Onereason why campaigners have
turned to thefinancial marketsliesinthe
immense power exercised by the
financial community —from banksto
institutional investors—over the private
busi ness sector.

Financial institutionsown most listed
companies (that is, companies whose
shares are publicly traded on a Stock
Exchange). They can collectively
appoint the company directorsand can
even instruct companieswhat to do,
including requiring themto institute
rulesthat would screen out
environmentally-destructive projects.
They also provide new money, without
which projects and company expansion
would not happen or would be seriously
delayed.

Inaddition, financial markets (see Box,
“What arefinancial markets?’, p.14)
value and price economic activity —for
example, through share pricesand
interest rates—effectively determining a
company’sviability. Such pricing
signalsalso influence and constrain the
actions of governments: exchangerates,
for example, send astrong signal to a
government on the merit of itskey
economic policies, such as public
spending.

Bringing pressure to bear on financial
institutions and markets can thushave a
major influence over corporate
behaviour, thedirection of infrastructure
development, and the environmental and
social outcome of investments.

2. Markets as “neutral ground”
There isawidely-held perception
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Project finance

projects, particularly in the

South, were predominantly
financed by governments,
with the government taking all
the risks of the project. In
recent years, the private
sector has increasingly taken a
major role in developing,
building, operating and
financing large infrastructure
projects.

I n the past, infrastructure

Raising the money for private
sector infrastructure projects
is known as “project finance”.
Although a relatively
specialised part of the whole
financial markets, it can be a
particularly significant part for
campaigners because large
infrastructure projects can be
particularly controversial and
objectionable.

To secure so much borrowing,
the value of the project’s
assets and the strength of its
revenue contracts are very
important. Generally, these

borrowings are financed on a
“non-recourse” basis - the
banks and other investors have
no “recourse” to the sponsor’s
assets if the project fails.

Common structures of project
ownership are “Build-Own-
Operate” schemes, under which
the project developers retain
ownership of the project, or
“Build-Own-Operate-Transfer”
schemes, under which the host
government takes over the
project after a specified
number of years. Projects
generally have a long life span -
typically 15-30 years, with
reasonably predictable cash
flows - the revenues are usually
backed by strong, long-term
contracts (for example, to buy
the electricity generated).

Usually a company is especially
created to own and manage the
project. This company raises
the finance as both equity (that
is, shares in the project which
investors buy) and through debt

(it borrows money). Equity
investment can come from the
various parties involved in the
deal, or from investors
specialising in project finance,
or both.

Investors look for a
reasonable return on their
investment, which reflects the
risks of the project (typically
around 12-20% per annum).
But a notable feature of
project finance is that a
substantial proportion of the
total finance is in the form of
loans borrowed from banks
and others - between 50% and
90% of the total cost.

For further information on project
finance, we recommend the Harvard
Business School’s “Project Finance
Portal” — it has many useful
background documents and links to
other useful sites. The portal can be
accessed at www.hbs.edu/
projfinportal .

amongst many commentatorsand
politicians that markets are politically
neutral. Thiscan bring added
credibility to campaigns.

When it comesto weighing up the pros
and cons of aproject or acom