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SUSTAINABLE BANKING: THE CONCEPT OF THE
BANK'S ENVIRONMENTAL POLICY IN THE FIELD
OF RESOURCE ALLOCATION TO FOSTER
SUSTAINABLE ECONOMIC DEVELOPMENT

ABSTRACT

The article examines the importance of financial institutions’ participation in the process
of sustainable transformation. In particular, the works on determining the state of ful-
fillment of banks’ obligations under the core principles of sustainable banking, identify-
ing the contribution of banks and other financial institutions in promoting sustainable
change in the economy, and ensuring the achievement of Sustainable Development
Goals by 2030 are analyzed. A study of the state of energy consumption in Ukraine,
trends in the market of renewable energy sources, and the implementation of biomass-
to-energy projects was conducted. Key barriers to the implementation of such projects
have been identified, including the need to establish effective financial support mecha-
nisms, namely bank lending policies. The contribution of the banking sector in emerging
markets to the promotion of sustainable transformation and the achievement of the
Sustainable Development Goals has been studied.

The concept of the bank’s environmental policy in the field of resource allocation to
foster sustainable economic development is formed, which is based on two key struc-
tural components. The first involves managing environmental risks in the field of lend-
ing, in particular, which would regulate the participation of banks in the implementation
of environmental security measures by assessing their loan portfolio, analyzing all pro-
jects subject to lending for compliance with environmental safety and environmental
standards, and refusal in consideration of loan applications to projects that pose a po-
tential threat to the environment, and enterprises engaged in environmentally hazard-
ous activities. The second determines the development of “green finance” programs as
a structural component of the environmental management system of banks, in particu-
lar, for lending to various profitable environmental projects to increase the effectiveness
of banks’ participation in their financing, as well as opportunities for banks to participate
in investing non-profit territorial communities, cities in order to increase the environ-
mental responsibility of banks and their participation in the sustainable development of
the region in particular and the country in general.

Keywords: sustainable economic development, renewable energy, Energy Strategy of
Ukraine, Principles of Responsible Banking, sustainable banking, bank’s environmental
policy, environmental risk management, “green finance” programs

JEL Classification: Q01, Q4, Q5, G2

INTRODUCTION

The vector of sustainable development is one of the main in the modern world economy.
Economically developed countries have reached such a level of security that production
has already lost its self-determined goal for the sake of increasing the number of ma-
terial goods. If we draw a certain analogy with meeting the specific needs of people,
we can say about the loss of interest of consumers and producers, for example in the
production of cars, to simply increase production and unlimited consumption, regardless
of certain characteristics. That is, a level of supply of various goods and services has
been achieved, at which the consumer no longer just wants to buy the product, but can
wait to receive the product with specific qualities set by him.
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Sustainable development provides an extremely important area of activity for all businesses - the environmental compo-
nent. This means that along with the main goal of any business — to make a profit while meeting the needs of consumers
— entrepreneurs must pay attention to the environmental impact of their production activities. The operation of their
enterprises must be in compliance with national and international environmental legislation. Special attention is paid by
government agencies and civil society to those economic activities that use environmentally harmful technologies. At the
same time, a lot of attention is paid to institutions and organizations that cooperate with industry and agriculture. Thus,
of course, it is worth emphasizing not only the work of insurance companies and the need to ensure environmental risks,
but also banking and para banking institutions, which often lend to projects that have significant environmental risks.

LITERATURE REVIEW

Of great importance for solving the problems of environmental safety, ensuring sustainable development is the preparation
of production, which would guarantee the maximum effect from the introduction of innovative technologies and products,
at least at a certain level of technological excellence. At the same time, it is important to strive to combine scientific and
technical preparation with environmental analysis not only of the production process but also the processes of mainte-
nance, repair, and disposal of manufactured machines, mechanisms, devices, etc. The most well-known problem is the
utilization of industrial waste and waste products. Instead, sooner or later there is also the wear of equipment used for
the production of products. That is, the requirement to develop and implement technological processes of utilization should
apply to both consumer products and industrial facilities (machines, devices, appliances, etc.). Such issues are already
being developed and implemented in European and North American countries. In Ukraine, on the other hand, these aspects
are still insufficiently studied and require both environmental and economic justification.

Another problem is that without the appropriate participation of banks, their perception of their social (including environ-
mental) responsibility, as researchers write [1; 2; 3], it is impossible to form a financial strategy for sustainable develop-
ment. Thus, Elisa Aracil et al, [4] have evaluated the literature review of the main provisions of sustainable banking,
conducted a deep study of the evolution of the concept, and identified its framework. The authors Fernando Ubeda et al,
[5] in their research also emphasize the significant role of the financial sector in achieving sustainable development goals,
including reducing income inequality. The authors reaffirm the importance of banks' efforts to reduce inequality.

Attention should also be paid to the results of a study by scholars Fernando Ubeda et al, [6] who point out that the
establishment of stable banking activities has a positive effect on financial development only in countries with strong official
institutions. And in countries with weak formal institutions, informal institutions can build the necessary trust in the banking
sector.

The authors Satish Kumar et al, [7] make suggestions for future research on sustainable financing, including the imple-
mentation of innovative sustainable financing tools, as well as the possibility of using digital technologies such as artificial
intelligence, blockchain, Internet of Things, and machine learning for sustainable financing.

The authors Weian Li et al, [8] conducted a detailed analysis of the relationship between regional economic development
and the legal environment with a green governance structure and financial constraints of firms, which confirms our claims
about the need to build a single financing mechanism involving businesses, financial institutions, and public authorities.

At the United Nations Climate Summit in 2019 (New York), we saw how banks have made new commitments to disclose
carbon emissions in their investment and loan portfolios, adhering to the new Principles for Responsible Banking [9].

The Principles of Responsible Banking are a unique basis for ensuring that the strategy and practices of signatory banks
are in line with the vision of a future society set out in the Sustainable Development Goals and the Paris Climate Agreement
[10]. More than 270 banks, representing more than 45% of banking assets worldwide, have joined the movement for
sustainable change.

According to The Green Targets Tool analysis of the world’s largest banks [9], not all of them have goals for sustainable
financing. However, as noted, it is not so much the identification and compliance of commitments that is important as the
importance of the bank’s involvement in sustainable financing and the promotion of sustainable transformation. It is clear
that in order to help the world achieve the Sustainable Development Goals by 2030, it is necessary to transform the
financial sector in emerging markets.
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OBJECTIVES

The research objective is to investigate the impact of the key principles of sustainable banking implementation on the
processes of a sustainable transformation in economic processes and to identify the basis of the bank’s environmental
policy in the field of resource allocation to foster sustainable economic development.

METHODOLOGY

The methodological basis of the study are regulations and legislation on the formation of the Energy Strategy of Ukraine
for the period up to 2035, monitoring the action plan for the use of renewable energy sources, reports on the implemen-
tation of biomass-to-energy projects in Ukraine, the United Nations materials on the Principles of Responsible Banking.

The research methodology is based on the analysis and identification of the principles of responsible banking in order to
argue the importance of banks’ participation in resource allocation to promote the processes of a sustainable transfor-
mation in the economy and secure financing for sustainable development projects.

RESULTS

Sustainable economic development places special demands on all participants in market relations. Of course, the greatest
requirements are for industrial enterprises that use technological processes that require fossil resources (gas, coal, oil,
ore, etc.). Damage to nature, in this case, is caused, first, as a result of mining; secondly, in the process of their combus-
tion, when it comes to obtaining electricity, heat carriers, or in the enrichment of ore and smelting of metal and so on;
thirdly, when processing raw materials into materials, mineral fertilizers, plant protection products, etc.; fourth, in the
processing of materials to obtain parts for components and assemblies, which leads to the accumulation of waste, as well
as the use of fertilizers and plant protection products, resulting in chemical contamination of not only agricultural land but
also groundwater, reservoirs, and rivers. At the same time, the environment undergoes negative changes in landscapes,
in the composition of underground rocks, ie in the geological aspect. Negative changes occur in water resources and in
the composition of the air that people use. All these, as well as other consequences of human intervention in nature, and
in the environment, are well known. Although it is expected that over time, with the advent of new tools for environmental
research, new data will emerge on the negative impact of man-made factors on the environment.

Three important conclusions should be drawn from the above. The first is that the harmful effects on the environment are
caused by industrial enterprises due to disturbances in the structure of natural layers, including stone, sand, solid minerals,
as well as water, oil, and gas, which leads to negative changes in the balance of natural resources. The second conclusion
concerns the use of imperfect technologies. The third conclusion follows to some extent from the first and second, because
the violation of natural balances and imperfect technologies depend on the decisions made by people. On the other hand,
the development of natural resources and the perfection of technological processes largely depend on the thoroughness
of previous scientific basic and applied research, the perfection of design, and technological developments, which are
directly related to the presence or absence of sufficient funds for these works. Credit resources can play a significant role
in this financial security, which can be obtained by manufacturing enterprises in banks and para banking structures.

That is why, in addition to manufacturing enterprises, it is also necessary to attract the attention of financial institutions
to solve these problems. Financial and credit institutions need, first, awareness of owners, shareholders, investors, and
senior management of the problem of sustainable development and the need for these institutions to take part of the
responsibility for the process of environmental friendliness, especially financial responsibility. Secondly, the implementation
of banks and para banking institutions is not just a “green office” measure, which is undoubtedly an important aspect of
preserving some, albeit not very large, the share of diverse resources. Such measures play a greater role in shaping the
environmental awareness of employees of financial institutions, which in their work environment can be quite a long time
detached from the problems of clean water, clean air, and others. Third, the introduction of green lending practices is
more important. It is often called “green finance”. However, it is more natural for a lender to talk about lending, because
the principles of financing, when it comes to state and local budgets, provide somewhat different rules for obtaining and
using funds. Of course, lenders can finance non-profit projects for urban landscaping, protection of soils that are open
outside settlements but require temporary protection of the upper fertile layer, and other similar projects. However, ex-
panding the practice of lending to production projects, taking into account environmental requirements, is extremely
important for industrial enterprises to get more opportunities in the development and implementation of harmless techno-
logical schemes of production.
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According to the International Renewable Energy Agency (IRENA) data analysis, which was published in 2015 in REmap
2030 Renewable Energy Prospects for Ukraine [11], in recent years, Ukraine has made significant progress in planning the
future of its energy system and development of renewable energy policy. By 2030, the use of renewable energy will
increase, which will lead to a reduction in the total costs of the energy system in Ukraine. According to IRENA, almost
80% of the total final potential of renewable energy is accounted for by biomass technologies, including for heating
buildings and industrial enterprises (including district heating), electricity generation, and fuel transport.

Ukraine’s current energy policy, approved by the government, is called the Energy Strategy of Ukraine for the Period until
2035 [12, 13, 14]. The values given in Table 1, containing indicative figures for 2030 and the increase in energy efficiency
proposed in REmap 2030 Renewable Energy Prospects for Ukraine, were used in the National Renewable Energy Action
Plan (NREAP) in calculating Ukraine’s Reference Case to 2030 [15]. The values for 2030 are estimated based on trends
between 2014 and 2020 according to CoM (2014) (Communication from the Commission to the European Parliament, the
Council, the European Economic, and Social Committee and the Committee of the Regions “A policy framework for climate
and energy in the period from 2020 to 2030") [16].

Table 1. Expected gross final energy consumption of Ukraine taking into account energy efficiency improvements according to the
NREAP, 2009-2030. Notes: All data expressed in KTOE per year.

!GFEC - the gross final energy consumption comprises final energy consumption, network losses, own use of energy at electricity and heat plants (except
the consumption of electricity by pumped hydro storage plants for transformation in electric boilers or heat pumps at district heating plants, as defined in
Article (2)(f) of Directive 2009/28/EC)

(Sources.: CoM (2014) (Communication from the Commission to the European Parfiament, the Council, the European Economic and Social Committee and
the Committee of the Regions "A policy framework for climate and energy in the period from 2020 to 2030"); REmap 2030 Renewable Energy Prospects
for Ukraine, International Renewable Energy Agency (IRENA))

2009 2013 2014 2015 2016 2017 2018 2019 2020 2030
'::;f:‘;‘ / 43640 44 800 45570 45910 46 280 46 680 46 800 46 950 47 100 49 767
Electricity 13791 15 950 16 780 17 110 17 440 17 770 18 100 18 930 20300 | 24323
(generation)

Transport 8943 9050 9260 9480 9700 9930 10 170 10 420 10 680 13 547
GFEC! 66374 | 69800 | 71610 | 72500 | 73420 | 74380 75070 | 76 300 78070 | 87636

According to the REmap 2030 Renewable Energy Prospects for Ukraine, there are obstacles to the realization of a larger
share of renewable energy, as determined by the data presented by the International Renewable Energy Agency. High
capital costs create uncertainty for investing in renewable energy sources. On the other hand, changing the course of
renewable energy policy also exacerbates this lack of investor confidence. Accordingly, it is necessary to formulate and
maintain a predictable and stable policy over a long period of time to ensure the continuity of investment in renewable
energy technologies.

According to Survey findings on Market conditions for biomass-to-energy projects in Ukraine [17], the market for biomass
in energy is actively developing, in particular, a large share began to be occupied by private heat suppliers. A significant
segment of the biomass market for energy is also occupied by industrial enterprises that use biomass for energy production
for their own needs, agricultural companies, and electricity generation projects.

The study also identified the top barriers to the implementation of biomass-to-energy projects. The study is based on a
survey of heat-supplying companies which consider the barrier to be important [17]. Among the key barriers to imple-
menting biomass-to-energy projects identified by respondents are the following:

= a high loan interest rate;

= large initial investment;

. a lack of confidence in the stability of biomass supply;

= additional investment required for biomass storage;

= a lack of government support for biomass-to-energy projects.

It is obvious that banks play an extremely important role in the formation of sustainable transformation as a process in

general and direct ways of implementation in Ukraine in particular. On the other hand, banks are struggling with many
complex sustainability challenges, from climate change risk to opportunities for green financing.
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The Banking Sector in Emerging Markets can significantly change the achievement of the Sustainable Development Goals
(SDGs). The United Nations estimates that up to $ 7 trillion is needed each year to achieve the Sustainable Development
Goals by 2030. For comparison, in emerging markets banks hold assets estimated at more than $ 50 trillion [18, 19].

International Finance Corporation (IFC) estimates there are US$ 23 trillion in climate investment opportunities in 21 emerg-
ing market countries until 2030. Banks need to increase the share of climate lending from 7% today to 30% in 2030 to
mobilize necessary financing for investment opportunities presented by Nationally Determined Contributions (NDCs) in
those 21 countries [20, 21].

The main objective for banking institutions is to maximize not only profits but also social efficiency, as it creates and
maintains confidence in the bank, and its reputation. The basis for the formation of a socially-oriented banking system is
the ability to respond to the needs of society. Accordingly, the bank’s activity should be grounded on its own principles
formed primarily based on the principles of sustainable development, and corporate social responsibility. In terms of the
social inequality and restructuring increasing the banking system acts as a catalyst for both institutional and public changes.
The main prerequisites for the formation of a socially-oriented banking system are the intensification of crisis facts in the
economics of the country, the worsening environmental problems, poor accountability, and risk management. So, it ap-
pears to be necessary to establish partnerships among business entities, states, and non-profit organizations. They share
risk and responsibility through new social models and programs of public-private cooperation.

A bank'’s ecological responsibility in the sphere of economic and sustainable development financing provides for the concept
of bank environmental policy according to the influence of bank products on the surrounding environment. Bank environ-
mental policy should include a system of methodological and applied approaches to ecological management and environ-
mental risk management in lending. The environmental policy of the bank in the sphere of resource allocation to encourage
economic sustainable development should include environmental risk management in lending (fig. 1).

-~

regulating the participation of banks in the implementation of the system
of environmental security measures

loan portfolio evaluation

analysis of all projects, which are subject to lending, for compliance with
ENVIRONMENTAL RISK standards of environmental safety and environmental protection

MANAGEMENT refusing to consider applications for loans to projects that have potentially
danger to the environment, as long as businesses, deal with environmen-
tally hazardous activities

determining the list of activities not for lending, and standards of man-
agement of credit influence on the environment

o
-

lending for various profitable environmental projects in order to increase
the efficiency of banks' participation in their financing

"GREEN FINANCE" PROGRAMS participation of banks in investing non-profit social and environmental ini-
tiatives of united territorial communities, cities in order to increase the en-
vironmental responsibility of banks and their participation in the sustaina-
ble development of the region in particular and the country in general

o

Figure 1. The concept of the bank’s environmental policy in the field of resource allocation to stimulate sustainable economic
development.

This approach involves banks in the implementation of environmental safety measures through the assessment of their
credit portfolio; reviewing all projects, which are subject to lending, for compliance with standards of environmental safety
and environmental protection, and refusing to consider applications for loans to projects that have the potential danger to
the environment, as long as businesses, deal with environmentally hazardous activities. In the context of the first block of
banks” environmental policy, it is necessary to develop specific criteria of conformity to the principles of environmental
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responsibility. For banks such criteria involve the development of conceptual approaches to the management of environ-
mental risks in lending, particularly determining the list of activities not for lending, and standards of management of credit
influence on the environment. For companies, such criteria provide the development of the appropriate documentation
according to compliance with the demands of environmental protection and safety. To assure the transition of the country
to the concept of economic sustainable development, it is important to introduce for companies the compulsory inclusion
of such documentation to the list of documents to apply for loans. This kind of document development would highlight a
new step at the stage of enterprises’ scientific and technical preparation of production.

CONCLUSIONS

This shows that the environmental responsibility of economic entities is already being considered by scientists, and various
aspects of the activities of industrial enterprises and related financial institutions are being studied. Although not enough
attention is paid to environmental protection, development of necessary technical, technological, financial, and economic
measures to protect the environment, conservation of natural resources necessary for a healthy lifestyle, and avoidance
of harmful effects on humans, animals, and plants. The interconnectedness of all living beings is well known but the social
and environmental responsibilities of all the enterprises and institutions involved in the production of the benefits of civili-
zation, which are favorable to them, still need to be ensured.

The introduction and implementation of proposed activities will provide the achievement of key measures and strategic
indicators, which estimate the progress of the reforms and programs realization, specified in the Draft Strategy of Sustain-
able Development “Ukraine — 2030”. Besides this, the proposed recommendations will enable us to determine clearly the
boundaries of banks and enterprises' ecological responsibility in the context of government, business, and civil society
areas of responsibility, developed by the Strategy.
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Anexcees I. B., Ma3yp A. B.

CTANE BAHKIBHULITBO: KOHLEMNLIIS EKOJIONIYHOI NOJIITUKU BAHKY Y COEPI PO3MNOALNTY
PECYPCIB AJ11 CTUMYJIFOBAHHSA CTAJIOIO EKOHOMIYHOIO PO3BUTKY

Y cTaTTi AOCNiAKEHO BaXMBICTb y4yacTi (hiHaHCOBMX IHCTUTYLM Y NPOLIeCi CTAHOBMEHHSI CTa/INX NEPETBOPEHb. 30KpeMa
NpoaHasi3oBaHO Mnpaui CTOCOBHO BM3HAYEHHS CTaHy BWMKOHaHHS H6aHkamu CBOiX 3060B’i3aHb, BM3HAYEHWX OCHOBHUMM
npuHUMNamm ctanoro 6aHKiBHULTBA, ineHTUdIKyBaHHS Bknagy 6aHKiB Ta iHWKX (iHAHCOBMX YCTAHOB Y NpoLec CTUMYIIo-
BaHHS CTanMx 3MiH B eKOHOMiLi Ta 3abe3neyeHHs pocsrHenHs Llinei Ctanoro Po3suTky Ao 2030 poky. 3ailicHeHo aocni-
[DKEHHSI CTaHy eHepreTUYHOro CNoXMBaHHS B YKpaiHi, TeHAeHUIN po3BUTKY PUHKY BiHOBIOBAHWX [AXepen eHeprii, npo-
BaJPKEHHS MPOEKTIB i3 BUPOBHMLUTBA eHeprii 3 6iomacu. IaeHTudikoBaHO kNO4OBI 6ap’epn NPOBaMKEHHS TaKMX NPOEKTIB,
cepes SK1x HeobXiaHICTb HanarogXXeHHs eekTUBHUX MeXaHi3MiB (hiHaHCOBOI MIATPUMKM, 30KpeMa NoNiTMKM 6aHKIBCbKOrO
KpeauTyBaHHs. [ocnigxeHo Bknaa 6aHKiBCbKOro CEKTopa Ha pyHKax, WO PO3BMBAIOTLCS, Y MPOMOLLi0 CTanux NepeTBopeHb
i pocsirHeHHs Llineit Ctanoro Po3BuTKY.

CcopmMoBaHO KOHLENLito eKOOrivHOI NoNiTMKM HaHKy y cdepi po3nodiny pecypcis ANns CNpUSIHHA CTanoMy eKOHOMIYHOMY
pO3BUTKY, sika Ba3yETbCA Ha ABOX KMOUOBMX CTPYKTYPHUX KOMMOHeHTax. Mepwuii nepeabayae ynpaBniHHS €KoNoriYHUMM
pu3nKamMu y cepi KpeauTyBaHHS, SKi 30KpeMa pernameHTyBanu 6 yyacTb 6aHkiB y BNpoBagKeHHi cuctemu 3axopais Hes-
NneKn HaBKOJIMLLHLOMO CepefoBULLA LSXOM OLIHIOBAHHSI CBOrO KpeaWTHOro noptdensi, aHaniyBaHHs BCiX MPOEKTIB, WO
nignsraloTb KpeauTyBaHHIO, Ha MpeaMeT BiAMOBIAHOCTI CTaHAapTaM eKOMoriyHoi 6e3nekn Ta OXOPOHW HaBKOSIMLIHLOMO
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cepenoBwLLa, a TakoX BiIMOBM B pO3rnsfi 3asiBOK Ha OTPUMAHHSI KPeAMTY NPOEKTaM, siKi CTaHOB/SITb NOTEHLIVHY 3arposy
[NS1 HAaBKOJIMLIHBOIO CEepefoBMLLE, Ta NIANPUEMCTBAM, sIKi 3aliMAlOTbCS E€KOJIONYHO Hebe3NeYHUMIU BUAAMU Ais/IbHOCTI.
[Opyruii 06yMOBIIOE PO3BMTOK MPOrpaM «3efIeHoro (iHaHCYBaHHS» Ik CTPYKTYPHOIO KOMMOHEHTY CUCTEMU €KOJIOriYHOro
MeHeKMeHTy 6aHKiB, 30KpeMa LoA0 KpeaMTYBaHHS Pi3HOro poay npubyTKOBMX €KOMOriYHUX MPOEKTIB i3 METO NiABu-
LeHHs1 eeKTUMBHOCTI yyacTi 6aHKiB y iX diHaHCyBaHHI, a TaKoX MOXJIMBOCTI y4acTi 6aHKiB y iHBECTyBaHHI HenpubyTKOBUX
coLia/IbHO-EeKO/OTiYHMX iHiLiaTUB 06'eagHaHMX TepUTOpianbHUX rpoMag, MICT i3 METOI MiABMLLEHHS eKOMOriYHOI BignoBiaa-
NbHOCTi 6aHKiB i iXHBOI y4acTi B HanarogXeHHi NpoLeciB CTanoro po3BuUTKY perioHy 30Kpema Ta KpaiHu 3arasiom.
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