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Executive summary

The objective of this Policy Brief is to make the case for the creation of a
Mediterranean  Sustainable Finance Observatory to support green and sustainable
businessvia a set of recommendations.

The whole Mediterranean is facing systemic risks due to environmental pressures
and climate change and the resulting risk of social instability. Coordinated
action is needed in order to find lasting solutions and sustainable development is
crucial in ensuring a future forthe region.

One important tool available to achieve a fair development is accessto sustainable
finance, deployed in a way that takes into consideration economic, social and
environmental sustainability. However, efforts have been limited so farand an
approach that promotes cooperation among different actors is required.

To this end, a Mediterranean Sustainable Finance Observatory should be created,
with the objective of fostering the exchange of information between countries and
promoting a rigorous model that sustainable financial actors can follow. It is
important to ensure that the members of the Observatory represent both the North
and South of the Mediterranean, as they share the same sea and the samefuture.

A set of recommendations is presented in the following page in order to achieve
this objective. Moreover, the structure and role of the Observatory will be
presented, providing an overview of the types of activities and internal organisation
that it could feature.
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Recommendations for the
establishment of a Mediterranean

Sustainable Finance Observatory

It is recommended that a Mediterranean  Sustainable Finance Observatory be
established, with the following characteristics:

1. Sustainable finance 2. Geographical scope
Members of the Observatory should The geographical scope of the

provide input and feedback on the Observatory should include both the
creation or strengthening of sustainable Northern and Southern Mediterranean,
financial instruments. in order to facilitate the exchange of

information and best practices.

3. Independence 4. Networking

A permanent headquarter should be The Observatory should liaise with
established in a Mediterranean country representatives  of international

and steps should be taken to ensure its organisations and target countri es 6
financial sustainability and relevant stakeholders and Ministries
independence. (environment, e ¢ 0 n 0 myoéprovide

inputs on policies enabling access to
finance to sustainable entrepreneurs.

5. Advocacy

The Observatory should advocate for
the adoption of sustainable economic
principles in Mediterranean countries.
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Background and context

With an estimated population of over 526
million in 2021(1), the Mediterraneanis a
highly populated and diverse region.
Despite the fact thatthe countries in this
region are facing the sea, many are either
arid or at risk of desertification. This fact,
coupled with the large population, makes
the region highly vulnerable to climate
change. Moreover, scarce and
diminishing natural resources necessary
for life & especiallywater  coupled with
a growing overall population, makes the
area also at risk of social instability and
unrest (2).

Climate  change mitigation and
adaptation is part of a set of global
objectives that should go hand in hand
with each other in order to promote
sustainable development. Such set is
known as the Sustainable Development
Goals (3). They present a common
framework that is valid for every country
and include several factors that are
directly linked with climate change,such
as SDG 12 - Responsible consumption
and production.

(1) https:// worldpopulationreview.com/country-rankings/ mediterranean-countries
(2) https:// harvardnsj.org/2018/05/water-scarcity-the-most-understated-global-security-risk/
(3) https:// sdgs.un.org/goals
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For the last 10 years, countries in the Mediterranean are joining efforts to shift
towards a green economy through the Barcelona Convention and its Protocols,the
UfM Ministerial declaration/s on Environment and Climate Changeamong others (4).
A desirable and necessary starting point is to create partnerships and networks that
can promote the green transition, coherent with SDG 17 - Partnerships for the goals.

This coordinated action is needed in many contexts and sectors if we want to
achieve sustainable development, and one of the most important catalysts to kick
start and sustain this process comes from access to finance and sustainable
investment. They can provide the means that are required to implement the
complex, interconnected and necessary adjustments the Mediterranean badly
needs. Capital is required whenever a businessneeds investment to further expand,
or when a startup leaves the family shed and moves to better premises. This is
valid for any and all types of businesses, but even more so when an entrepreneur
cares not only about the economic sustainability of its creation, but also its social
and environmental impact 8 and the timing is now.

Especiallyin the Southern Mediterranean, there is a new generation of young people
that are innovative and well versed in ICT solutions. They are also moresocially and
environmentally aware and many are channeling their efforts on howto mitigate
issues that affect their communities like recycling needs, solar- powered water
pumps and so on.

However, whereas the financial world is well equipped and capable of measuring

whether a business can survive in the medium- to long-term, it still lacks the ability

to understand the effect that such businesswill have on the surrounding community

and environment. In mainstream economics, the latter factors have been
traditionally left outside the evaluation - or, rather, dismissed- asiext er nal i t i
That is, the effects of the activities of an enterprise that are not taken into account

as they are considered not relevant to the business plan.

4) www.unep.org/unepmap/events/meeting/COP22 -Barcelona Convention-Mediterranean;
https://ufmsecretariat.org/wp -content/uploads/2021/10/UfM -ministerial-declaration-EN\CA_final1.pdf
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That is exactly what sustainable finance does. When deciding whether an
entrepreneur is worthy of receiving funding, a typical sustainable financial provider
takes into consideration what is called the fitriple bottom lineo (5): financial, social
and environmental sustainability. This helps to better assess theperformance of
an enterprise in the longer term.

So far, while this approach has existed for a few decades, it has been performed
by a thin sliver of the financial sector. Needlessto say, the financial world is a wide
spectrum, and there are certain sections that have been measuring (at least partly)
the non-financial impact for longer. To give an example, microfinance has always
taken into consideration mostly the social effect of a business on society. This
approach has recently been enhanced by a greater awareness of the environmental
crisis and by the advances in science that now allow evaluators to access more
trusted data also on climate change, demographics and so on.

In the last decade, there has been a slow shift also in mainstream finance towards
a more holistic approach, for example in terms of Corporate Social Responsibility
(CSR). While this is encouraging, the vast majority of capitals are invested in
i bus iases s and the shift is advancing very slowly.

(5) https:// online.hbs.edu/blog/post/what-is-the-triple-bottom-line
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More recently, in November 2021 COP26conference took place, and once again one
of the most important issues was green/climate finance, in particular, how to
finance the green transition, in order to avoid a climate catastrophe that would
imperil humanity's very existence. As it was noted, hundreds of billions are needed
in the next decadesto close the funding gap and avoid the worst of climate change,
especially in developing countries.

This paradigm shift is welcome, but can also become a way for traditional finance
to continue with the A b u s i-as-@ s 8 arhctices, just trying to present themselves
as sustainable. This is a risk that can be detrimental for innovative and sustainable
entrepreneurs giving much more consideration to the triple bottom line approach,
and requires a trustworthy system that can reliably monitor such challenges and
raise awarenessto all the stakeholders involved.

With the right funding, it could be possible to achieve economies of scale and
foster small industries capable of sustainably producing goods both for the
domestic and international markets. If done at the regional scale, this in turn would
be the start of a positive feedback loop for not only the survival, but alsothe
prosperity of the Mediterranean.

The Mediterranean Sustainable Finance Observatory is an answer to the current
situation, characterised by tentative, disjointed and slow efforts that are not
matching the size of the demand.
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The logic behind the Observatory is to foster a network approach. Such approach
recognises that single entities (even those as large and complex as states) are not
enough to solve these challenges, and sees cooperation with other stakeholders as
a win-win solution. Indeed, by pulling together experts with different knowledge,
origin and background, solutions that go beyond what would be achievable otherwise
can be devised.

Furthermore, positioning at the forefront in the Mediterranean is advantageous for
early adopters, who are poised to benefit the most in all aspects of the triple bottom
line. Concerning the financial side, the sustainable finance sector is showing huge
growth and poised to speed up as more and more capitals are diverted in the sector.
International organisations and financial institutions are focusing more and more
their attention towards the A f u n d & phat is necessaryto avoid a scenario where
human life may not be possible in large swathes of the planet, and a mix of public
and private funds are needed to achieve that goal.
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