
 

The term “performance bonds” describes an economic instrument where payments are made to the 

respective authority before a potentially environmentally damaging activity is undertaken, mostly in the 

course of the official licensing procedure. The payment is only returned if the environmental damage of 

the activity does not exceed certain thresholds (or stays within the legal thresholds) (UNEP 2009). Thus, 

performance bonds are sometimes classified as “insurance premium taxes”, and can theoretically also be 

described as a deposit-refund system, since “the amounts deposited with a performance bond can be 

refunded only when the affected firm fulfills particular obligations” (Stavins 2002). Bonds with similar 

targets include land-reclamation bonds, surety bonds and environmental insurances (Heydenreich 2011). 

As a direct effect, a performance bond acts just like a regular insurance – it guarantees that the company 

responsible for the activity is actually able to cover any environmental damages caused by its activities. A 

secondary, indirect effect is of economic nature and affects the behavior of a potential violator: as the 

prices for future performance bonds increase with any environmental damage caused, a company is 

forced out of economic necessity to minimize the negative impacts of its activities. In extreme cases, 

companies may even not be able to purchase performance bonds if insurance companies “deem them 

likely to violate environmental regulations in the future” (UNEP 2009). 

Additionally, performance bonds have the advantage that the assessment of environmental risks is usually 

in the hands of the insurance companies, which define the prices. This, on the one hand, saves public 

funds, and increases the effectiveness of the environmental policy on the other hand (UNEP 2009). 

Contrary to fees and other monetary penalties (which may be sufficient to cover minor violations), 

performance bonds are usually restricted to industries with a higher-than-average risk of causing 

environmental damages where the potential damage can be very large, These industries include the 

chemical and petrochemical industries, oil extraction and transport, mining, certain forestry activities, and 

heavy industry (UNEP 2009; Heydenreich 2011). 

Any insurance scheme, including environmental bonds, needs a strong and reliable judicial system to 

settle any legal disputes surrounding the insurance and the environmental violation/damage at hand. 

More specifically, in countries with weak judicial systems, the responsibility for damages might be 

uncertain, due to incompletely defined property rights, or unresolved questions regarding liability 

(Bernstein 1997; UNEP 2009). 
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China employs a performance bond to guarantee compliance with its “three simultaneous” policy  towards new 

facilities/activities (the policy requires that a facility and its required pollution control measures be designed, 

constructed, and placed into operation at the same time). The performance bond has the principal goal of 

ensuring the financial responsibility of the company, and is not issued by an insurance company. Instead, it is 

administered by local/regional environmental agencies, and overseen by the Ministry of Finance or by the 

relevant economic sector institution.  

Source: Anderson 2002. 
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The EGF is a financial policy, established in 1992, that aims at industries that have highly toxic waste streams. It 

consists of "...a negotiated amount, on a per project basis, that covers expenses for information and 

communication activities by multisectoral teams, any repair or rehabilitation works, and compensation for 

damages attributable to the operation of the project". However, in spite of its wide coverage, the 1996 

Marcopper mining accident which poisoned the Boac River in Marinduque Island demonstrated that the 

damages by far exceeded the amount paid by the company responsible. 

Source: Geron (undated). 
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The Australian federal state of Western Australia regulates around 500 active mining sites. The amount of 

securities held to cover damage and rehabilitation costs is estimated to be 25% of total rehabilitation costs, 

whereas other federal states hold securities that cover around 50%. As the failure rate regarding mine site 

rehabilitation has been very low in the last decades (below 1%), securities covering 25% of the costs seem 

sufficient at the moment; however, due to a steep increase in mining activity in Western Australia, the level of 

coverage may need to be adapted in the near future. 

Source: Government of Western Australia – Department of Industry and Resources 2006. 

 


